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BOX 1

	Japan

	Area (Thousand sq. km.)                                                                Currency 

Population 2000 (millions)

Population Growth Rate                                                               GNI per capita 2000

GNI per capita PPP

GDP Growth 1990-2000

Inflation Rate (1995 – 2001)

	378

yen

127

0.3%

$34,210

$26,460

1.3%

1.3%

	
	
	2%

36%

62%



	     Value Added as %

of GDP 2000


	Agriculture

Industry

Services


	


http://www.cia.gov/cia/publications/factbook/geos/ja.html

With a population of 125 million and a GDP of roughly well over $4 trillion
INTRODUCTION

Early Development

Black ships of the American Commodore Matthew Perry in Tokyo Bay in 1853. , 

warrior Samurai class was integrated into the civil society.

State-led industrialization and modernization imbued Japanese 

zaibatsu—closely held diversified industrial and financial combines that dominated economic activity. Each combine was composed of roughly 20 to 30 firms that generally spanned the gamut of economic activity—coal mines, steelworks, shipyards, banks, trading companies, insurance, and so forth. This system led to the substantial concentration of economic power in a relatively small number of diversified groups. Mitsui, the largest of the prewar zaibatsu, employed about 1.8 million workers; Mitsubishi, the second largest, employed more than a million.
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Postwar Reconstruction

US Military government

Dissolution of zaibatsu

“Glass-Steagall” type legislation

Emergence of Keiretsu

The Emergence of the “Iron Triangle”

LDP

MITI and BOJ 

Leaders of Keiretsu 

Success of the Japanese Economy

Slowing growth

From an average of 4.3 percent per year in the 1970s,

 growth of GDP slowed to 4.0 percent in the 1980s. 

The pace slackened further in the 1990s and had turned negative by 1998. 
SOCIAL CHARACTERISTICS

The Japanese economy and its performance must be viewed in the context of a broader society. Westerners, particularly those in the Anglo-Saxon tradition, value a market system, in part at least, for its impersonal rationality. This is not the case in Japan. 

In Japan there is a high degree of individual identification with a variety of collective institutions, reinforcing the system of reciprocal obligation. 

INDUSTRIAL GROUPS—THE KEIRETSU

Since the prewar zaibatsu were considered by the United States to bear some responsibility for the aggressive nationalism that led to World War II, the American occupying authorities insisted on their dissolution and to prevent their reemergence, a ban against holding companies was written into antimonopoly legislation. The keiretsu groups that emerged are looser in structure than the zaibatsu and are held together by a variety of devices including cross-holding of shares, the use of a single group bank, reliance on a group trading company for sales and project coordination, consultation between CEOs in a presidential council, and the foundation of joint subsidiaries.
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. An example of the operation of the various companies within a single “conglomerate” keiretsu, the Mitsubishi Group, is given in Table 12.1. 

This table gives only figures for the largest members of the group, the ones that themselves showed up in the Fortune 500 listings in 2002. The group, or “Community of Companies,” as Mitsubishi likes to call itself, is much larger, embracing 40 major corporations in Japan and literally hundreds of overseas subsidiaries and joint ventures.
TABLE 12.1

The Seven Largest Components of the Mitsubishi Keiretsu, 2001
	
	Revenue

($millions)
	Profits

($ millions)
	Assets 

($ millions)
	Stockholder’s Equity 

($ millions)
	Employment

	
	
	
	
	
	

	Mitsubishi
	105813.9
	481.7
	61455.1
	7761.1
	43000

	Mitsubishi Electric
	29183.2
	-623.6
	30613.5
	4087.3
	116192

	Mitsubishi Tokyo Financial Group
	26091.0
	-1218.2
	750713.5
	25083.3
	22261

	Mitsubishi Motors
	25598.0
	90.0
	21839.7
	2042.2
	64000

	Nippon Mitsubishi Oil
	23520.6
	192.0
	25990.9
	6972.7
	14368

	Mitsubishi Heavy Industries
	22905.0
	211.5
	29541.1
	9678.3
	62753

	Mitsubishi Chemical
	14238.5
	-361.9
	16947.4
	2593.6
	38617


SOURCE: Fortune 500. 

TABLE 12.2

Intragroup Shareholding of the Six Major Keiretsu  


                                                                                   Average
              Average 
     Ratio 

                                                           Linkage to
             Stake Size 
    to Total 

                                                    *Other Members*
(percent)
Capitalization

Mitsubishi
75.3
1.8
38.2

Sumitomo
94.5
1.6
28

Mitsui
57.6
1.3
19.3

Average of the prewar zaibatsu
75.8
1.6
28.5

Fuji
                                                                 46.8
                 1.3
                    16.9

Sanwa
                                                                 27.5
                 1.4
                    16.7

DKB
                                                                 29.4
                 1
                    14.2

Average of the bank-centered groups
             34.6
                 1.2
                    15.9

Average of the six major groups
                          55.2
                 1.4
                    22.2

* Average linkage is the percentage probability that any member firm of the group holds shares in another firm within the group.

SOURCE: OECD, Economic Surveys of Japan, 1995–1996, 156.
Table 12.2 shows the extent of cross-holding of shares in the major keiretsu, the ones that were illustrated in Figure 12.3. These data show that 38.2 percent of the capital of all the constituent members of the Mitsubishi group is held by firms that are themselves a part of the group. This is the highest rate of cross-holding of shares of any of the major keiretsu. The comparable figure for the Sumitomo Group, for example, is 28.0 percent, and that for Mitsui is only 19 percent. For the bank-centered keiretsu groups (Fuji, Sanwa, and DKB), the percentage is uniformly lower. The same table also shows that, on average for all the groups, there is a greater than 55 percent probability that any one firm within a major keiretsu will hold shares of any other firm within the group. For the economy as a whole, Hugh Patrick, a well-known authority on the Japanese economy, estimates that the cross-holdings amount to as much as 22 percent of total paid-up capital.

 TABLE 12.3

Shareholding of Public Companies: Japan and the United States Compared by Category

 Category                                                                                        U.S. Companies
      Japanese Companies

Institutional investors
                                                                           71.7
         12.9

Financial institutions with business relationships
                                      1.9
         35.6

Nonfinancial institutions with business relationships
                         1.9
           9.4

Parent companies or companies in same group (keiretsu)
                         1.9
         30.7

Owner families
                                                                                         15.1
           5.4

General investors
                                                                              5.7
           2.5

Other
                                                                                                        1.9
           3.5

SOURCE: OECD, Economic Surveys of Japan, 1995–1996, 153. 
cross-holding 
“presidential councils,” 

Joint ventures

Box 12.1The Mitsui Group  

The Mitsui Group can be described as the largest business enterprise in the world. Its flagship company is the world’s oldest general trading concern, Mitsui & Co. Ltd. The group, or keiretsu, consists of 842 companies, of which 333 are located outside Japan. The group has major operations in construction, investment, finance, transportation, machinery, chemicals, nonferrous metals, and foodstuffs. Japan’s largest liquid propane gas transport fleet is operated by a Mitsui company, and Mitsui & Co. dominates the Japanese import market for cigarettes and sports and hobby goods. The economic slowdown in Japan and the strong yen have prompted Mitsui management to pursue a range of projects overseas, particularly around the Pacific Rim.

A Brief History

After they were defeated by the Japanese shogun Nobunaga, the Mitsui family fled Omi Province in 1568. Unemployed, the samurai Sokubei Mitsui opened a sake and soy sauce brewery at the urging of his wife, who eventually took over management of the business. She encouraged her sons to enter business and the youngest, Hachirobei, went to Edo (now Tokyo) and opened a dry goods store in 1673. Breaking with Japanese retailing tradition, the store offered merchandise at fixed prices on a cash-and-carry basis.

In 1683 Hachirobei started a currency exchange that ultimately evolved into Mitsui Bank. The business received a boost in 1691 when it became the Osaka government’s official money changer. The bank introduced money orders to Japan and profited by securing up to a 90-day oat on funds transfers between Osaka, Edo, and Kyoto. Before he died in 1694, Hachirobei wrote a nontraditional will, by which control of the business passed to all related family members, not just to the eldest son’s family.

In the mid 1800s the Japanese government ordered Mitsui to help finance its war with rebels. The family hired an outsider with government links, who managed to protect Mitsui from increasing demands for cash. The company then made a timely switch of support to the victorious rebel side and Mitsui became the bank of the Meiji government at the time of the restoration. The new government encouraged, as part of its industrialization drive, and supported Mitsui’s diversification into paper and textiles, and a machinery business that was an antecedent of Toshiba. Expansion in foreign trade and banking led to the creation of Mitsui Bussan (now the Mitsui & Co. trading company) in 1876. In the late 1800s the Mitsui zaibatsu profited from Japanese military activity, and also moved into shipping, challenging Mitsubishi’s monopoly. The Mitsui family withdrew from management of the company in 1936, following a violent campaign by nationalist, expansionist fanatics against the more liberal members of the capitalist establishment.

Prior to World War II the group benefited from the Japanese military buildup. After the war, the U.S. occupation forces split the Mitsui zaibatsu into more than 180 separate entities. However, in 1950, 27 leaders of former Mitsui companies began meeting and the Mitsui group became established. The group has expanded rapidly in petrochemicals and metals. In 1990 Mitsui Bank and Taiyo Kobe Bank merged to form the world’s second largest bank. Its recent emphasis has been on China and by the year 2000 Mitsui plans to have 100 joint ventures operating there.
Trading Companies

A unique and significant feature of the Japanese economic system is the existence of the “general, integrated trading companies” or sogo shoshas. While there are companies with similar ranges of activities in western economies, they do not have the same centrality to the overall economic system as in Japan.

TABLE 12.4

The 20 Largest Companies in the World, by Revenue 2001 

	Rank
	Company
	
	Revenue 

($ billion)
	Profits 

($ billion)
	Assets 

($ billion)
	Stockholders' Equity 

($ billion)
	Employees

	1
	Wal-Mart Stores
	Retail
	219812
	6671
	83375
	35102
	1383000

	2
	Exxon Mobil
	Petroleum
	191581
	15320
	143174
	73161
	97900

	3
	General Motors
	Autos
	177260
	601
	323969
	19707
	365000

	4
	BP
	Petroleum
	174218
	8010
	141158
	74367
	110150

	5
	Ford Motor
	Autos
	162412
	-5453
	276543
	7786
	352748

	6
	Enron
	Energy
	138718
	--
	--
	--
	15388

	7
	Daimler Chrysler
	Autos
	136897.3
	-592.8
	184671.4
	34727.9
	372470

	8
	Royal Dutch/Shell Group
	Petroleum
	135211
	10852
	111543
	56160
	91000

	9
	General Electric
	Machinery
	125913
	13684
	495023
	54824
	310000

	10
	Toyota Motor
	Autos
	120814.4
	4925.1
	150064
	55268.4
	246702

	11
	Citigroup
	Banking
	112022
	14126
	1051450
	81247
	268000

	12
	Mitsubishi
	Trading
	105813.9
	481.7
	61455.1
	7761.1
	43000

	13
	Mitsui
	Trading
	101205.6
	442.8
	50313.5
	6903.5
	36116

	14
	Chevron Texaco
	Petroleum
	99699
	3288
	77572
	33958
	67569

	15
	Total Fina Elf
	Petroleum
	94311.9
	6857.7
	78886.7
	30212
	122025

	16
	Nippon Telegraph                     &Telephone
	Communications
	93424.8
	-6495.5
	157550.7
	44563.7
	213000

	17
	Itochu
	Trading
	91176.6
	241.5
	35856.7
	3000.4
	36529

	18
	Allianz
	Insurance
	85929.2
	1453.4
	839551.1
	28192.6
	179946

	19
	Intl. Business Machines
	Technology
	85866
	7723
	88313
	23614
	319876

	20
	ING Group
	Insurance
	82999.1
	4098.7
	627816
	19155.4
	113143


SOURCE: Fortune 500, 2002. 

There are eight major trading companies in Japan and among them some of the largest companies in the world.
 

LABOR RELATIONS

Shunto – national wage bargaining

Lifetime employment

Seniority wages 

Company unions

 TABLE 12.5

Average Employment Longevity in Selected OECD Countries (percentage of workforce)  


                               Less Than 



                                    More Than 

                                  1 year
  1–5 years
5–10 years 
10–20 years    20 years

Australia
21.4
39.2
16.2
15.2
8.1

Canada
23.5
31.9
15.2
19.4
10.0

Finland
11.9
37.3
16.7
21.4
12.8

France
15.7
26.3
16.2
25.6
15.8

Germany
12.8
28.2
17.8
24.5
16.7

Japan
9.8
27.6
19.7
23.7
19.3

Netherlands
24.0
38.4
11.4
15.2
11.0

Norway
14.9
29
19.7
24.1
12.3

Spain
23.9
22.5
14
21.3
18.4

Switzerland
17.6
32.3
16.8
18.8
13.8

United Kingdom
18.6
36.2
16.1
19.3
9.6

United States
28.8
32.9
11.7
17.8
8.8

Unweighted average
18.6
31.8
16
20.5
13

SOURCE: OECD, Economic Surveys of Japan, 1995–1996, 98. 
TABLE 12.6

Percentage of Male Graduates with Only One Employer  

Age


40
45
50
55


1980
37.6
30.9
20.2
6.3


1985
45.4
34.4
24.8
12.5


1990
42.9
42.5
29.1
16.2


1995
45.3
40.4
35.3
21.7

SOURCE: OECD, Economic Surveys of Japan, 1995–1996, 100.
Active Labor Market Policy

 TABLE 12.7

Expenditure on Active Labor Market Policy: Selected OECD Countries, 1995  


                                                           Expenditure
Unemployment Rate
      Expenditure 

                                (percentage of GDP)         (percentage of labor force)
       Intensity

United States
0.2
5.6
0.04

Japan
0.1
2.9
0.04

Germany
1.3
9.4
0.14

France
1.2
12.3
0.1

Italy
0.9
10.5
0.09

United Kingdom
0.5
8.2
0.06

Canada
0.6
9.5
0.06

Average (unweighted)
0.7
8.3
0.07

SOURCE: OECD, Employment Outlook. OECD, Economic Surveys of Japan, 1995–1996, 125.
FINANCIAL STRUCTURE

The Banks

Table 12.8 – The Major Japanese Banks, 2001 

	
	Previously
	Revenues ($ million)
	Profits ($ million)
	Assets ($ million)
	Stockholder's Equity ($ million)
	Rate of Return on Assets

2001

	
	Fuji Bank
	
	
	
	
	

	Mizuho Holdings
	Dai-Ichi Kangyo Bank
	41445.1
	-7806
	1141667
	35699
	-0.68%

	
	Industrial Bank of Japan
	
	
	
	
	

	
	
	
	
	
	
	

	Sumitomo Mitsui Banking
	Sakura Bank
	30228.6
	-3710
	814908.5
	21976
	-0.46%

	
	Sumitomo Bank
	
	
	
	
	

	
	
	
	
	
	
	

	Mitsubishi Tokyo Financial Group
	--
	26091
	-1218.2
	750713.5
	25083.3
	-0.16%

	
	
	
	
	
	
	

	
	Sanwa Bank
	
	
	
	
	

	UFJ Holdings
	Tokai Bank
	25299.9
	-9816.5
	601895.1
	19623.1
	-1.63%

	
	Tokyo Trust
	
	
	
	
	

	
	
	
	
	
	
	

	Norinchukin Bank
	--
	12939.1
	564.7
	434446.7
	14198
	0.13%

	
	
	
	
	
	
	

	Daiwa Bank Holdings
	--
	10887.5
	-7425.8
	339171
	9726.1
	-2.19%


SOURCE: Fortune 500, 2002.

The Japanese government now says that non-performing loans in the asset sheets of banks stand at ¥37 trillion  (which is about 7% of GDP). 

 Many observers think that this is a very optimistic figure, and a consensus figure is closer to ¥80 trillion.  The Economist reports that Goldman Sachs, the US investment bank, put the likely total of bad debts at ¥170 trillion in 2000
.   

Conditions have worsened since then, with both industrial companies and real estate loans turning bad
.  If the higher figure is true then the bad debt amount to almost on third of Japan’s GDP, in addition to the 13% already forgiven.

Deregulating the Financial System

Liberalizing Foreign Exchange.  

Reducing Financial Repression.  

Cutting Financial Market Segmentation.  At the moment the Japanese system has “Glass-Steagall” style regulation, creating legal barriers between commercial banking, investment banking, brokerage, and insurance. Everywhere in the world market forces are tending to erode these distinctions, and changes in technology are making them out of date. In Japan, regulatory change to accommodate these shifts is likely.

Increased Involvement of Foreign Financial Intermediaries.  

INDUSTRIAL POLICY

Macroeconomic Industrial Policy

Microeconomic Industrial Policy

Picking Winners.  
Planning the Decline of Losers.  

The Efficacy of Industrial Policy.  

WHats Wrong WITH THE JAPANESE SYSTEM?

 First and foremost is the financial sector.  This was once seen as a source of great, as under government direction cheap investment funds were funneled into industries identified by the bureaucrats of MITI as the source of future growth.  Now, the banks are in a sorry state; because of that very bureaucratic intervention they have been saddled with loans to corporations who simply cannot repay them, while the value of equities on their balance sheets have plummeted.  Despite mergers and consolidation, and the continued flow of savings, the banks are fundamentally insolvent.

Secondly, the labor system, particularly life time employment and seniority wages) an asset in a growing economy, cannot deal with contraction, or even stability, and leaves many of the corporations top-heavy and unresponsive. The non-export sector, sheltered from foreign competition by the government has shown very productivity growth, and is inefficient by world standards.  The duality of the Japanese system has increased over time.

Third  consumer confidence is low and as a result consumer spending suffers.  

Fourth, policy options are limited.  Inflation in Japan is currently non-existent.  Both producer prices and consumer prices are falling at a rate of just less than 1%.  Short-term interest rates are zero in both short-term money markets and on two year government bonds; ten year government bonds pay only 1% interest, which is a real rate of only about 0.25%.  The economy cannot be stimulated by lowering the nominal rates;  it is possible that highly aggressive government policy can be used to accelerate the rate of inflation and hence drive the real interest rate into negative territory.

Fiscal policy is similarly problematic.    The deficit has grown inexorably and the national debt is more than 130% of GDP; this is more than twice the level imposed on European countries by the Maastricht treaty.  However the economy remains stubbornly immobile.

Japan needs both fundamental restructuring, especially in the finance sector, and consumer sentiment must be turned around.  Until Japanese have more confidence in the future and start to spend appropriately the recession will drag on.  Japan Inc., once so strong, could be stalled in a perpetual state of low growth, low confidence and stagnation.

� The integrated Japanese trading companies are: Mitsubishi, Mitsui, Itochu, Sumitomo, Marubeni, Nissho Iwai, Tomen, and Nichimen.


�  The Economist, “Survey of Japan,”,  April 18,2002


� Average commercial real estate prices in Japan’s ten biggest cities fell by 84% between 1991 and 2001.
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