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PART V: ECONOMICS

INTRODUCTION


The Japanese economy is the second largest economy in the world.  In terms of value of outputs, Japan’s economy is second only to the United States and several times larger than that of China. In 1998 it recorded a gross domestic product (GDP) of 481 trillion yen (US $3.67 trillion). Per capita national income in 1997 was US $28,361, ranking Japan fourth in the world.  Japan is also the third most important trading nation in the world and the largest creditor in the world. Japan’s rapid and immense economic development has influenced the development of all other developed countries and many developing countries have modeled themselves after Japan.

In Hong Kong we can see the evidence of Japan’s economic creativity in the cars on the roads, the electronic goods in our homes, stores where we shop, the food we eat, the video games we play and the comics, television and movies that entertain us.  But the Japanese economy is more important to Hong Kong than simply a source of goods and services.

Japan-Hong Kong Trade is vitally important to the health of our economy and Japan is our third largest trading partner after Mainland China and the U.S.  Hong Kong is Japan's sixth largest trading partner. Bilateral trade in 1997 totaled 3.57 trillion yen, of which Japan's exports accounted for 3.298 trillion yen and its imports for 272 billion yen.  The overall cumulative total of Japan's direct investment in Hong Kong reached US$11.2 billion by the end of 1995 and that is the third largest place of Japanese investment after China and the U.K. Japanese Companies in Hong Kong number about 2,300 and employ more than 50,000 local employees. More than 60 Japanese banks have branches/offices in Hong Kong and that is more than in New York or London. In 1997 Japanese people living and spending their money in Hong Kong numbered 26,600. In 1997 about 1,369,000 Japanese visitors (although these numbers have gone done since) traveled to Hong Kong in 1997 and they were the highest spenders. On the other hand about 457,000 Hong Kong people traveled to Japan.   The strength of the Japanese-Hong Kong relation is suggested by the fact that over 15,000 people in Hong Kong are currently learning Japanese and the number of Hong Kong students studying at Japanese universities is also rising. 

Our economic relations with Japan are also highly influenced by China-Japan relations. China ranks as Japan's second largest trading partner, and Japan is China's largest trading partner.  The value of trade between Japan and China reached about US $80 billion in 2000, or about 70 times more than its value in 1972. Although this figure has been trending downward in recent years China remains the principal recipient of Japanese investment in Asia.

We also feel the impact of Japan’s economy indirectly through its impact on the countries of Southeast Asia.  When Japan withdraws its money from them, as it did in the 1997 financial crisis, we in Hong Kong suffer as well. Japan's share of trade for the entire ASEAN region in 1995 reached 18.6% (15.2% of exports and 21.4% of imports). Japan is thus the top trading partner for ASEAN nations.  Japan is also the top foreign investor and donator of official development assistance in the ASEAN region.  Japan’s total FDI in ASEAN reached US$5.13 billion in 1994 and Japan has been the most important foreign influence on ASEAN’s export led growth.

Understanding Japan’s economy is, thus, important to us not only because of its global impact but also simply because of direct self-interest.  Over the last ten years, however, Japan’s economic miracle has not seemed so miraculous.  Its economy has not grown very much, unemployment has increased and the value of its stock market has shrunk to one third its 1990 size. Has the economy which ten years ago looked like it might become the most powerful in the world really fallen into stagnation?  If so, how long will it remain there?  Is Japan no longer a good model of development for other countries?  Can we continue to expect Japanese companies to play such an important role in Hong Kong, China and Southeast Asia?

The questions above are difficult and probably impossible to answer.  In this section, we will however, make a brief attempt at understanding the fundamental strengths and weaknesses of the Japanese economy.  There are two main objectives.  The first is to understand how the Japanese economy evolved. Understanding Japan’s economic evolution will also allow you to consider how the Japanese economy differs from Hong Kong’s, China’s or any other economy you are interested in. That perspective will also allow you to consider Japan’s present situation more clearly and to reflect not only on its present strengths and weaknesses, but also on its capacity for change and to build on the past.  Which brings us to the second objective.

The second objective is to look more closely at the Japanese management system and how Japanese business is organized.  In the recent past, both Japanese management and business organization were praised as models of efficiency and competitiveness.  These systems were identified as the main causes for Japanese economic success.  Within the past few years, however, many outside of Japan and some within Japan have criticized these same systems as holding Japan back. Japan is responding to these criticisms.  Companies are trying to increase their competitiveness by moving away from employment practices such as lifetime employment and the seniority wage system.  In the area of business (industrial) organization, the Japanese government currently is reducing its role by deregulating various sectors of the economy and keiretsu (interfirm groups) companies are trying to reduce their financial and trading dependence with each other.

A closer look at these systems also once again reveals the tensions between group orientation, individual expression and universal principles. Group orientation is displayed in Japanese management systems and interfirm organization.  Individual expression challenges group orientation with demands for more merit based career evaluation and opportunities for entrepreneurialism.  Market discipline and globalization are the universal principles compelling the Japanese to reconsider the balance between the group orientation and individual expression.

Premodern Foundations Of Industrial Development


Japan’s industrial miracle was actually based on solid foundations built through several centuries but developed particularly in the Tokugawa times.  These foundations include the following factors.

· Skills and technologies: Japanese craftsmen had adopted, adapted and invented many technologies over the centuries.  These included: architecture and building, steel and copper forging; pottery and ceramics; textiles, paper –making and printing and so on.  They were also very adept at mechanical devices and had no problem adapting these skills to the manufacture of guns, clocks etc. when they were introduced.  It was the skills with which these products were made that created a strong base for industrialization.  The products were complex and made to high precision, but the Japanese had also developed ways of making them in high quantities with relatively low levels of labour.

· Education and discipline: The high levels of education and discipline developed in the premodern era allowed the Japanese to rapidly learn new technologies and business practices and to carry them out on a consistent basis.

· Local and national markets: The scale and sophistication of Japanese business had already developed due to the growth of the national and local economies.  National markets existed for commodities such as rice and their prices were set on a futures market.  Regions specialized in particular goods and sold them around the country.  Each castletown had its own market and production capabilities to meet its needs.

· Cash economy: The cash economy had been developing in Japan for over a thousand years.  By the Meiji restoration money was commonly used for transactions.

· Entrepreneurs and business organization: The development of the merchant class and business organization was one of the outstanding developments of the Tokugawa period. These firms operated in banking, trading and production of goods such as textiles, pottery, paper, sake etc.  Some firms such as Mitsui and Sumitomo remain, but most of these merchant businesses didn’t survive the change to a modern economy.  They did develop a family-based framework for business management that built up the bonds of loyalty between owners, managers and employees. These bonds of loyalty were extended as some firms built up their activities throughout the country.  Peasants also developed businesses, often working within a division of labor where they only produced a part of a good that would be assembled by somebody else.  Even some samurai had been involved in the development and operation of businesses in their domain. This entrepreneurial spirit and these forms of organization would be crucial in Japan’s switch to an industrialized economy.  They remain influential today.

Pre-war industrial take-off

· Government initiatives: The government initiated Japan’s industrialization because they thought it necessary to meet the challenge of the West.  Not only did they introduce institutional changes to the practices of the government and operations of society, but also they developed many of the first industrial activities.  

Institutional changes to the society include: the elimination of class-based barriers and therefore the allowance of individuals’ to advance to their ability; the introduction of private property; and the spread of universal education.  

Institutional changes to government included: the creation of a central bank; the development of a national budget; national taxation in cash; and the creation of a national currency.  Government investments in industry included those of infrastructure such as ports, railways, roads, telegraph and telephones and also some businesses such as steel, shipbuilding, and textiles.  The government has maintained control over most forms of Japanese transportation and communication infrastructure.  The government, however, withdrew from most other businesses because of financial constraints and because they recognized their inability to run them efficiently. The businesses were bought up by private interests for a low cost and soon made profitable.

· Development of the dual economy: It was at this time that one of the most important features of the Japanese economy developed.  The economy separated into large firms and small firms.  The large firms were few in number, and although each employed many thousands of workers, their total share of the labor force was relatively low.  The large firms existed in every sector of the economy (see zaibatsu below) but were especially important in the heavy industries such as steel making, shipbuilding or in mass production like textile manufacture. In those industries they were supported by government funding (usually through the banks) and government purchases. The large firms were capital intensive, produced high value goods and paid their employees high wages and benefits.  These large firms initiated the lifetime employment system by offering job security to skilled workers who were in short supply.

Small firms developed out of the peasant entrepreneur class and most of their capital was raised from earnings or from family and friends.  They provided most of Japan’s service industries needs.  They also employed the bulk of manufacturing workers.  These workers were employed not only in craft based manufacture of traditional Japanese goods, but also the light manufacture of western goods such as umbrellas, toys etc.  These small manufacturers were especially important in silk production, which was Japan’s highest foreign income earner until the beginning of the world depression in 1929.


Although the dual economy describes a separation of large and small, in reality there were several levels of firm sizes.  More importantly, in manufacture and distribution there were connections between these firms.  Different firms do separate tasks such as part and component manufacture and final assembly and distribution in a coordinated manner.  This social division of labor type of organization evolved because of both production and capital efficiencies.  It was made more efficient by the military authorities during the war when they took over Japanese production.

· Development of large corporations: Large corporations called Zaibatsu (financial cliques) started to dominate the Japanese economy by the early part of the 20th century.  The Zaibatsu were groups of companies linked together through family control, investment, directorships, personnel, trading relationships and a very strong group orientation.  Each of the zaibatsu may have dozens of different companies, but the three most important were the bank, the sogo shosha (trading company) and usually a main industry (such as shipbuilding for Mitsubishi or mining for Sumitomo).  The bank supplied the financing for the group and the trading company took care of most of the exporting and importing that the group needed.  A family controlled the zaibatsu through controlling interest in the bank and trading company and some of the major firms.  Only minimal equity investment in the other firms was necessary because of the advantages that zaibatsu membership offered and because of the strength of group loyalty.  The zaibatsu also had strong connections with the government, particularly for military supply.  The Americans, therefore, broke up the zaibatsu after the war.  They regrouped with out the family control, and with government backing were able to reestablish their ownership of each other (cross-shareholding).  After the war they were renamed keiretsu (linked companies).

Post-War Shift From Labor Intensive To Knowledge Intensive Development


After the war the Japanese economy was in ashes.  Most of its factories, transportation infrastructure, and other buildings were destroyed.  Mass starvation was only avoided with the help of American aid.  Yet, 7 years later Japan had recovered the same level of production it had before the war and was about to embark on its miraculous transformation from developing to developed country status.

Rebuilding (1945-1952)

· American reforms, reverse track and fiscal restraint: Shortly after the Americans occupied Japan they started to reform many of the economic factors they believed had led the Japanese into war.  These included: breaking up the zaibatsu, giving tenant farmers the right to buy their land at very low cost, allowing labor unions and giving women their vote.  Initially these reforms destabilized the economy by making investment risky. The Japanese government also allowed inflation to run very high.  To stabilize Japan as an American ally against communism the Americans reversed some of the reforms, most importantly some of the powers they had given to the unions.  They also forced government and business to restrain spending in order to tame inflation. 

· Capitalist-labor compromise: Labor unions tried to gain greater control of the government and of the companies at which they worked.  There were several long and occasionally violent strikes at major companies like Toyota and Nissan.  These strikes were put down with the backing of the Americans, but Japanese management learned that they had to work with their workers to a greater degree.  A pattern of seeking compromise between the two sides was established and built on thereafter.

· Korean war rescue: In 1950 war broke out between North and South Korea, and then between the United States led United Nations and China.  The Americans used Japan as a base of operations and provider of materials.  This war demand (without war damages) was a great boost to the Japanese economy and provided the initial funding they needed to get their economy going.

· Catch up to the west Economically: In the Meiji period the national slogan was rich country and strong army.  After the war the Japanese national slogan shifted to almost a purely economic focus.  “Catch up and overtake the West” in economic production became a preoccupation of not only governments and companies, but ordinary Japanese felt that they could recover national and personal pride in the devotion to increased economic production.

High Growth (1953-1973)

At the end of Korean War in 1952 Japan was a "less-developed country," with per capita production only one fifth that of the United States. In the 2 decades to 1973 Japan averaged an annual growth rate of 8%, and was the first country to change from "less-developed" to "developed" after the Second World War.

· Income doubling plan: In December 1960, Prime Minister Ikeda Hayato announced an income-doubling plan that set a goal of 7.8% annual growth during the decade 1961-1970. Government economic planning aimed at expansion of the industrial base proved exceedingly successful, and, by 1968, national income had doubled, achieving an average annual growth rate of 10%.

· Government targeting of basic industries: The government targeted industries like petrochemicals, coal, iron and steel, electric power, and fertilizers.  This targeting was done by MITI (Ministry of International Trade and Industry) and companies that followed MITI’s directions received loans from banks made possible by the government’s support. Textiles were the first main foreign capital earner.  They were quickly followed by shipbuilding.  Japan became the world’s largest producer of ships by the late 1950’s.  Throughout the 1960’s Japan began to develop strengths in automobiles, motorcycles, electronics and capital equipment.  Japan at this time was a manufacturing lead economy.

· Preferential trade and protectionism: Japan benefited from the stable postwar world free trade regime established under the International Monetary Fund (IMF) and the General Agreement on Tariffs and Trade (GATT).  Japan was allowed to participate in this trade because of American sponsorship.  The Americans also support Japan with access to their technologies and their markets in return for continued military and diplomatic support.

· Investments in education, equipment and R&D: Government backing of bank loans and high savings by the Japanese people allowed companies to constantly invest in new equipment, facilities and to develop R&D capabilities.  Roughly one third of the profits of Japan’s production were reinvested.  In this respect, the destruction of Japan’s prewar and wartime industrial facilities forced it to construct equipment that was more efficient and of greater scale than most of their global competitors.  Furthermore the Japanese government strengthened its investments in education especially at the primary and secondary level.  Private capital founded many universities.

· Dependence on cheap oil and raw materials: Japan became an expert at not only using oil and raw materials to fuel its manufacturing economy, but also it became an expert at sourcing these materials cheaply around the world.  However, its dependence on cheap oil proved to be a large problem when the oil producing countries formed a cartel and tripled the price of oil within in 1973.

· The environmental cost of rapid growth:  By the end of the 1960’s the air in Tokyo, Nagoya and Osaka was becoming unbreathable and large numbers of the people were suffering asthma problems.  In the Kyushu city of Minimata, mercury poisoning of fish was causing deaths and deformity in the people who ate them.  In Toyama cadmium poisoning killed people. Between 1950 and 1970, the percentage of Japanese living in cities rose from 38% to 72%, causing congestion while services such as sewage and parks were neglected.  In general, the country paid a high environmental and quality of life price for its rapid growth.

Restructuring (1974-1990)

After the high-growth period Japan’s economy faced many challenges.  It often fell into recession, but always managed to restructure itself and come out stronger.   In the restructuring period, Japan not only improved her competitiveness in major export industries like cars, machine tools and electronics, but also moved into moved technology and information-intensive industries.  Furthermore it completed a shift to a service based economy.  The strength of this diversification maintained a period of growth that was still high by developed country standards.  A fundamental restructuring of the economy became formal government policy in 1987 with the publication of the Maekawa report that advocated strengthening domestic demand to reduce the trade imbalance.  Increasing leisure time and emphasizing quality of life issues were also promoted as a means of increasing domestic demand and thus this shifting of government policy fitted in well with the shift to a service economy that was already underway.

· The oil crises: In October 1973, war in the Middle East led to an oil crisis which caused energy costs and the value of the yen to rise and a sharp recession. As a result the 10% growth Japan had enjoyed in the previous decade slowed to an average of 3.6% during 1974-1979.  Japan’s companies responded by improving energy and raw material efficiency and cutting costs.  Particularly car sales to the US improved because of this response.  In 1979 the oil producing countries caused another oil crisis by asking for another large increase in prices.  Japan’s companies dealt with this problem by making a more fundamental shift into higher value-added products and GNP growth rose to 4.4% during the decade of the 1980s. 

· Targeting of knowledge intensive industries and ‘sunset’ industries: The oil crises and increasing global competition prompted companies and the government to switch into more technology and information intensive industries such as computers, semiconductors, biotechnology etc. Many corporations in traditional heavy industries such as shipbuilding, iron and steel or textiles diversified into these new industries and even services such as health care, entertainment or the development of theme parks.  The government didn’t try to support failing industries (sunset industries), rather created conditions to help them companies to move out of them.

· Elaboration of the dual economy: In the 1970’s and 1980’s the Japanese built the worlds most successful assembly industries.  Competition on complex products such as cars, motorcycles, numerically controlled machine tools, cameras, televisions, stereos, VCRs, facsimile machines, computers and so on became dominated by Japanese companies.  They accomplished this domination by improving the division of labor in the dual economy.  Final goods assemblers, worked with component manufactures, who worked with parts manufacturers in a sophisticated form of cooperation and mutual learning.  As they were accomplishing that increase in efficiency, they incorporated microelectronics into virtually all the products they made to further increase their performance and value.  In their combination of mechanical devices with microelectronics the Japanese developed a new field called mechatronics.  Mechatronics enabled the Japanese to dominate global competition in robots and machine tools, and these in turn helped improve the efficiency of the assembly industries.
· Shift to a service based economy: This period also saw Japan shift from a manufacturing driven economy to a service based economy. The service sector grew from n 46.5% in 1970 to 55.4% in 1980 and to 58.1% in 1989.  The service (or tertiary) sector includes public utilities such as gas, electricity and water, the distribution industry, financial services including insurance, real estate, transportation, communication and other private industry based services as well as government services and non-profit service sector.  The most important development, however, was the increasing demand for personal and business services that reflected a changing economy.  Demand for personal services such as health care, beauty care, leisure, hotels, traveling services, fast food and other eating and drinking establishments, etc. increased as consumers became more affluent and wanted to enjoy their improved standard of living and leisure. On the other hand, the increasing knowledge and information intensive nature of competition caused a shift in business services toward information and communication services, R&D, marketing, and office services.

· Trade friction and foreign investment: Japan’s reliance on exports was high because of its dependence on imports.  In the 1970s, however, Japan’s competitive strength began to overwhelm industries in North America and Europe and caused the loss of hundreds of thousands of jobs. Japan developed a large trade surplus with the Americans in particular. These countries, led by the Americans, attempted several methods to resolve this problem.  At different times they imposed quotas on Japan’s exports, imposed taxes, made requirements that the Japanese manufacture in their countries, demanded that Japan open up its markets foreign companies, and forced an increase in the value of the yen.  Japan complied to a degree with all these requests, but it was the 1985 agreement (the Plaza Accord) to increase the value of the yen that really changed things. 

· Inflation of the bubble economy: In 1985 Japan went into a 17-month recession because of the increase of the yen. The government tried to get out of the recession by reducing the interest rate and taking other measures to increase domestic demand.  Meanwhile, the cost of Japanese labor forced Japanese companies to invest overseas where they proved very competitive.  After a short slowdown people continued to buy the Japanese goods produced in Japan despite the increased value of the yen. Corporate investment rose sharply in 1988 and 1989.  Soon the recession was over and Japan was flowing with money coming in from increased returns from overseas investments, higher value yen sales overseas, and with increased supply of government money.  Furthermore, companies were increasingly turning to the stock market to obtain their capital needs and this forced banks to compete to obtain business from other borrowers. The combination of all these factors led to inflation of stock and real estate prices.  Speculation became rampant and real estate prices quickly doubled and the stock market rose 180 percent. The banks did not examine the credit worthiness of many of the borrowers or the worthiness of their proposals very well.

The post-bubble economy (1991-): stagnant growth but continued development


Until 1991 Japan looked like the most successful economy in the world, especially in terms of national and per capita income.  However, the price of land was becoming too high for people to afford and the price of stocks becoming too unbelievable.  The Japanese central bank stepped in to increase interest rates.  The inflation of prices for real estate, stocks and other assets was halted.  They began to decline and have not stopped declining.   

Since the bursting of the bubble growth in Japan’s economy has been much lower than in the past.  It grew only 6% from 1992 to 2000, while the US grew 22%.  In the 1990’s it has occasionally fallen into recession.  The worst effect of this stagnation in growth has been an unemployment growing from about 2% to a still low 5%.  The vast majority of Japanese still remain quite affluent however.  

Some blame for the lack of growth can be put on the failure to deal with the effects of the bubble, particularly the bad loans held by the banks and the massive spending by the government. However, Japan has also entered a period of almost no population growth and can no longer depend on an ever increasing youthful labor and consuming force.  Yet, these negative perspectives on the Japanese economy do not tell the whole story.  Japan’s economy has continued to develop in many ways.  Its use of the internet is one of the highest in the world.  Its cultural industries have become a vital force in Japanese society and around the world.  It has made substantial progression towards converting its economy towards ecological principles of resource conservation and recycling.  Much of this elaboration and increasing sophistication of the Japanese economy can be traced to a transformation in the thinking of the Japanese.  They no longer have to struggle to achieve affluence and they no longer believe that work is most important thing in life. They still want their secure jobs, but also greater freedom of choice, more personal happiness, and a social life outside the corporate environment. Ironically this helps out the diversification of the economy, if not propelling it to grow so fast.

· The bursting of the bubble

In May 1989, an increase in the interest rate to reduce the inflation of value in assets such as land, stocks, golf course memberships, etc.  The higher interest rates began to push asset values lower and by 1991 the Tokyo stock market lost 38%of its worth or 300 trillion yen (US $2.07 trillion).  Land prices also started to drop greatly. The higher interest rates were an important trigger to the bursting of the bubble and revealed the crazy level of speculation that had been going on.  However, it was the lack of inspection of credit worthiness by the various lending institutions (banks and trusts) that made the results of bursting the bubble much worse than they should have been.

· Banking and insurance problems: The banks and other lending companies which they supported not only lent money to companies which would never make a profit or survive (especially after the bubble burst).  They also counted those loans and the inflation of their stock value as assets to which they could use to lend even more money.  After the bubble burst many companies could not repay their loans and the banks fell became unprofitable and in fact needed government support to survive.  The insurance companies had invested enormous sums of money into the banks, stock market and other assets. These unpaid loans or ‘non-performing’ assets are a huge problem for the Japanese economy because they threaten to destroy the savings of people and limit the amount of money banks and other lending institutions can lend to business and personal borrowers.  The size of the problem and the potential damage from any attempt at a cure has stopped the government from dealing with the problem quickly.

· Deregulation of a divided economy: Another reason given for Japan’s lack of growth is the division of the economy into a deregulated competitive and regulated non-competitive sections.   Competitive companies like Toyota and Sony, and all their component, parts, and service suppliers have been hurt by the slowdown in the Japanese economy because consumption has slowed.  However, they and many other companies remain some of the most competitive and successful companies in the world.  These companies are competitive because they have to face competition both in Japan and in world markets.  Many Japanese companies in several industries, however, do not have to face this type of competition because the government has regulated how companies could compete.  In the 1990’s the Japanese government has taken several steps to deregulate these sectors of the economy.

The goals of Japan’s deregulation are “to create a free and fair socio-economic system that is fully opened to the international community and based on the rules of self-responsibility and market principles…”  Public administration is thus shifting from requiring that regulations be in place and that companies and individuals fulfill regulatory procedures before doing something.  Public administration is shifting to allowing companies and individuals to act freely and monitor their actions for possible problems.  The Japanese hope deregulation will reduce the cost of living and improve choice (especially in comparison with other developed nations); stimulate the growth of new businesses; improve government services at and between national and regional governments levels; and achieve a better harmony with the international economic community.

From 1995 the government has introduced several plans aimed at reducing close to three thousand regulations covering the sectors of (1) land and housing, (2) information and telecommunications, (3) distribution, (4) transport, (5) standards, certification, and imports, (6) finance, securities, and insurance, (7) energy, (8)employment and labor, (9) pollution, waste, and environmental protection, (10) dangerous materials, disaster protection, and public safety, (11) education, (12) competition policies, (13) healthcare and welfare, and (14) legal affairs.  Efforts have also been made to reduce regulations affecting the interrelations of these sectors. 

The government reckons that from 1990-1997 deregulation increased annual consumption and investment about 8.2 trillion yen and decreased prices about 6.6 trillion yen.  Measures taken in the domestic telecommunications, electric power, and oil product fields make major contributions.  The most famous deregulation however was the “Big Bang” in the financial sector.  

The "Big Bang" was aimed at increasing the participation of private investors. Barriers between the banking, securities, and insurance fields have been removed, the ban on holding companies lifted, the range of activities enlarged for security houses and banks, and foreign exchange totally liberalized. Other areas deregulated include stock commissions and non-life insurance premiums, over-the-counter securities derivatives, and the sales of investment trust products in banks. 


Other interesting cases of deregulation include: taxi fare rate categories expanded in Tokyo and Osaka; required annual production for issue of a brewing license reduced from 2,000 kl to 60 kl; outright sale of mobile telephones introduced; establishment of self-service gasoline facilities permitted; restrictions on overtime, late-night, and weekend/holiday work by women lifted; restrictions on the use of temporary workers greatly reduced; and retail sales of electricity partially deregulated.  Not all people are happy with pace of deregulation or on the other hand the idea of deregulation—winners and losers are produced in most cases.  It takes time to come to a reasonable compromise.  An example of this was the law which stopped large stores invading and disrupting local shopping areas.  Before building a store, the developer would have to get the permission of local storeowners (i.e. the people he wants to put out of business).  A compromise was reached by enacting a law that emphasized the preservation of the living environment, thereby allowing the introduction of a large store as longer as it didn’t disrupt the quality of life of the local neighborhood.

· Graying economy: Japanese men and women enjoy the longest life expectancies in the world.  Japan is also aging faster than any other nation and today almost 15% of the Japanese population is 65 and over. In the year 2000, Japan became the country with the highest percentage of elderly in the population. Before 2010, 1 in 5 Japanese will be senior citizens. In 2050 1 in 3 will be an elderly citizen.

This aging population, plus the increasing amount of time that the young spend in school means that a heavier and heavier burden will fall on the middle generation.  The aging population will affect the economy in other ways however.   Japanese companies have been accustomed to employing a young workforce and not paying the costs of an older one.  Companies have being encouraged to increase their retirement age from 55 to 60 and beyond.  Japanese who retire from one company at 55 have usually worked for a few more years at another smaller one.  They will probably have extend their working lives past the sixties well into the seventies, but finding these jobs may be difficult.  On the other hand both those who have the savings to retire and those who continue to earn a living will be creating new demands that need to be filled in medicine, health, and leisure services.  

· Internet economy: Japanese homes and businesses do not use the internet to the extent that we do in Hong Kong or the Americans do.  However, they are at a higher or similar level to most other developed economies.  Furthermore they lead in some areas, in particular, using the web through mobile phones. In the process the Japanese have become the only country to devise of method of making money through websites other than through advertising—websites get a share of the money that the phone company receives for the customer using its time.  The company Softbank is also the world’s largest publisher of software and internet related information and is also one of the largest investors in new start-up companies. 

Mobile phones have benefited greatly from deregulation.  In  1994, the handset rental system was switched over to outright sales and set off a boom in cellular communications.  The number of subscribers jumped from 2.13 million in March 1994 to 43.94 million in June 1999.  Another 5.76 million people use the Personal Handiphone System (PHS).  

· Cultural economy:  In the mass culture section of the course we looked at the incredible diversity of the entertainments, recreations and other services that the Japanese people can enjoy.  These represent a powerful important continuation in the shift from a manufacturing based economy to a service based economy.  From Manga, to computer games, to films and music, to food, these cultural activities have also become important Japanese exports.  

· Ecological economy:  As discussed in the setting and politics sections, Japan has had some severe environmental problems in the past.  Although most immediate pollution threats to human life have been eliminated, Japan still faces some great challenges.  Fortunately, Japan has been able to turn some of these challenges into advantages.  Indeed it looks upon environmental improvement as one of the most promising industries of this century.

The greatest example of Japan turning environmental challenges into advantages is its response to the air pollution problems of the 1960’s and the oil crises of the 1970’s.  Due to these issues the government enacted strict requirements on industry and consumers to improve energy efficiency and cut down air pollution.  Industry responded by rapidly achieving some of the highest standards in the world. The energy efficiency of Japan’s industries gives them a great cost advantage and the energy efficiency of their cars was the primary reason that they were able to invade the North American market so successfully. Today Japan produces, in terms of greenhouse gases Japan produces 2.53 tons per capita compared to he US at 5.59 tons, Australia 4.51 tons, Canada 4.30 tons, Germany 2.94 tons, Russia 2.70 tons, the United Kingdom 2.56 tons, and France 1.69 tons. By 2030 Japan will secure one third of its energy from new sources and will be contributing to the lessening of CO2 emissions by having cut its own emission output by 50%.

Perhaps the next greatest problem for Japan is finding a way to deal with the mountains of material waste that it produces.  It must find a way to deal with this because its area for landfill is rapidly disappearing and the use of incinerators produces cancer-forming dioxins.  With a 55.5% ratio of used paper collection and a 55.4% rate of reprocessing used paper into paper Japan already has one of the world’s best recycling achievements.  However, it is taking greater steps. Japan has recently introduced recycling laws that compel companies and consumers to recycle their trash. The Receptacle Packaging Recycle Law obligates consumers to separate PET bottles, glass bottles, cans (steel and aluminum), paper packaging and types of plastic other than PET bottles and requires municipalities to collect this trash separately. Companies are required to recycle the collected PET bottles and glass bottles. The Specific Household Electrical Appliance Recycling Law obligates manufacturers to recycle air conditioners, televisions, refrigerators, and washing machines. Retailers are obligated to collect and transport the discarded appliances (consumers must pay the costs involved), and the manufacturer is obligated to recycle the materials. Many Japanese companies have taken action before these laws were implemented and are incorporating the same recycling capacity into other products such as copy machines, personal computers, portable telephones, and vending machines. Japanese companies have also been at the forefront in saving resources and energy, and reducing pollution in the manufacturing process. Some zero emission factories are already in operation.  The development of environmentally advanced products is also a major thrust that has received support from consumers.  Toyota has sold tens of thousands of its hybrid cars and Kyocera’s solar cells cover thousands of homes.  In addition, Japan produces 40% of the world’s solar cells.
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EMPLOYMENT SYSTEM REFORM


To achieve a high level of efficiency, two things that any business must balance are the incentives and security they offer employees.  Employees want incentives such as better pay and promotion or the chance to do more creative work as a reward for them working harder and using their talents.  Employees, especially ones with a family, also want the security of knowing they will have a job in the near and distant future.  From the company’s perspective (i.e. the management system), incentives and security have their good and bad sides.  Incentives can prompt people to improve, initiate and to cooperate, but when used poorly they can cause disputes among employees and cause employees to focus primarily on their own goals and not those of the company. The providing of security to employees can give them a sense of loyalty and devotion to the company, but it can also cause them to become complacent or negligent in how they do their work.


Japan has developed an employment system that balances incentives and security in a highly effective way. The employment system is strongly rooted in the Japanese preference for group orientation and consensus decision-making.  It is also an evolutionary mix between family-based organization and large firm job security and benefits developed in the prewar era.  The employment system was also consciously developed in response to several post-war factors such as: a quickly growing population and economy; a compromise between labor and management over the distribution of benefits and security; development of job and learning systems that favored flexibility over specialization; and rapid changes in technology and markets.


The Japanese employment system is often equated with the Lifetime employment system with it obvious emphasis on security.  Lifetime employment became especially popular in the 1960’s because of the quickly growing economy and the need for companies to retain their best workers.  Lifetime employment became the ideal for the majority of the Japanese population and they expected anyone employed in a well-known firm or with the government to be guaranteed a job for life.  Employment for life is not the only attraction however.  The benefits of full lifetime employment also means better wages, more job stability, training, good health care, pensions, and many other possible benefits such as pools and vacations.  The level of these benefits vary across the firm spectrum and make defining who has and who does not have real full lifetime employment difficult. Even at its peak in the early 1970’s, however, only a minority of the workforce ever enjoyed the full benefits of lifetime employment, and that proportion has shrunk even farther in the last decade.  The decline in lifetime employment does not, however, mean a necessary degradation of the Japanese employment system.  There has been a shift in emphasis the provision of security and a seniority based system to individual incentives and a merit based system. 

The largest changes affecting the employment system, however, are the changes that Japanese society in general is undergoing.  Increasing affluence, the shift to a service economy, higher levels of education, changes in women’s status and values, an aging population, a slowing economy and changing attitudes to work and leisure are all forcing employers and employees to change their thinking about how the Japanese employment system can and should work.

The second most important group



Most Japanese will at some time work either in a company, in a government, department or lead their own small company.  For most of these people, the work group they become involved in will be the second most important group in their life besides their family. Indeed for many Japanese, the company is the most important group.  The company and the group within the company are important not only as a source of income, but also as a source of friendships, identity, value formation, and fulfillment.  

· Group orientation:  All businesses or government departments require some level of group orientation (or more simply cooperation of workers with the company goals) to achieve a satisfactory level of efficiency in getting their jobs done. Japanese businesses have had a relatively easy time building this cooperation because of Japan’s cultural development of group orientation.  In the past, the family, rice cultivation and the samurai ethic built this tradition, and today it is carried on through the family and schools.  However, just as in the past, this group orientation was not simply something that happened, but a system of determining power relationships and of compromise and consensus building among different individuals or subgroups.  In more complex times, business managers must evolve more sophisticated ways of balances people’s needs for incentives and security.

· Individual expression: The primary motivation for a person to join a company is of course the opportunity to make money.  That motivation is enhanced or hindered by how the company determines the extent to which the person can use their talents and willingness to work hard (i.e. their merit) to gain as much income as they can as quickly as they can.  Of course, the motivations may not be strictly income based, but also characterized by status through advancement or opportunities to do interesting work.  Along with the opportunity to make more money or do more interesting work is desire for employment security.  Sometimes greater security and merit-based opportunities compliment each other.  Sometimes they don’t compliment each other because employees may feel constant performance based evaluations are unfair or too stressful or because of the way companies want to use their people.  Employees may well want to trade-off merit-based opportunities for security.

· Universal principles: The way that an employment/management system evolves is influenced greatly by market discipline.  In other words, the way management wants to focus group cooperation and how the employee wants the system to be developed to work for her or him must be responsive to the demands from the market for the organization to be efficient.  If it is not, the business will cease to exist.  

· Hierarchy: Any firm, of any size more than a few employees, functions as a bureaucracy to some extent. It must do so to coordinate activities and goals, and the larger the firm, the more levels of hierarchy there are.  Most firms operate top-down, where goals and the means to achieve them are decided at the top and the levels below are giving directions to carry them out.  Depending on the company, people at these lower levels have varying degrees of discretion in how to carry out their directions.  In Japanese companies this level of discretion has been very high because of the preference and the efficiency of achieving consensus formation at the lower levels.  

Foundations of Japanese management


· Lifetime employment: In the postwar years corporations developed lifetime employment to retain skilled and experienced workers and to acquire young recruits. A system of mutual commitment developed that was tacitly understood by workers and management.  Companies did and still do hire new recruits out of university or high school and try to keep them until they retire.  The employees would be kept on even if the company fell on hard times.  The system was primarily oriented to male workers, and in larger corporations in particular, was extended to both white-collar (office) and blue-collar (manual) workers.  The system never worked perfectly.  A common drawback is that because a firm will try to hang on to employees during the inevitable slowdowns in business cycles, employees are often used just on make-work activities.   The first big challenge to the system came in the early 1970’s as companies had to shift from one industrial sector to another.  The first large company to try to reduce its workforce didn’t just give them the sack, but tried to find each employee a job in another related company.  How deep the importance of lifetime employment had sunk into the Japanese mentality by then was symbolized by the fact that the media followed the story of each employee.

· Seniority system (and pay structure): To compliment lifetime employment, length of service has been made the basis of career advancement and pay increases.  Almost all Japanese companies use length of service as the base of pay, and almost all also differentiate pay by the type of work performed and the individual’s capabilities, aptitude and contributions.  Thus there has always been room for salary differentials among employees. These differences were of course most notable among those with different education levels when they entered the firm, but even amongst workers doing similar work, there was scope for differentiation—even if it was done subtly or in a minor reward.  That differentiation may come out in the twice-yearly bonuses that make up 30-60% of an employee’s total pay.

· Enterprise unions: In most developed countries unions have been established by a group of people in a particular type of job or trade to give them collective power in dealing with management.  These unions draw on the collective resources of people in many different companies to help out the interests of their members when in a struggle with one or a few particular companies.  In Japan, unions are organized on a company basis and not on a trade basis.  That is, everybody in a Japanese company, except for the upper levels of management belong to the company union and no other.  The union members generally identify their interests with those of the company and realize that the continued success of the company is good for the union members.  There is thus greater likelihood of cooperation on issues of technology introduction and changes in jobs.  The unions do however strongly argue for their share of corporate profits. Also the enterprise unions of different companies in the same industry join together to argue for more pay and benefit raises.  They do this every year during a period known as ‘shunto’ (spring struggle), but even at this time the known relative strengths of the different companies results in the shunto rewarding the employees of the most successful companies with the highest increases in wages.

Benefits of Japanese management


· Mutual Commitment: The greatest benefit from the Japanese employment system to both the companies and the workers is the mutual commitment that is built between them.  As long is the company is willing to stick with its employees and help them develop, the employees are willing to work for the company and indeed they often sacrifice themselves for the benefit of the company. This culture is built not only by the formal aspects of the salary system or in skills training, but also by all the informal activities such as drinking and eating together after work, company sponsored group vacations, group exercises, gift-giving and so on.

· Job rotation and training: Japanese employees are shifted from one type of job to another quite frequently in their career.  Most often this will occur within a particular area such as manufacturing or accounting, but at the upper levels of a company people will get to know how several departments work. In so doing, employees get to know not only the aspects of each job they are assigned to, but also the interrelationships of different jobs with each other and how their company works.  This organizational knowledge pays off in efficiency gains.  Japanese companies are in essence strong learning organizations.  On-the-job training is highly developed in both large firms and small, usually through the mentoring process.  In small companies, new employees often learn directly from the owner or president. Off-the-job training in seminars or other formal methods are also used to a great extent.

· Openness to change and participation: The Japanese management system is often characterized as excessively bureaucratic.  Certainly some companies may be rigid and have many levels, however Japanese companies are also generally quite small in employee numbers in relation to productive output.  More importantly they have important capabilities for responding to change and benefiting from employee participation.  Companies can respond to change easier because the lifetime employment system allows them not to be afraid of change.  New technologies and practices can be brought in without people fearing for their jobs.  Two examples of participation systems within the business hierarchy are the ‘ringi system’ and quality control circles.  

Some companies use the ‘ringi’ system to develop consensus among people throughout a department or division for any major initiative being introduced from below or above.  In this form of nemawashi all the people affected by a decision, through several management levels, are notified of an initiative,  supposed to consider it, and their stamp of approval is required before it can be introduced. Quality Control (QC) circles are largely a Japanese development.  In QC circles employees are given time to identify problems they see in the business process and develop solutions. Besides these two examples, another important one is the suggestion systems used to obtain the input of workers on how to improve production.  However, the most effective communication of problems and means of finding solutions probably occur after work when managers and employees eat and drink together, and release their honne.

Costs of Japanese management


· Long working hours and karoshi (death by overworking): A major criticism of Japanese employment practices has been the excessive hours that people spend at work.  The pressure of corporate culture has been such that salarymen, in particular, would arrive at work before official starting time and leave several hours after official quitting time.  If one considers the time spent eating and drinking with colleagues and business contacts several nights a week as part of work, then working time gets further extended.  These people also often fail to take their holidays.  This overwork has been responsible for the degradation of Japanese home life and off the job individual expression.  The fact that this is a social problem has been recognized by the government in its attempts to reduce the working week.  The media has dubbed the fatal results of this overworking ‘karoshi’ and a few court cases have forced companies to grant compensation to the relatives of those who worked themselves to death for their company.

· Tanshin funin (assignment away from home): Job rotation for an employee will often, sometime in their career, involve being assigned to a branch of the company in a different part of Japan or in a foreign country.  Very often a male will leave his family behind and take up the position for one, two or more years.  Tanshin funin is not only a problem of the employment system, but also a problem with children transferring among schools and with the rigidity of the house renting laws and conditions.

· Assignment to subsidiary firms (shukko): One of the ways Japanese companies have reduced their employee numbers as conditions changed is to place them with subsidiary or dependent suppliers and distributors.  Although a person may retain a similar position and salary or even go up in position, generally the move is not looked upon as a good one for the employee other than to keep him or her from becoming unemployed.

· Frustration and inefficiency due to less weight put on merit based advance: From a individual expression perspective, the greatest drawback to the lifetime employment system is that one is not rewarded directly for their contributions to the company, nor can they move up in the company as fast as they may feel they deserve to.  Of course this frustration may impact on the company adversely, by denying a talented individual to make innovations that could benefit the company.  This frustration may result in even greater inefficiencies if the lifetime employment system doesn’t allow for participation in decision-making the way it is supposed to.

· Madokiwazoku (window tribe), Katatataki (tapping on the shoulder): Japanese companies have other ways of telling somebody they should go other than directly firing them.  A common way is to relegate the person to a desk (typically by a window) and give them nothing of significance to do.  They still, however, receive their salary.  Another way a person could be informed its time to go is a not-to-subtle tapping on the shoulder by a superior.

Reforms

· Greater concentration of core work force: Although the number of companies offering full lifetime employment benefits have decreased and the number of employees being offered full lifetime benefits is decreasing companies are continuing to recruit candidates for general management positions and the majority of their blue collar workers in April each year. Thus, although the generalist positions have decreased, they are not being eliminated; furthermore these generalists will have their skill augmented by off-the-job training if necessary.  The concentration of the core workforce is being made possible by a greater reliance on outsourcing of skills.  These skills could be of either a specialist nature or low level office and labor skills that the firm needs only on a temporary or part-time basis.  Especially the outsourcing of office skills has been expanding rapidly in recent years.

· More emphasis on merit based advance: During the last 15 years the salary structure has been revised to place less emphasis on length of service and to place more emphasis on type of work performed and the individuals direct contribution to company performance. Salaries no longer keep going up as one gets older but may actually decline as one reaches 55 to 60. Some companies are instituting an annual salary (nempoosei) agreed upon by employer and employee to reward more those who making greater contributions to corporate profits and to avoid raising salaries of those who don’t perform. Not elimination of seniority or bottom-up control, but flexibility (Ghosen).
· More emphasis on specialization: Japanese companies have increased the use of specialists in some areas such as accounting were professional qualifications are increasingly recognized.  They are also increasingly turning to off-the-job training to upgrade the skills of their lifetime employees and hiring people in mid-career who have specialist skills.  To meet the demands of an increasingly complex and information-based economy, however, most Japanese companies are increasingly utilizing outside specialists.  Over 10% of all companies and 20% of all companies over 3000 employees routinely use outside specialists. These specialist firms must constantly upgrade their own skills because their large firm customers do not offer them the same security to do so that they provide their own employees to upgrade. 

· Greater allowance for job-hopping: Switching among jobs was always a common event among smaller firms even though most individuals would stay with a job for a long time.  Among the lifetime employment firms, however, job hopping, and especially among competing firms, was very rare because if you changed jobs you had to start at the bottom of the seniority system. Newcomers also were simply not welcomed in to the lifetime employment system.  This barrier has fallen down in several industries, especially those in finance, which have been affected by foreign firms recruiting the employees of Japanese firms.  The need for specialists, mentioned above, has also broken down the barriers to switching among companies.

How typical is Japanese management?

· A full reality for the large firm and government employed minority: The percentage of workers on full lifetime benefits has fallen from a high of about one third of workers being employed by well-established companies or the government in the 1970’s to 16.5% in the 1990’s.  If the terms definition of Japanese management is broadened to include all regular or permanent employees, then this category employs about 70% of workers in 2002.  The proportion of permanent employees has decreased, however, from 80% in 1994.  Permanent employees have decreased, not only because of the needs for corporate efficiency, but also because the shift to a service based economy that has less need for lifetime employment and by changing attitudes to lifetime employment. The number of people that wish to work in the same company for their entire life declined from 58%in 1975 to 16% in 1992.  The mutual commitment of employer and employee, however, is still a model for job security and corporate practice.  Its just that people don’t want to be stuck in the same job forever and want to be free to develop a life outside of work.  Ironically, although the long Japanese recession may be forcing downsizing of the core workforce, it is now that many Japanese are becoming increasingly tied to their job security.  Further more about 40% of people employed on a temporary status wish they were employed on permanent status.

· A model for small and medium sized businesses: The employment practices of small and medium sized firms do not get the attention that the larger firm labor force do despite the fact that they employ many times the number of people.  Yet, the lifetime employment system is a model for these firms in two ways.  First, those small and medium firms that have developed and expertise or success in some area often need to retain skilled employees and attempt to offer them a high level of benefits.  These may not reach the level of the larger firms, but can still be substantial. Because they are usually locally and entrepreneurially based small and medium sized firms often take a more personal interest in their employees.  The corporate cultures developed in these firms can be more intimate (and demanding) than those of the large firms. Second, the lifetime benefits of large firms have stimulated the development of cooperative efforts among small firms and governments to develop similar health, pension, and retraining programs.

· The excluded temporary, female and young workforce: As stated above, temporary workers now make up about 30% of the Japanese workforce.  These workers include: arubaito (temporary worker, commonly a high school or college student), and shokutaku ("entrusted" worker, often former permanent employees rehired at lower pay after retirement), and contracted workers (self-employed, sub-contractor employees, agency-dispatched employees). Disproportionately these temporary workers are made up of women and young people.  Japanese women never made up a significant percentage of the lifetime employment force because of the expectation that they would leave the workforce to raise children.  Even over the last few decades as women’s educational levels have improved and participation in the workforce have dramatically increased, until by 1995 almost 27 million women worked, comprising 41% of all workers, and 38% of all employees. The number in the lifetime workforce have not increased significantly as the increase in participation has been primarily in the service sector where there are less offerings of lifetime employment. In 2002 female workers accounted for 45.7% of temporary workers, and this was up from 34.0% in 1995. About 70% of all women in the work force work in the service industry. Indeed among the developed nations Japan is second only to the U.K. in making part-time work such a high percentage of all employment opportunities for women.  

Part-time work is in both secondary and tertiary industry and many people believe that women continue to serve as a buffer workforce against structural changes in Japanese industry.  Against that perception, however, is the continued demand by Japanese women for the freedom to set their own schedules for childcare and leisure pursuits. There are also corporations that integrate part-time workers as their most important employees and some raise part-timers to managing and senior executive level positions. In the fulltime workforce as well, there is less female concern with lifetime employment, not only because of their expectation of later male support and the ability to pursue leisure with present income, but also simply because of the demand for greater freedom in choice of occupation and creativity in how work is done.

The part-time workforce is also disproportionately made up of young workers.  Many young workers prefer the part time work whether they are in school or graduated.  The graduated and voluntary temporary workers are often called ‘freeters.’  Like the women workers, however, a large proportion of temporary youth workers would prefer to be employed fulltime.  There is genuine concern that the long recession has diminished the hiring of young workers by companies and has made them more protective of their older permanent workers.  One effect of this trend is that unemployment among youth is about 10 percent and much higher than the overall rate of 5 percent.

· Potential and risks in the original family model of a business: The percentage of self-employed workers has dropped gradually from 24% in the mid-1970s to less than 10% in recent years, but this still remains high by developed country standards. At 13% women make up a disproportionate share and this share has increased relatively over the years (even though it has fallen absolutely).  Japan thus remains a country where self-employment is still very important and the vast majority of these self-employed are running small family businesses.  Many of these will be handed down from one generation to the next and include everything from farming to surgery.  Now, the passing-down process, however, even in farming, usually requires formal education in addition to that which can be learned from one’s parents.  More businesses are fresh start-ups.  Again these can cover all the range of industries.  An interesting variation in between these two types of firms are a third type started up by someone who apprenticed (or simply learned on the job) in another company in preparation for starting up his or her own, often with the help of their previous employer.  All these types of firms offer a person the freedom to run their own business and to develop their own skills and talents.  The risks, however, are great in an economy where even small businesses can demand a lot of capital and constant upgrading of skills, not to mention pay for health and pension benefits.  One of the benefits of lifetime employment is that large companies have the capacity to provide employees with the type of monetary or time cushions needed by small firms.  

· Summary of Employment System: The changes in the Japanese employment system reflect both changes in the economy and changes in the attitude of workers.  The shift to the service economy has not only decreased the relative share of the manufacturing industries where lifetime employment was so strong, but the need for flexibility to meet to meet the rapidly evolving nature of technologies and services means that human resources cannot necessarily be found internally or be financially maintained internally.  Japanese workers also demand to be able to develop lives outside of work and to do work that they find creative and rewarding.  The reforms to the lifetime employment system are a part of this shift to a more direct relationship between performance and outcome and to changing attitudes.  However, that trend can be considered simply a greater importance being placed on individual abilities and performance and not a rejection of the relationship of mutual commitment between firm and employee.  This remains particularly strong amongst firms trying to maintain their core work forces.  The maintained belief in mutual commitment (or at least developing a shared understanding) and group orientation within firms, however, is still strong among the majority of workers who don’t desire to and don’t believe the economy will allow them to work in one company for the rest of their lives.  Younger Japanese employees, for example, still recognize the usefulness of going out with bosses and colleagues for dinner and to talk things out.  They just don’t want to do it every night and want a chance to decide where to go.
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BUSINESS ORGANIZATION REFORM


In a conventional capitalist business system, the owners of a firm (whether they be owner-operators or stockholders) have complete control over how a firm is governed (run).  In Japan, this is not quite the case.  Stockholder control is still very important, but a system developed in which the government and managers of companies have a greater say in how business is run.  This has allowed Japanese business to free itself from the impact of market discipline, the idea being that stockholders want the business to respond to the market and make the greatest profits.  Some claim that this freedom from the immediate demands of the market has allowed Japanese companies to develop technology and human resource practices that give them advantages over the long term.  Others believe that this freedom from market discipline actually makes the companies disregard long-term survivability.  At any rate it has allowed the Japanese to develop not only their own internal type of firm organization, but also a unique type of organization between government and business and among business.  Especially the interfirm organization of related businesses repeats the group with group principles.

Ownership and governance


· Who owns Japan’s large corporations and for what purpose?: The easy answer to that question is that the large corporations own each other, because the shares they own in each other greatly outweigh the amount of shares owned by private investors.  Indirectly, however, the corporations are in a sense owned by the government and thus the Japanese people.  This unusual situation arose because of the way that Japanese corporations were financed after the war.  When Japan began its postwar recovery it was capital poor, yet by 1955, industrial output recovered to its prewar level and from 1955 to 1973 the economy grew by 8 times in real terms to become the world's second largest. Throughout this period the Japanese government guaranteed credit to the banks so they could lend to large businesses.  Large business, however, had to commit themselves to help the government achieve its growth goals. Thus major large capital-intensive corporations financed by government capital led Japan's economic growth.

By 1970 the 1,185 corporations at the top of Japan’s 780,000 companies (or .015%) earned over 35% of Japan's total corporate income, made 45% of corporate profits and held 47% of corporate assets and 60% of corporate capital. 

Much of the profits that corporations made from this growth they reinvested in themselves.  This reinvestment fueled Japan’s great productivity gains and it also eventually reduced the dependency on banks and the governments for financial support. By the 1980’s, the large debt to equity ratios that had characterized Japanese companies had been reduced greatly and furthermore companies were looking toward the stock market for financing rather than towards banks and the government.  They were becoming independent of government control and most sectors of the private economy maintain this independence.

The 1990’s have seen a return to government support of both the banks and the stock market.  Unfortunately, this has been to simply guarantee the banks won’t go bankrupt because of all their bad loans and to make sure the stock market doesn’t fall so far that it makes the bank and financing problems worse.  The government’s objective is to maintain the health of the Japanese economy (the Liberal Democratic Party’s [LDP] objective of course is to stay in power).  The government has gone into great debt to help finance the banking and other sectors of the economy, and it can once again be said that the Japanese government and the Japanese people own a large share of so-called private industry.

· Interrelations between people’s savings, government, banks, companies and stockholders: The government cannot just guarantee credit to the banks without some sort of income or other source of funding.  That money of course comes from the people.  Taxes, tariffs, etc. are the most obvious constant source of income, but the Japanese government has other large supplies.  These are: funds from the postal savings system (not only the largest savings bank in Japan, but also the world); funds from the postal life insurance system; and various pension plans.  The investment of these funds is directed by the ministry of finance.  Much of these funds are invested in national and regional government bonds, but they are also used to support the banks (primarily the large city [Tokyo] banks) and other financial institutions through various financial instruments.  The banks can then lend money to companies, but often only those meeting specific government policy guidelines.  Companies can still, of course, raise capital from private stockholders and it remains the goal of Japanese companies to reduce the reliance on borrowed capital.  Most have succeeded in doing so, but still around half of the capital invested in Japan is controlled by government and invested for low returns.

· Impact on corporate governance: The impact on corporate governance has been to give the government a greater say in how companies should be run.  At one time, the success of the Japanese economy caused many people to think that this government direction was a good thing.  The more recent difficulties of the economy have caused a reversal in that thinking.  The two main criticisms of government control of investment into private institutions are that: (1) the government is distorting the market mechanism and does not perform as good a job of rewarding efficient companies with investment, but often rewards inefficient companies; and (2) the government is draining funds out of the economy and burdening the people with a long term debt.

What has happened to Japan Inc.?


· Early role of ministries and government corporations in governing corporations: Since the Meiji restoration the government has taken a strong role in directing the economy.  These included the changes made to social and government institutions (e.g. taxes, national budget, money, etc.) and also direct investments in the economy (e.g. railways and telephone).  The government maintained most of these methods of influencing the economy into the postwar era. As described above, the government maintained its strong influence over the economy through financing control.  Regulation is another way it controlled companies.  It could for example tell companies what businesses they could go into, what share of an industry they could reach, what prices they could charge, what safety or environmental standards they must maintain, etc.  It could also use the threat of these regulations to get companies to perform other activities.  MITI (ministry of international trade and industry) is most famous for directing the Japanese economy through regulations and with the use of financial incentives, but most ministries could use their regulatory powers to achieve what they considered to be desirable economic goals.

· Difficulty of guidance in a more complex, open economy: MITI and the ministry of finance had great success in the direction of the economy in Japan’s early postwar development by building the heavy industry and infrastructure needed by the rest of Japanese industry.  Since that time their record has had mixed results. They did for example help Japanese companies move into chip manufacture and computers, but the attempt to create ‘fifth generation computers’ failed when parallel computers evolved.  The increasing complexity and unknown directions of technology development have made the job of directing the economy much more difficult. The shift to the service economy has also made the involvement of the ministries problematic because they have little time to react to evolving tastes, let alone predict them.  For example, the attempt to build golf courses and theme parks around Japan lead to a great oversupply and the failure of many.

· Corporate demand for freedom: Japanese companies have not always welcomed government influence in the market.  The shift to equity based financing was one way to reduce their dependency on the government.  Furthermore the most powerful voices demanding the government to deregulate came from voices in industry, particularly those companies injured by government controls on market share, pricing or in the case of NTT, for example, the protection of a government supported monopoly.  The restructuring that companies are constantly undergoing in the need to face global competition also push companies to push the government to allow more freedom from direction and regulation.

· Changing political and bureaucratic priorities: Politicians and bureaucrats are no longer allowed to focus simply on economic goals.  At one time they could assume the Japanese would back them in helping companies profit in the belief that the people would benefit as well.  Now after pollution and safety problems have become obvious people want the government to act as more of a policeman over company activities.  They also want the government to spend its money on things such as health care and better environmental conditions.

Resilience and changes to group ties

· Bank and industrial keiretsu groups: Keiretsu literally means linked or chained together.  Japanese companies have become linked together for several reasons, including: control over profits by a dominant company, investment opportunities, personal relations and simply production efficiencies.  All these reasons may be working together simultaneously to varying degrees in any keiretsu.  There are two main types of keiretsu.  The first are those linked to dominant bank and which are usually descended from the prewar zaibatsu that were broken up by the Americans. They reformed by working together and buying each other’s shares instead of being directly controlled by one company.  Although the banks play the leading role in this type of keiretsu, the law limits them from owning more than 5 percent of a company.  Dominant firms in an industry like cars or electronics created the second type.  Most often these firms acted as assemblers or organizers of production and developed long relations with the suppliers who became linked firms.  It is typical among both these types of keiretsu to call themselves groups (guroupoo).

· Ties: cross-share holding, services and subcontracting, personnel, university, group culture: Cross-holding of shares began after the holding companies of the zaibatsu were dissolved and shares of former zaibatsu-affiliated companies flooded onto the market. When non-zaibatsu companies started buying the zaibatsu companies’ shares they started buying up each other's shares to maintain the group relationships. In the 1970s, banks and industrial firms started cross-holding shares to promote a stable business environment. In the bubble period of the late 1980s, booming stock prices encouraged the spread of the practice and companies began to purchase shares in remotely related firms.


Transactions amongst keiretsu firms are the most obvious reason for them to work together.  These include lending, purchasing of finished goods, parts and raw materials, services such as importing and exporting and also those such as design.  The companies are tied together on a personnel level by temporary, long term and permanent exchange of people (occasionally a dominant firm ridding itself of surplus people).  The companies also exchange company directors.  Many people in the different companies of the keiretsu will have come from the same university and they may make a point of hiring out of preferred schools.  Perhaps the most interesting feature of the keiretsu are their strong group identification which often leads not only to companies favoring the products and services of fellow group members, but also employees practicing the same form of selection in their private purchases.

· Benefits of the ties: structured competition, stable development: The benefits of the ties are most obvious in manufacturing.  Japanese interfirm cooperation on design, cost reduction, manufacturing improvements and delivery have proved so valuable that they have been emulated around the world.  It should be noted, however, that this cooperation is not a simple preference for old friends.  It also integrates competition amongst 2 or 3 different suppliers.  

Cross share-holding allows companies some freedom from market pressure and the ability to focus more on market expansion and technology development rather than just pursuing profits. Manufacturing companies especially bought the shares of their major suppliers to guarantee their long-term stability.  Personnel exchange allows a free flow of information between companies and the ability to reduce fixed costs when needed.  

· Costs of the ties: The costs which accompany ties are the support of weak companies which should be given greater incentive to become more competitive or be allowed to go out of the business.  These companies are a financial drain on their supporting firms, whether that drain comes from the constant need for funding, inefficient purchasing or even director or personnel costs.  This drain also represents an opportunity cost to companies and the economy because these resources could be used more efficiently.

· Reduction of cross-share holding, diversification of relations: Despite the benefits of the ties among companies, companies are starting to reduce their commitment to them.  The most important reduction is in the area of cross-share holding.  The investment in related and distantly related firms was in many ways a bubble inflated trend that went well beyond what it should have. Companies began selling-off their cross-holding stock to make up for losses when the stock market plunged.  Now it has become necessary to look for transaction partners that will help competitiveness. The sell-off is being propelled by new accounting rules that will reveal the true value of cross-holding shares and the necessity that merging banks sell-off stocks from firms in which they hold more than 5 percent.  A sell-off of cross-holding shares will likely push share prices down in the short term, improved market governance should improve management, be more profitable for investors, and bring back life to the stock market.  Ironically, just as cross-share holding is weakening there is greater consolidation in many sectors as banks, and insurance companies merge and as some manufacturing firms buy controlling shares in their suppliers.
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