
Key Points

2003 Economic and Industrial Policy

(Provisional translation)

I. Strengthening Japan’s competitiveness

A. Creating internationally competitive companies and promoting start-ups and new

business directions

Basic approach

Until now, certain Japanese manufacturing industries at the world’s highest levels have led

the creation of added value for the entire economy. However, in recent years, Japan’s

manufacturers have fallen behind the US and Europe in the advanced technology area,

while China and other Asian nations have been catching up in terms of not only cost but also

technology. The Asian countries are becoming real rivals in mass-production manufacturing,

and Japan has reached the limits of its capacity to compete with its Asian neighbors at the

same level. This is evidenced in the increasingly serious industrial hollowing-out

phenomenon, whereby many of Japan’s manufacturers are shifting offshore to Asia and

elsewhere in order to boost their price competitiveness. This issue cannot be dealt with

simply by seeking to stem the tide. Realization of an affluent socio-economy in Japan will

hinge on whether individual citizens, the public and companies are able to realize industries

which will create higher added value.

Even as they struggle with the “three surpluses,” Japanese companies are being forced to

activate their management resources through a process of selection and concentration to

develop new operational regimes which will produce a constant stream of high-added-value

technology and products. Some companies have seen poor management decisions blow

out their interest-bearing debt, while unwillingness to fire employees and other factors have

caused profit rates to slump, leaving these companies unable to launch new business.

There are also certain top-running companies which have concentrated their management

resources and developed new business models, achieving high profit rates. To turn the

potential of Japanese companies into actual competitiveness, it will be vital to promote

business reorganization, ventures into new business areas and other self-help efforts by

individual companies, with the aim of re-drawing Japan’s industrial map and restoring

industrial competitiveness. The government too places priority on policies encouraging

reform efforts by the private sector. [à 1. Growing competitive companies]



Recognizing that the wellspring of new dynamism is the spirit of challenge, greater priority

will be given to small and medium enterprise (SME) policies, with policies supporting the

challenges taken up by SMEs and entrepreneurial individuals fundamentally strengthened.

Further, in recent years, the Japanese economy has become increasingly dominated by the

service industry, while advances in information technology (IT) have boosted the importance

of the services sector in employment and the creation of added value even within

companies in the manufacturing industry. This shift to a service economy will contribute to

Japan’s economic development by absorbing employment and strengthening industrial

competitiveness, and the government will accordingly take an active approach to stimulating

the service industry. [à 2. Supporting start-ups and new business, stimulating the service

industry]

Japan’s private finance sector has not yet broken away from its emphasis on real-estate

collateral, and factors such as non-performing debts have prevented it from responding

adequately to diverse user needs. The government will push for the development and

dissemination of finance instruments focused on the value generated by business, as well

as constructing direct finance markets of sufficient quality and volume. At the same time,

until the functions of Japan’s private finance sector have recovered, all possible efforts will

be made to ensure SME safety-nets. [à 3. Supporting corporate and individual challenges

and eliminating finance function bottlenecks]

1. Growing competitive companies

(1) Promoting business and industrial reorganization

(a) Expanding and improving the Law on Industrial Revitalization

METI will work toward amendment of the Law on Special Measures for the Revitalization of

Industrial Dynamism during the current fiscal year, and special measures in terms of

taxation, finance and commercial law will be strengthened, as well as support measures for

employment adjustment. Through these steps, METI will facilitate plant and equipment

elimination, employment adjustment, corporate reorganization, spinoffs, etc., as means of

corporate revitalization, seeking to promote the reorganization of business and industry.

(b) Review of corporate reorganization taxation, etc.

When companies decide to address further reorganization following company breakup and



investment in kind, etc., there are cases where the first stage of reorganization does not

meet the requirements for tax deferment. Requirements under the reorganization taxation

system will be reviewed to ensure that ongoing corporate reorganization is not hampered.

The consolidated value-added tax will also be eliminated as a major obstacle to use of the

consolidated tax payment system.

Further, given the increasingly multi-layered nature of the organization of offshore local

affiliates, such as the establishment of regional headquarters, the scope of indirect tax

breaks under the foreign tax credit system will be extended as far as “great-grandchild”

companies, and the standards for exemption from the tax-haven tax will be reviewed.

(2) IT-based corporate innovation and industrial reorganization

(a) Establishment of IT investment promotion tax

Strategic IT investment will be advanced by establishing IT investment promotion taxation

which addresses both “hard” and “soft” investment as a means of encouraging management

innovation, including reform of IT-based operations, corporate organization, and tie-ups

between companies.

(b) Fostering and using high-level IT human resources

By creating skill standards for IT engineers, METI will seek to foster and utilize high-level IT

human resources, and will also create venues for matching user companies with IT

coordinators able to support management strategies through both management and IT from

a management perspective.

IT skill standard creation and dissemination  ¥300 million (¥180 million)

(c) Support for IT-based corporate management innovation

Corporate use of IT in management innovation will be encouraged by identifying, analyzing

and disseminating success stories in regard to the use of IT in management innovation,

supporting IT investment projects which will provide models for other companies, and

implementing dispatches of IT experts to companies engaged in IT utilization.

Support for IT-based business models  ¥1.16 billion (¥1.14 billion)

Program supporting greater strategic informatization investment  ¥600 million (¥520 million)

(d) Advancing supply-chain management



Efforts to optimize the three layers of manufacturing, distribution and sales through supply

chain management will be supported through IT-based information infrastructure

development.

Program for optimization of entire supply chain  ¥400 million (new)

(e) Strengthening corporate IT governance

METI will consider means of establishing corporate IT governance to enable efficient and

safe corporate use of IT (control of IT-related investment process, including IT investment

management, IT standards management, and construction of IT regimes). To the same end,

IT experts will be fostered and security management standards developed for information

systems.

(3) Encouragement and popularization of corporate management innovation

To encourage management innovation by companies, there will be continued of means of

identifying management best practices, and a system will be established to award

innovative managers leading management innovation.

(4) Development of domestic infrastructure to grow competitive companies

Deregulation and competitive policies will be advanced in infrastructure areas which have

high-cost structures by international standards, aiming to provide services of an

internationally competitive standard, costs included.

(a) Energy

(See below.)

(b) Distribution

METI will address early realization of 24-hour use of main ports, the reduction of costs and

upgrading of services for domestic marine transport, and standardization of port procedures.

(c) Communications

Electric utilities will be encouraged to make available more of their unutilized optical fiber,

and METI will push for regulatory reform and tighter operation of the Anti-Monopoly Law in

order to free up the supply of facilities in wavelength and band units.

2. Supporting start-ups and new business, stimulating the service industry



(1) Fostering dynamic SMEs (support for start-ups and new business, etc.)

SME policies will be prioritized, fundamentally strengthening measures supporting business

challenges by SMEs and entrepreneurs. Venture support policies will also be further

enhanced.

(a) Support for R&D and the development of sales channels

(i) Support for spin-off companies

To support spin-off companies contributing to the commercialization of technologies which

have been dormant within private companies, R&D cost-shared funding will be enhanced.

Support for commercialization of industrial technology (including support for spin-offs)  ¥8.43

billion (¥6.15 billion)

(ii) Promotion of 1,000 University-Launched Ventures Plan

The 1,000 University-Launched Ventures Plan will be promoted by fostering entrepreneurs

and management, as well as incubation programs undertaken in collaboration with

universities.

1,000 University-Launched Ventures Plan-related budget*  Total ¥60.55 billion (¥47.57 billion)

(iii) Support for SME technology development and the development of sales channels

To boost the international competitiveness of Japan’s manufacturing industry, intensive

support will be provided for strategic development by SMEs of key technologies such as

molds. METI will also enhance commercialization technology development based on

university-industry-government partnership. Fairs will be held to support the development of

sales channels in areas with promise in terms of new market creation.

Strategic key technology development project (molds, robot parts)  ¥4 billion (new)

New market creation fairs  ¥250 million (new)

(iv) Active use of Small Business Innovation Research (SBIR) system

To encourage more active SBIR use by the relevant ministries, standard operating

guidelines will be created, while the provision of relevant information will be enhanced to

promote use of products developed through this system.

(b) Development of systemic elements (corporate law, etc.) facilitating startups and growth



(i) Establishment of Commercial Code exceptions

The Law for Facilitating the Creation of New Business will be amended and exceptions

introduced in regard to the minimum capital required for joint-stock companies, etc., to

encourage the growth of startups and venture companies.

(ii) Accelerating and simplifying company establishment

Establishing a company in Japan requires a great deal of time and paperwork, hampering

agile and dynamic startups. To substantially reduce this burden, METI will work with the

relevant ministries to launch preparations toward simplifying procedures by rationalizing

operations and bringing procedures online.

(iii) Systemic reform of syndicate laws.

METI will conduct systemic reforms to facilitate the use of syndicates in setting up business.

(iv) Strengthening taxation in support of SMEs taking up business challenges

To support those SMEs which are overcoming risks to establish a business or engaging in

R&D or management reform despite the current tight financing conditions, taxation support

will be strengthened through, for example, the elimination of tax on undistributed profits and

extension of the operating loss carry-forward period.

(c) Support for personnel matching and promotion of SME business reorganization

(i) Support for SME personnel matching

Mechanisms will be built to match SMEs and venture companies with high-level human

resources such as former employees at national research institutes or companies with

management know-how and technology. Information on both the above human resources

and SMEs wishing to use them will be posted on the Internet to encourage the use of

mechanisms exploiting private sector know-how.

Personnel matching for SMEs and ventures  ¥1.18 billion (¥400 million)

(ii) Promotion of SME business reorganization

A support system will be built to gauge management status in order to promote SME

business reorganization and early identification of exits, while support will also be given to

SMEs in finding means of survival (locating successors, selling the business, etc.). SME-

related taxation will be strengthened and revised to support second-generation companies,

including strengthening the business succession tax system.



Construction and operation of management status analysis support site  ¥190 million (new)

Program supporting the securing of successors and M&A matching  ¥160 million (new)

(d) Expansion of new business startups  in commerce business startups through

stimulation of the center city area

Support will be given for the development of commercial facilities and basic

commercial infrastructure by towns and cities, etc., in order to stimulate the center

city area and expand new business startups in commerce.

Comprehensive support program for stimulation of inner-city commerce ¥5.43 billion (¥3.5

billion)

Support for the utilization of vacant large-scale stores  ¥250 million (new)

(2) Stimulation of the service industry and expansion of businesses in regulated service

areas

(a) Stimulation of the service industry

(i) Rectification of subcontracting practices in the content production business, etc.

To rectify subcontracting practices in the content production business, such as transactions

between broadcasting stations and film production companies, measures will be designed in

conjunction with the Fair Trade Commission. Production businesses will be also be

strengthened by, for example, developing broadband “killer” content, training producers, and

developing the fund procurement environment.

Support for development of market-creating broadband content (film and music software, etc.)

¥1.12 billion (new)

Training content producers  ¥100 million (new)

(ii) Rectification of services franchise business excluding retail and food service industry

A detailed field survey is currently being conducted on franchise businesses in the services

area, and based on survey results, conditions will be established to ensure that such

business is conducted appropriately, including, for example, development of a system for

information disclosure at the point of contract conclusion.

(b) Promotion of new entry into regulated service areas

In recent years, the advance of regulatory reform has increased the number of SMEs and

other new entrants into previously regulated service areas. To support SMEs taking up the



challenge of such new business areas, METI will seek to expand use of the new business

financing system, which examines business plans and provides financing without collateral

or guarantees.

3. Supporting corporate and individual challenges and eliminating finance function

bottlenecks

(1) Facilitation and diversification of SME financing

(a) Ensuring safety-nets for SMEs and supporting further challenges

All efforts will be made to ensure financial safety-nets for SMEs. Further dissemination of

guarantees secured by credit receivable will also be promoted and information accumulated

and disseminated through the SME credit risk database (CRD). Systems for business

recovery financing will be enhanced.

Safety-net guarantees and loans will be improved and the system for financing business

recovery reviewed, observing the impact on SMEs of the lifting of the pay-off ban.

Safety-net development  Part of ¥2.2 billion (new)

(b) Facilitation of capital supply to SMEs taking up the challenge of new business

To promote the unsecured supply of business capital in the form of investment funds (limited

partnerships) to not only ventures but all SMEs taking up the challenge of new business, the

investment scope of the limited partnership system will be expanded from joint-stock

companies to limited companies and individuals, and the content of investment will be

expanded from stock investment aimed at capital gains through listing and subscription

(stock transfer profit) to profit created by business.

(2) Development of direct finance market

(a) Development of a sound bond market

To foster a substantial bond market, the Development Bank of Japan will be used to, for

example, to foster the market for bonds with a rating of BBB or lower, and support measures

will be designed to ensure bond market soundness against the distortions which tend to

occur.

(b) Construction of a stock market in which a variety of players can participate



Mechanisms will be constructed to ensure active disclosure of information useful in making

investment decisions, creating a more attractive stock market in which a diverse range of

players will be able to participate.

(c) Sweeping review of angel tax system

To expand the scope of angels and facilitate fund procurement by venture companies, the

current angel system, which does not provide incentives at the investment stage, will be

revised and the investment induction effect heightened by establishing a system which

provides tax breaks for a certain portion of taxation at the investment stage.

(d) Relaxation of private-offering regulations

SMEs and ventures often use private offerings to procure funds because of the simplicity of

procedures in terms of information disclosure, etc. Professional investors, who have less

need for investor protection than general investors, will be excluded from the assessment

criteria for public offerings, which incur high disclosure costs, thus opening the way for more

vigorous fund procurement by SMEs and ventures through private offerings.

B. Encouraging innovation to create new markets

Basic approach

Sluggish personal consumption caused by uncertainty over the future and a demand

shortfall resulting from depressed corporate plant and equipment investment are structural

issues currently facing the Japanese economy. To resolve these issues, rather than the

conventional demand-stimulation measures centered on conventional public works projects,

private-sector initiative needs to be exploited to the greatest extent possible to create

mechanisms which will open the way for private sector-led self-sustained economic growth

and remove uncertainty over the future. This will require developing a virtuous cycle of

innovation and demand, whereby innovation is induced, attractive products created which

stimulate demand, and further innovation spurred by that new demand.

To intensively promote creative technology development by Japanese companies and

strengthen the industrial technology capacity for innovation, METI will substantially enhance

the experimental research tax system and focus policy resources on support for the practical

stage and the four priority areas (1. household information appliances, broadband and IT; 2.

environment and energy; 3. health and biotechnology; 4. nanotechnology and materials).

Existing projects which do not fit with this prioritization will be slashed back. To ensure that



intellectual property obtained as a result of these R&D activities greatly contributes to the

creation of venture businesses that will spawn new demands, it is essential that appropriate

systems and human resources are developed which will help extend adequate protection to

and support smooth utilization of intellectual property. Also, to ensure that intellectual

property rights held by Japanese companies are protected worldwide, Japan should

encourage other countries in Asia and other regions to do so. In addition, an active

approach will be taken to international standardization with a view to international

dissemination of R&D results and the acquisition of new markets. [à 1. Positioning Japan

as an added-value hub]

Further, to create the conditions whereby the results of the induced innovation lead to

demand, new market creation and the stimulation of potential demand will be addressed

together, including, for example, efforts to create markets in the four priority areas.

Simultaneously, a tailored approach to consumer administration will be taken to build sound

personal markets. [à 2. Expansion of personal demand]

1. Positioning Japan as an added-value hub

(1) Strengthening technological capacity

(a) Fundamentally strengthening the experimental research tax system

To raise the level of the R&D functions of industry as a whole, an R&D taxation system

which surpasses US R&D tax incentives will be established.

(b) Promotion of “Focus 21”

The experimental research tax system will be fundamentally strengthened to stimulate

private-sector R&D. A thorough review will be undertaken of existing measures in regard to

R&D projects (40 percent cutback in existing measures), and resources will be channeled

into “Focus 21,” an innovative technology project for technologies where a clear

commercialization scenario exists, with the private sector also contributing capital. “Focus

21” is dedicated to practical research in the four priority areas. This will open the way for the

creation of world-leading technology in key areas such as semiconductor micro-processing

and glycoscience, as well as pioneering of the practical application of this technology, thus

creating and expanding promising markets such as digital home appliances and new

pharmaceutical development in a comparatively short period of time.



Focus 21

(1) Information home appliances, broadband and IT*   Total ¥33.84 billion (¥4.56 billion)

(2) Health, biotechnology  Total ¥16 billon (new)

(3) Environment and energy  Total ¥4.9 billion (new)

(4) Nanotechnology and materials*  Total ¥21.49 billion (new)

Acquisition of international standards  Total ¥2.05 billion (¥1.21 billion)

(c) Promotion of university-industry collaboration

TLOs will be used to promote university-industry collaboration in a form which actively

involves universities, and matching funds will also be enhanced. METI will use competitive

capital to promote research toward industrialization at universities and research institutes.

Competitive capital  ¥7.22 billion (¥5.28 billion)

Matching funds  ¥4.2 billion (¥2.22 billion)

(d) Enhancing R&D-related independent administrative institutions

The New Energy and Industrial Technology Development Organization (NEDO) will be

clearly mandated as the overall and central implementation agency for industrial technology

research, comprehensively supporting and managing all aspects of the process from R&D

through to commercialization support. NEDO will be transformed into an independent

administrative institution, with operational discretion increased in terms of capital and human

resources to create an organization able to achieve optimal results from R&D. The National

Institute of Advanced Industrial Science and Technology (AIST) is currently strengthening

collaboration with local SMEs which were difficult to handle under the old Agency of

Industrial Science and Technology regime, as well as advancing the transfer of intellectual

property rights to industry, and these efforts will be further promoted.

(2) Promotion of formation of industrial agglomerations (clusters) underpinning Japan’s

transformation into an added-value hub

To form industrial agglomerations (clusters) which will produce a succession of new world-

level businesses in local areas, wide-range personal networks will be formed among

universities, industry and government. Measures will be strengthened for the support of

local commercialization technology development and the development of business

incubators.

Budget related to Industrial Cluster Plan  Total ¥42.51 billion (¥35.25 billion)



(3) A nation built on intellectual property

To make Japan a nation built on intellectual property, the so-called Intellectual Creation

Cycle --- comprised of creation, protection, and utilization of intellectual property--- should

be smoothly circulated on a large scale. To do so, development of such creative

technologies as those mentioned above should be encouraged. Another indispensable

factor to achieve this goal is the development of systems and human resources necessary

for protection and utilization of intellectual property. The METI will work out detailed policies

in accordance with the Intellectual Property Policy Outline which was formulated by the

Strategic Council on Intellectual Property, as well as the Intellectual Property Basic Law

(provisional name) which was drafted with the aim of realizing the objectives of the Outline

and is to be submitted to the Japanese Diet.

(a) Expansion and enhancement of IP protection

Expansion and enhancement of adequate IP protection  Total ¥23.04 billion (¥18 billion)

(i) Expedited patent examination processes

To extend better protection to intellectual creations, METI will make efforts to more quickly

and accurately examine patent applications by strengthening and revising the patent

examination system. At the same time, METI will encourage private companies to

selectively file patent applications which are of strategic importance.

(ii) Reform of the Appeal/Trial System

To smoothly operate business utilizing intellectual property and effectively control

infringements, an appropriate environment that allows effective IP rights enforcement and

speedy dispute settlements is needed. To achieve this goal, METI will improve the patent

appeal/trial system and other systems relating to dispute settlements.

(iii) Strengthening protection of trade secrets

As human resources have become more mobile and information has shifted online, there

have been increasing problems with, for example, the leaking of trade secrets to rival

companies at home and abroad. To strengthen protection of trade secrets, a bill amending

the Unfair Competition Prevention Law will be presented to the Diet, civil remedies

strengthened and criminal punishments introduced.

(iv) Measures against counterfeit goods and other goods infringing IP rights



METI will work closely with Japanese industrial circles through such fora as the International

Intellectual Property Protection Forum to strongly encourage other countries to increase the

level of IP rights protection. METI will also make efforts to put in place more effective border

measures to control goods infringing IP rights.

(b) Promoting intellectual property creation and utilization

(i) Bolstering enforcement of Japanese version of Bayh-Dole provision, etc.

To promote the private-sector transfer of the technology resulting from state budget-based

technology development, the Japanese version of the Bayh-Dole provision will be

thoroughly enforced, with METI encouraging its application by other ministries. Methods will

be considered for attributing to contracted software developers the intellectual property

rights related to software designed to realize e-government, working toward realization of

these.

(ii) Creation of referential intellectual property strategy guidelines

To strengthen intellectual property protection, guidelines will be created and released this

fiscal year to assist companies in responding strategically to issues such as the

acquisition and management of intellectual property, management of trade secrets, and

management of technology leaks.

(iii) Improving systems and operations to promote the unrestricted flow of intellectual

property through securitization

Systemic and operational problems in achieving an unrestricted flow of intellectual property

will be identified and measures taken to promote such a flow, such as securitization.

2. Expanding personal demand

(1) Creating major markets (demand) leading the 21st century

An action plan will be created this fiscal year concerning technology strategies, intellectual

property and standardization strategies, and market-creation strategies (design of

regulations and systems, government procurement, etc.) in the four priority areas

(household information appliances, broadband and IT; environment and energy; health and

biotechnology; and nanotechnology and materials), creating markets and opening up

potential demand.



(2) Stimulating potential demand through establishment of special exceptions to the gift tax

for property acquisition, etc.

To stimulate potential demand toward realization of a rich living environment, special

exceptions to the gift tax will be instituted temporarily, providing a tax exemption of up to 30

million yen on gifts for the purpose of property acquisition.

(3) Building infrastructure for the development of sound personal markets

In order to develop and create consumer-friendly e-commerce markets, METI

conducted thorough inspections on online shopping sites in 2001 and 2002, and

decided to intensify this activity in 2003. METI also amended the Specified

Commercial Transactions Law on April 19, 2002, in order to regulate inadequate e-

mail advertisements which are sent through the Internet to consumers without their

prior acceptance. Accordingly, METI will strictly and decisively enforce this Law.

Further, to promote smooth resolution of consumer problems related to Internet sales,

a special desk will be set up on a provisional basis, and alternative dispute resolution

(ADR) procedures established. Including the above policies, consumer administration

will be carefully designed. Information security and rules will be developed to provide

the infrastructure for e-commerce.

Promotion of relevant consumer administration*  Total ¥850 million (¥710 million)

Development of information security, rules and other infrastructure* Total ¥2.35 billion (¥1.2 billion)

C. Promotion of integrated domestic and external economic policy

Basic approach

Economic interdependence between Japan and East Asia, where economic growth has

been particularly pronounced, has continued to deepen in recent years. Around 40 percent

of East Asia’s trade is with Japan, while Japan’s direct investment in East Asia accounts for

just under 30 percent. In addition, the ratio of intermediate goods to total trade is growing

rapidly.

Faced with a falling birthrate and an aging population, Japan needs to regard China and

other East Asian countries as business partners in realizing the international specialization

that will allow Japan to exploit its competitiveness. To that end, Japan will promote

economic partnership in the region toward integration of each market, creating a locomotive

force behind economic growth and industrial revitalization for Japan. Conditions will

therefore be set in place for developing economic partnership with East Asia, eliminating



trade and investment barriers, harmonizing regulations and systems, and heightening the

transparency of intellectual property and investment rules. Through these efforts, an “East

Asian Free Business Area” will be established, opening the way for smooth and seamless

economic activities, and creating a high-profit environment for Japanese companies. [à 1.

Establishment of the East Asian Free Business Area]

Moreover, to alleviate concern over industrial hollowing-out and encourage high added-

value industries to agglomerate in Japan, special structural reform zones will be utilized,

direct investment in Japan promoted, and measures designed to attract foreign talent

implemented. This will create the kind of environment which will draw domestic and foreign

human resources and companies to Japan. [à 2. Attraction of domestic and foreign capital

and talent]

Negotiations will also be pursued in the new round of WTO negotiations toward liberalizing

international trade and investment worldwide and strengthening rules ahead of by the

negotiations deadline, January 2005. An appropriate response will also be made to

development issues in developing countries with a view to expanding free trade. [à 3.

Appropriate response to the WTO and development issues]

1. Establishment of the East Asian Free Business Area

(1) Framework for realization of the East Asian Free Business Zone

To create an East Asian Free Business Zone which opens the way for seamless and smooth

economic activities based on the “three Ss” (seamless, stable, sustainable), economic

partnership activities will be promoted in a wide range of areas.

* The 3Ss

Seamless: Establishing an area in which goods, services, money and people can move unhampered.

Stable: Building mechanisms to secure stable economic activities in the region.

Sustainable: Creating common systems in regard to the environment and other issues of common interest

in the region and pursuing a work program  in this regard to ensure sustainable development.

(a) Promotion of economic partnership

In the case of Japan and ASEAN, specific areas in which partnerships are possible and

partnership frameworks will be considered toward realization of the Japan-ASEAN

Comprehensive Economic Partnership, seeking agreement on the basic principles of

economic partnership at the Japan-ASEAN Summit.



Discussion will also be pursued simultaneously with Thailand, the Philippines and other

individual nations.

In regard to Japan and the Republic of Korea (ROK), economic partnership considerations

will continue to be discussed at the group composed of representatives of the government,

business and academia to study the establishment of a possible FTA based on the

agreement of both leaders.

As for areas beyond Asia, METI will work toward the early launch of negotiations on

economic partnership with Mexico, where Japanese companies are currently disadvantaged

because of the lack of an FTA, as well as conclusion of those negotiations.

* Key events in trade schedule

- Japan-ASEAN: The results of study by the Japan-ASEAN Closer Economic Partnership (CEP) Experts

Group will be reported to the AEM-METI Meeting in Brunei in mid-September this year. Based on

discussion among Ministers, agreement on the basic principles and a schedule for economic partnership

will be sought at the Japan-ASEAN Summit in early November.

- Japan-ROK: The second meeting of the Japan-ROK FTA Joint Study Group will be held by

representatives of industry, government and academia on 1-2 October 2002.

- Japan-Mexico: At the APEC Informal Economic Leaders’ Meeting in October this year, Japanese and

Mexican leaders are expected to agree to launch negotiations on an economic partnership agreement

including an FTA.

(b) Strategic use of ODA

Looking ahead to the formation of the East Asian Free Business Area, the trade and

investment environment in developing countries will be developed in a way which also

benefits the Japanese economy, with technical cooperation provided in the form of expert

dispatches and training. Active use will also be made of Japan’s "Special Terms for

Partnership (STEP)," a tied-loan system established this year for the utilization of

outstanding Japanese technology and know-how in ODA.

(2) Specific conditions to be set in place to realize the East Asian Free Business Area

(a) Business support through top-level sales and high-level intergovernmental consultations

To stimulate interest in Japanese products and services, measures supporting the foreign

business operations of Japanese companies will be strengthened, including the dispatch of



missions abroad and sales efforts by high-level government officials in regard to licensing

and infrastructure, two areas with strong local government involvement, in line with industry

needs.

(b) Development of Asian trade and investment environment

METI will work toward the development of “soft” infrastructure in Asia, including intellectual

property rights and standards and conformance.

(c) Upgrading and improving logistics efficiency, promoting trade facilitation

To help Japanese companies establish international specialization systems across Asia as

a whole and build supply-chain management systems, efficient international logistics will be

promoted through, for example, human resource development support in the distribution

area, and linkage between the Trade Electronic Data Interchange (TEDI) system and other

trade-related procedural systems of domestic and foreign governments will be established.

(d) Promotion of participation in offshore infrastructure projects

To promote the participation of Japanese companies in private-sector-led foreign

infrastructure projects, intergovernmental dialogue on the investment environment will be

enhanced, policy support provided for sectoral reform, and F/S support extended for key

projects.

Offshore infrastructure development support, etc.  ¥1.2 billion (new)

(e) Use of JETRO to support greater SME profitability through offshore operations

METI will provide support for opening up sales routes in offshore markets and hold fairs

abroad, etc., to promote the expansion of business chances in specific offshore markets and

industries, supporting dynamic SMES which are looking offshore (exports, tie-ups with

foreign companies, etc.)

Offshore business support for SMEs  ¥340 million (¥80 million)

2. Attraction of domestic and foreign capital and talent

(1) Encouraging inward direct investment and attracting talent to Japan

To attract foreign and domestic capital and talent to Japan, METI will improve systems

involved in cross-border M&As and remove other obstructions. To strengthen Japan's

mechanisms for attracting inward direct investment, METI will provide a single source

for investment information and partnerships developed with local areas cooperating



with JETRO.

Promotion of inward direct investment  Total ¥2.92 billion (new)

(2) Developing the conditions for utilizing Asian IT human resources

Through mutual recognition of skill levels in Asian IT engineering examinations and Japan’s

information-processing engineer examinations and relaxation of entry conditions for

successful candidates in these examinations, the way will be opened to make use of Asia’s

outstanding IT engineers in Japan, stimulating the IT human resources market across Asia.

Promotion of e-learning in Asia  ¥900 million (¥250 million)

(3) Realization of special structural reform zones

METI will lead the way toward realizing special structural reform zones through a forward-

looking response to METI-related requests from local public bodies.

3. Appropriate response to the WTO and development issues

(1) Strategic response to new WTO round

In parallel with regional-level programs, METI will also seek to strengthen the multilateral

free trading system by engaging in strategic negotiations based on industry needs and

putting priority on strengthening existing rules (anti-dumping, etc.), the creation of

investment rules, and further tariff reductions toward conclusion of the new round by the

deadline of 1 January 2005. (The midway point in the process will be marked by the 5 th WTO

Ministerial Conference in Mexico in September 2003.) Effective use will also be made of the

dispute settlement mechanism, a key WTO function.

(2) Appropriate action in response to development issues in developing countries from a

trade and investment perspective

To ensure that developing countries become partners in the free trade system, METI will

encourage them to actively participate in DDA and assist their efforts to promote their ability

to negotiate and to meet their WTO agreement commitments.

II. Accurate response to environmental and energy issues

Basic approach

Global warming, waste, recycling and other environmental concerns will be unavoidable

issues in the 21st century. Environmental issues are an integral part of the sustainable



development of human society, and must be regarded not only as external constraints to

economic activities but also as basic elements already built into economic activities, and

efforts made to create a socioeconomic system which contributes to both the economy and

the environment. This will also provide the opportunity to tackle technological innovation and

the creation of new mechanisms toward overcoming major challenges, and rather than

constraining Japan's economic development, could instead present a chance for new

growth.

As ninety percent of the greenhouse gases emitted in Japan are from energy use, global

environmental issues and energy issues should be dealt with as a single package. More

specifically, it will be important to focus on breakthroughs based on technological innovation,

such as the development of new energy and energy-saving technology, and to create an

effective systemic framework (the Law Concerning the Use of New Energy by Electric

Utilities, etc.) which uses market mechanisms to constrain the use of fossil fuels through

rational means that impose the minimum burden. The Government of Japan ratified the

Kyoto Protocol without the participation of the United States or some developing countries,

and The New Climate Change Programme was established as a framework for related

measures. Global warming could place a considerable burden on both industry sectors and

private sectors in Japan; however, taking that constraint on environment and energy as an

opportunity for growth, METI will make efforts to construct methods to resolve the issue. As

for waste issues, it will be vital to promote "3R" (reduce, reuse, recycle) measures and to

build an environment-friendly socioeconomy. [1. Appropriate response to environmental

issues]

The heart of Japan’s energy policy comprises simultaneous attainment of the 3Es with a

view to responding to the above global environmental issues - in other words, constraining

the carbon dioxide emissions produced by energy use (“environment”), ensuring the stable

supply of energy in view of Japan’s fragile energy supply structure (“energy security”), and

ensuring efficiency (“efficiency”).

The structure of special energy budget expenditure and revenue will be reviewed to bring it

in line with realization of the 3Es.

Measures for the steady promotion of nuclear power and new energy will be developed,

including fuel cells, which are expected to be fully commercialized in the near future. All

safety precautions will also be taken. [à 2. Appropriate evolution of energy administration]



1. Appropriate response to environmental issues

(1) Integrated promotion of environmental and energy policies

Given that 90 percent of the greenhouse gases emitted by Japan are from energy use, an

approach needs to be taken which copes with global environmental issues and energy

issues together.

(2) Efforts to address global environmental issues

(a) Improvement of domestic measures

To steadily promote measures in various areas related to energy-derived carbon dioxide

emissions as stipulated in The New Climate Change Programme, METI will encourage

smooth implementation of Voluntary Action Plans by the industry sectors and make effective

use of market mechanisms to promote further efforts towards rational and economical

reduction of emissions. In addition, METI will actively advance technological innovations

which lead to the prevention of global warming.

Spending on domestic measures related to global warming prevention projects  Total ¥2.01 billion

(250 million)

(b) Promotion of practical CDM and JI projects

METI will work toward the early establishment of rules on domestic approval

procedures for CDM (clean development mechanism) and JI (joint implementation)

projects, and will also develop mechanisms from the user's perspective to ensure

smooth implementation of projects by private enterprises. In regard to the current

International Model Projects for Increasing the Efficient Use of Energy, in addition to

the major objective of energy-efficiency, METI will make efforts to conduct these

projects, through implementation of the Kyoto Mechanism.

International Measures for prevention of global warming and rationalization of international

energy use  ¥1.4 billion (new)

International Model Projects for Increasing the Efficient Use of Energy  ¥14.69 billion (¥14.49

billion)

(3) Construction of an environmentally friendly socio-economy

(a) Promotion of environment-conscious activities

Support measures will be designed to promote environmentally conscious corporate



management. METI will also establish the conditions to promote 3R (reduce, reuse, recycle)

efforts by businesses toward construction of the recycling-oriented society.

Promotion of recycling measures  Total ¥2.63 billion (¥1.36 billion)

Promotion of environmentally conscious management  Total ¥1.01 billion (new)

(b) Promotion of management of chemical substances

The chemical substance management system will be revised to ensure appropriate

evaluation and management of risks posed by chemical substances to human health and

the environment.

(c) Promotion of Aichi Exposition preparations

Preparations for the 2005 Aichi Exposition will be powered forward as a zero-waste society

experiment.

Advancing construction of Aichi Expo site and government pavilions  ¥20.12 billion (¥8.51 billion)

(d) Development and dissemination of fuel-cell vehicles

The first experimental market car will be introduced and empirical experiments conducted

with a view to pioneering the early commercialization of fuel-cell cars. METI will also

promote the development and dissemination of other low-emission vehicles.

2. Appropriate evolution of energy administration

(1) Promotion of energy policies

(a) Promotion of energy-saving and new-energy policies and a shift to natural gas

METI will undertake the following efforts in regard to energy-saving and new-energy policies,

and position these within the action plan on the environment and energy to be created by

the Cabinet Secretary.

METI will construct a next-generation energy supply and demand structure pivoting around

a shift to natural gas.

(i) Promotion of energy-saving measures

Equipment coverage under the top-runner system and the energy conservation labeling

system will be widened, ESCO businesses (businesses providing comprehensive energy

conservation services, with part of the energy conservation merit to the customer fed back in

to the business) promoted, IT-based demand management systems disseminated, and



technology standardized. Technology development will also be pursued to imbed energy

conservation into the structure of the socio-economy.

Energy conservation measures*  Total ¥136.52 billion (¥131.23 billion)

-  Energy management systems using IT in residential buildings  ¥5.24 billion (¥5.54 billion)

-  Subsidies supporting the introduction of highly efficient water-heaters  ¥7.1 billion (¥6.2

billion)

-  Prioritization of assistance with energy conservation efforts by local public bodies and

businesses  ¥14.78 billion (¥13.53 billion)

- Promotion of energy conservation technology development based on the Energy

Conservation Technology Strategy  ¥6.0 billion (new)

(ii) Promotion of new energy utilization

METI will engage in fuel cell technology development, empirical research and infrastructure

development toward commercialization and popularization of this energy. Further

technology development will also be conducted in relation to biomass and photovoltaic

power generation, etc., as well as empirical research and promotion of the introduction of

these energy forms.

Promotion of new energy policy*  Total ¥161.85 billion (¥144.92 billion)

- Advance of technology development and empirical research regarding fuel cells and hydrogen

utilization  ¥32.18 billion (¥22 billion)

- Advance of technology development and empirical research toward biomass commercialization

¥6.0 billion (¥3.1 billion)

- Advance of technology development and empirical research toward further reduction of the cost

of photovoltaic power generation costs and promotion of its introduction  ¥27.28 billion (¥35.89

billion)

- Enhanced assistance for local public bodies, businesses, NPOs, etc. that introduce new energy

forms.

(b) Promotion of systemic reform of electricity and gas utilities

The Japanese Government has implemented a number of regulatory reforms such as the

partial liberalization of retail supply in the electricity and gas sectors. As electricity and gas

are part of the infrastructure for the economic activities and livelihood of the Japanese

people, METI will redesign the electricity and gas systems to make the market more

competitive without compromising a secure supply, through promoting nationwide electricity

and gas transactions, expanding the scope of the liberalized retail market, and other

measures.



(c) Promotion of nuclear power policy

The utilization of nuclear energy will be steadily promoted through improvement and

enhancement of location policies closely tied to local community needs, and steps toward

establishment of the nuclear fuel cycle taken.

Promotion of nuclear power plant location  ¥128.16 billion (¥115.91 billion)

Nuclear fuel cycle and back-end (disposal of high-level radioactive waste) policies  ¥8.05 billion

(¥8.28 billion)

(d) Oil and natural gas policy

METI will work toward transition to an appropriate security policy in response to the

evolution of international oil markets, etc., including development of a comprehensive oil

and natural gas resource strategy.

Oil and natural gas policy  Total ¥356.98 billion (¥376.67 billion)

- Implementation of effective and efficient stockpiling  ¥263.82 billion (¥276.82 billion)

- Promotion of oil and natural gas resource development  ¥40.73 billion (¥49.5 billion)

- Strengthening ties between oil producing and -consuming countries  ¥23.16 billion (¥21.59

billion)

- Promotion of expanded use of natural gas  ¥13.55 billion (¥8.85 billion)

- Measures to improve the structure of the oil industry  ¥16.5 billion (¥28.76 billion)

(e) Review of special energy budget

In terms of the basic direction of energy policy over the first half of the 21st century, the

special oil budget will be revised with attention to three particular points - ensuring energy

security, responding to environmental issues, and developing a competitive market

environment - and the structure of budget revenue and expenditure will be reviewed to

achieve these goals.

(2) Steady implementation of energy-related safety regulations

(a) Upgrading of nuclear safety regulations

To enhance the effectiveness of inspections, the inspection system will be improved to

include confirmation of not only the integrity of the facility, but also the facility installation

process and overall safety activities undertaken by licensees. Regulatory mechanisms will

also be set in place to allow an accurate response to technological progress, including a

change to performance-based specifications in technological standards for nuclear power

facilities. Empirical safety experiments will be enhanced to contribute to ensuring nuclear



power safety. Work will continue on elaborating emergency preparedness. An independent

administrative institution will be established to handle part of the implementation of nuclear

power safety regulations, thus strengthening the implementation regime in regard to

inspections, emergency response, etc.

Nuclear power safety measures, emergency preparedness, etc.  ¥31.17 billion (¥28.31 billion)

(b) Ensuring safety for new energy utilization

(i) Review of fuel cell regulations

METI will work with related industries to review regulations on high-pressure gas supply

facilities and high-pressure gas containers until 2005, in order to facilitate the introduction of

safety regulations for fuel cells.

(ii) Development of regulations and standards for long-distance submarine gas pipelines

Technology standards will be developed with a focus on the realization of natural gas, long-

distance, high-pressure and submarine gas pipelines.

III. Realizing high-quality public services

Basic approach

To heighten the effectiveness and efficiency of measures, administrative operations will be

conducted appropriately and at a low cost, with a fundamental review undertaken of the

process through from policy planning and drafting through to implementation and

assessment in order to boost the effect of the measures and simplify the various operations

and procedures. Simultaneously, to improve the productivity of the government as a whole,

METI will promote the shift to central and local e-government. [à 1. Promoting central and

local e-government and making good use of the results of policy evaluation]

METI will also urge other ministries to outsource administrative services and support NPOs

as the new main agents of public good. [à 2. Promoting the outsourcing of administrative

services]

METI will aim to further improve the performance of existing independent administrative

institutions. The work programs and structures of special public corporations will be

reviewed to enable these bodies to serve as policy implementation institutions based on the

principle of leaving the private sector to do what it is qualified to do. [à 3. Boosting the



performance of independent administrative institutions and promoting reform of special

public corporations]

1. Promoting central and local e-government and making good use of the results of policy

evaluation

(1) Central and local e-government to spur government productivity revolution

All administrative procedures will in principle be brought online during FY2003, while the

government will create an annual plan this fiscal year for operational rationalization,

simplification of procedures, and reduction of administrative costs.

E-government and computerization of public sector*  Total ¥1.4 billion (¥1.1 billion)

(2) Implementation of operational and procedural reform (promotion of “e-METI”)

Based on the principle of establishing a more efficient and appropriate operational system,

in-house implementation processes and procedures will be subjected to rationalization

balanced with anti-corruption checks as part of a process of simplification and rectification.

(3) Review of information system ordering process and government procurement system

To ensure the construction of a high-quality e-government, METI will rationalize the

government procurement system to prevent the recurrence of problems such as contracts

granted to underbids and to ensure the procurement of a high-quality, low-cost information

system. These efforts will be grounded in the Review of the Government Procurement

System for Information Systems, which was approved by the Inter-ministerial Liaison

Committee on Information Systems in April this year.

(4) Steady implementation of policy evaluation and improvement of measures based on

evaluation results

METI led the way in launching policy evaluations from 2000. This year, project evaluations

are being implemented in coordination with the examination process, improving existing

measures and projects in regard to energy and SMEs, etc., and METI will continue to work

steadily on policy evaluation.

Evaluation of technology-related policies and measures began in 1997. METI will continue

to work to establish an efficient and effective R&D system.

2. Promoting the outsourcing of administrative services



To create new markets, METI will promote the outsourcing of administrative services and

consider regulatory and systemic reform in regard to elements obstructing PFI projects.

METI will also work to improve operating conditions for NPOs, the new key economic agents,

by developing NPO tax measures and supporting the establishment of businesses by

women, senior citizens, etc., in areas such as community building and lifelong education.

Support for shifting civilian activities to a business basis (civilian venture businesses)  ¥180

million (¥150 million)

  

3. Boosting the performance of independent administrative institutions and promoting reform

of special public corporations

METI launched five independent administrative institutions in April 2001, reducing fulltime

Ministry staff by around one third (4,000 persons). The largest of these institutions, the

National Institute of Advanced Industrial Science and Technology (AIST), was formed by

amalgamating 16 former research institutes, while two other institutions are staffed by non-

government employees. The 2001 performance of the five institutions improved in all cases

compared to their previous incarnations as part of METI. AIST, for example, saw increases

in the number of patent approvals granted to the private sector and the number of joint

research projects with the private sector, while Nippon Export and Investment Insurance

(NEXI) achieved a marked improvement in the speed of underwriting and debt collection.

The five institutions will draw on evaluations of their FY2001 performance to enhance their

track records still further.

In the December 2001 Programme for Readjustment and Rationalization of the Public

Corporations, the government directed that a number of special public corporations (Japan

External Trade Organization (JETRO), New Energy and Industrial Technology Development

Organization (NEDO), Japan Small and Medium Enterprise Corporation, and the

Information-Technology Promotion Agency) be transformed into independent administrative

institutions. This requires an overall review of their current operations and identification of

management directions suited to their new status, while their organizational structures will

be comprehensively overhauled to ensure more efficient implementation. METI will also

work to ensure the smooth transition to complete privatization of the Electric Power

Development Co. Ltd.

Note: Budget requests appear as follows:



Budget item (or total)   FY2003 budget request (FY2002 initial budget value)

Asterisked items indicate compounds with other budget items.


