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Chapter 1  Progress of globalization and trends in the macroeconomy

Section 1  Progress of globalization and changes in macroeconomic mechanisms

1. Progress of globalization and the “Great Moderation”
In parallel with the progress of globalization in the world economy, changes are also occurring in  
macroeconomic mechanisms, with the major developed countries simultaneously evincing a trend toward  
declining short-term volatility in gross domestic product (GDP) growth rates and disinflation (the “Great
Moderation”).
The disinflation trend reflects the impact of changes in the competitive environment, including competition   
with imported goods.

1. Progress of globalization and the “Great Moderation”
In parallel with the progress of globalization in the world economy, changes are also occurring in  
macroeconomic mechanisms, with the major developed countries simultaneously evincing a trend toward  
declining short-term volatility in gross domestic product (GDP) growth rates and disinflation (the “Great
Moderation”).
The disinflation trend reflects the impact of changes in the competitive environment, including competition   
with imported goods.

(1) Short-term volatility in the GDP growth rate is declining.

(2) The world consumer price inflation rate is slipping. (3) Japan’s consumer prices are being pushed down 
primarily due to import competition.
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Figure 1.1.3  Trends in consumer price index
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Figures 1.1.6  Changes in the consumer price index for import-competing goods
and import volume index
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1. Adjusted to exclude the effects of the consumption tax hike from 1997.
2. The price index figures from FY 1991 to FY 1999; 1995 base year.  The figures from FY 2000 onward; 2000 base year.
The 1995 base CPI (FY 1991 to FY 1999) is adjusted using a connection coefficient (the figure of FY 2000 with1995 base
divided by the figure of FY 2000 with 2000 base). For the import volume index, in the same manner as CPI, 1995 base
index is connected to the 2000 base index.
Source: The Summary Report on Trade of Japan (Japan Tariff Association), Mizuno, K. (2003).

Standard deviation
1960-1983

Standard deviation
1984-2002

Standard deviation
1984-2002

Standard deviation
1960-1983

Variance
1984-2002
Variance

1960-1983
Canada 2.3 2.2 0.96 0.91
France 1.8 1.4 0.71 0.51

Germany 2.5 1.5 0.60 0.36
Italy 3.0 1.3 0.43 0.19
Japan 3.7 2.2 0.59 0.35
UK 2.4 1.7 0.71 0.50
US 2.7 1.7 0.63 0.40

                      in the G7,1960-1983 and 1984-2002

Notes: Entries in the first two columns are the standard deviations of the four-quarter
growth in GDP over the indicated periods. The third column contains the ratio of the
standard deviation in the second column to that in the first; the final column presents
the square of this ratio, which is the ratio of the variances of four-quarter GDP growth
in the two periods.
Souece: Stock and Watson (2003).

Figure 1.1.2  Changes in volatility of four-quarter growth of real GDP per capita 



2. Weakening link between economic cycle and job growth
Changes in the price-setting behavior of companies may be influencing the relationship between 
macroeconomic GDP fluctuations and job growth through corporate personnel strategies. Examination of the  
relationship between compensation of employees and operating surplus confirms that in the latest economic 
recoveries in Japan and the United States (US), companies have been constraining labor cost rises rather than 
expanding profit.
In both Japan and the US, it appears to be becoming increasingly difficult to link economic recovery to 
employment recovery, with more and more industries failing to experience job increases even in times of 
economic recovery. 

2. Weakening link between economic cycle and job growth
Changes in the price-setting behavior of companies may be influencing the relationship between 
macroeconomic GDP fluctuations and job growth through corporate personnel strategies. Examination of the  
relationship between compensation of employees and operating surplus confirms that in the latest economic 
recoveries in Japan and the United States (US), companies have been constraining labor cost rises rather than 
expanding profit.
In both Japan and the US, it appears to be becoming increasingly difficult to link economic recovery to 
employment recovery, with more and more industries failing to experience job increases even in times of 
economic recovery. 

(2) In the latest economic recoveries in Japan and the US, increases in corporate profitability have not 
translated into increases in compensation of employees. 

(1) The link between economic and employment recovery is weakening in Japan and the US. 
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Figure 1.1.11  Trends in regular employment indices during recoveries in Japan
(establishments with 30 employees or more)
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Source: Monthly Labour Survey (Ministry of Health, Labour and Welfare).

Jan. 2002 = 0

Jan. 1999 = 0

Oct. 1993 =  0

Nov. 1986 = 0

Feb. 1983 = 0

Figure 1.1.12  Payroll job growth during recoveries in the US
(non-agricultural sector)
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Source: Employment Situation  (US Department of Labor, Bureau of Labor Statistics).

Figure 1.1.9  Changes in compensation of employees and operating surplus in Japan
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Figure 1.1.10  Changes in compensation of  employees and operating surplus in the US
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(3) In particular, even in the recent economic recovery, manufacturing employment has failed to pick up 
in either Japan or the US. 
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Figure 1.1.13  Job adjustments by industries during the recession and recovery
of the 1980s in Japan (manufacturing)

Electrical machinery,
equipment and supplies

Food and tobacco

Apparel and other finished
products made from fabrics and

similar materials

Chemical and
allied products

Iron and steel

Ceramic, stone
and clay products

Fabricated metal products

General machinery

Transportation equipment Publishing, printing
and allied products

-12

-6

0

6

12

18

24

-12 -8 -4 0 4 8 12 16 20
(Job growth in recession (%))

(J
ob

 g
ro

w
th

 in
 re

co
ve

ry
 (%

))

Notes:
1. Period of recession is from Feb. 1980 (peak) to Feb. 1983 (trough), period of recovery is from Feb. 1983 (trough) to Mar. 1985.
2. For establishments with 30 employees or more. The size of the circle indicates the number of employees during the economic peak.
3. The color scheme indicates the share of GDP by industry for the year including the economic peak. Black - 10% or higher, grey - over 6%
and below 10%, grid pattern - over 2% and below 6%, vertical lines pattern - over 1% and below 2%, intersections - over 0.5% and below
1%, and white - below 0.5%.
Source: Monthly Labour Survey  (Ministry of Health, Labour and Welfare).
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Figure 1.1.14  Job adjustments by industries during the recession and recovery
of the 2000s in Japan (manufacturing)
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Notes:
1. Period of recession is from Oct. 2000 (peak) to Jan. 2002 (trough), period of recovery is from Jan. 2002 (trough) to Feb. 2004.
2. For establishments with 30 employees or more. The size of the circle indicates the number of employees during the economic peak.
3. The color scheme indicates the share of GDP by industry for the year including the economic peak. Black -  10% or higher, grey - over
6% and below 10%, grid pattern - over 2% and below 6%, vertical lines pattern - over 1% and below 2%, intersections - over 0.5% and
below 1%, and white - below 0.5%.
Source: Monthly Labour Survey  (Ministry of Health, Labour and Welfare).
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Figure 1.1.15  Job adjustments by industries during recession and recovery
of the 1980s in the US (manufacturing)
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1. Period of recession is from Jul. 1981 (peak)  to Nov. 1982 (trough), period of recovery is from Nov. 1982 (trough) to Mar. 1985.
2. The size of the circle indicates the number of employees during the economic peak.
3. The color scheme indicates the share of GDP by industry for the year including the economic peak. Black -  10% or higher, grey - over 6%
and below 10%, grid pattern - over 2% and below 6%, vertical lines pattern - over 1% and below 2%, intersections - over 0.5% and below
1%, and white - below 0.5%.
Source: Current Employment Statistics (CES)  (US Department of Labor, Bureau of Labor Statistics).
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Figure 1.1.16  Job growth by industries during the recession and recovery
of the 2000s in the US (manufacturing)
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1. Overview of outsourcing
Information services account for the largest share of the outsourcing market in both Japan and the 
US at around 20%, with other areas including consulting and human resources services. These 
outsourced services equate closely to the industry classification of “professional and business 
services.”
In the US, “professional and business services” in all industries account for a share of total 
production approximately 1.7 times greater than in Japan. 

1. Overview of outsourcing
Information services account for the largest share of the outsourcing market in both Japan and the 
US at around 20%, with other areas including consulting and human resources services. These 
outsourced services equate closely to the industry classification of “professional and business 
services.”
In the US, “professional and business services” in all industries account for a share of total 
production approximately 1.7 times greater than in Japan. 

Section 2  Offshore outsourcing trends in the US and Japan and their impact on 
employment

(1) Information services account for the largest proportion of the outsourcing market in both Japan and the US. 

(2) The share of total production accounted for by professional and business services is around 1.7 times 
greater in the US than in Japan. 
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Figure 1.2.1  Composition ratio by area of the outsourcing market in the US (2002)
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Source: 5th Annual Outsourcing Index 2002 (The Outsourcing Institute).

Figure 1.2.2  Composition ratio by area of the outsourcing market in Japan (1999)
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Japan US
50 trillion yen

US$411.4 billion
Share in service industries 13.7% 19.7%

Share in all industries 5.4% 9.3%

Sources: Simple Extended Input-Output Table (METI), Gross Domestic Product by Industry  (US Department
of Commerce, Bureau of Economic Analysis), Financial and Economic Statistics  Monthly (Bank of Japan).

US$1.6152 trillion Professional and business services
production amount

Figure 1.2.3  Comparison of the production amount and share accounted for by professional and

Notes: The exchange rate is the average exchange rate for 2001 of 121.53 yen to the US dollar.

                     business services between Japan and the US



2. Outsourcing trends in the US
While professional and business services in the US continue to grow, the pace of growth has slowed, 
suggesting that professional and business services are maturing as an industry. 
Looking at the relationship between outsourcing market maturity and offshore outsourcing, service trade 
statistics reveal that the trade value of “professional, scientific, and technical services” exports still 
outstrips that of imports, but increase rates suggest that imports are growing faster than exports. 
Transactions with affiliates account for a growing share in the case of both imports and exports. 
A more detailed breakdown of “professional and business services” reveals that the number of service 
industries with declining employment has grown at an increasingly rapid pace in recent years. 

2. Outsourcing trends in the US
While professional and business services in the US continue to grow, the pace of growth has slowed, 
suggesting that professional and business services are maturing as an industry. 
Looking at the relationship between outsourcing market maturity and offshore outsourcing, service trade 
statistics reveal that the trade value of “professional, scientific, and technical services” exports still 
outstrips that of imports, but increase rates suggest that imports are growing faster than exports. 
Transactions with affiliates account for a growing share in the case of both imports and exports. 
A more detailed breakdown of “professional and business services” reveals that the number of service 
industries with declining employment has grown at an increasingly rapid pace in recent years. 

(1) US professional and business services are 
in the process of maturing. 

(3) The number of service industries with declining employment has grown at an increasingly rapid pace 
in recent years. 

(2) Exports of “professional, scientific, and technical services”
are still higher than imports. 
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Figure 1.2.7  Changes in growth rates of production amount of and number of
employees in profesional and business services in the US
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Figure 1.2.8  Exports and imports of “professional, scientific, and technical services”
for affiliated and unaffiliated transactions in the US
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Figure 1.2.12  Employment trends in 21 industries affiliated with professional and business services that have 4-digit NAISC codes

(1) Industries that are decreasing employment from January 2001 until recently (10 industries)

Accounting and bookkeeping  services (-2.4%), Architectural and engineering services (-2.1%), Computer system design and related services (-
16.4%), Management of companies and enterprises (-7.2%), Employment services (-4.5%), Business support services (-4.9%), Specialized
design services (-10.0%), Advertising and related services (-14.4%), Travel arrangement and reservation services  (-19.3%), Waste treatment
and disposal  (-9.2%)

(2) Industries other than (1) above that are decreasing employment from January 2003 until recently (1 industry)

Other support services (-0.1%)

(3) Industries other than (1) and (2) above that are decreasing employment from October 2003 until recently (8 industries)

Legal services (-0.7%), Services to buildings and dwellings  (-8.4%), Other professional, scientific, and technical services (-5.4%), Office
administrative services (-0.5%), Facilities support services (-1.1%), Investigation and security services (-1.8%) , Waste collection (-2.0%),
Remediation and other waste management services (-2.9%)

(4) Industries other than (1), (2) and (3) above (2 industries)

Management, scientific, and technical consulting services, Scientific research and development services

Notes:
1.Figures in parentheses ( ) indicate employment growth rate from the standard point in time (January 2001 for (1) and January 2003 for (2))
until recently.
2. Not seasonally adjusted data. Values for February and March 2004 are preliminary figures.
3. Number of employees until recently is the number for March 2004 if data for March 2004 is available, and for February 2004 if data for
March 2004 is not available.

Source: Current Employment Statistics (CES) (US Department of Labor, Bureau of Labor Statistics).



3. Outsourcing trends in Japan
In the context of the service industry as a whole, both production value and employment figures position   
the professional and business services industry in Japan as an industry at the growth stage. 
In terms of balance of payments statistics, Japan’s offshore outsourcing remains insignificant. 

3. Outsourcing trends in Japan
In the context of the service industry as a whole, both production value and employment figures position   
the professional and business services industry in Japan as an industry at the growth stage. 
In terms of balance of payments statistics, Japan’s offshore outsourcing remains insignificant. 

(1) Japan’s professional and business service industry is   
at the growth stage. 

4. Development stages in outsourcing in Japan and the US
Professional and business services outsourcing are considered to develop through three stages: (i) service 
functions are handled internally; (ii) some internal service functions are outsourced domestically; and (iii) 
service functions are procured offshore from affiliates and other businesses. 
Using this typology, Japan can be said to be at the “growth stage” whereas the US is now in the “maturity 
and competition stage.” However, it is unclear whether professional and business services in Japan will 
tread the same development path as the US. 

4. Development stages in outsourcing in Japan and the US
Professional and business services outsourcing are considered to develop through three stages: (i) service 
functions are handled internally; (ii) some internal service functions are outsourced domestically; and (iii) 
service functions are procured offshore from affiliates and other businesses. 
Using this typology, Japan can be said to be at the “growth stage” whereas the US is now in the “maturity 
and competition stage.” However, it is unclear whether professional and business services in Japan will 
tread the same development path as the US. 

(1) The outsourcing of Japan’s professional and business services is at the “growth stage”, 
while the US is at the “maturity and competition stage.”

(2) The import value of offshore outsourcing is 
gradually decreasing. 
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Figure 1.2.17  Changes in growth rates of production amount of and number of
employees in professional and business services in Japan
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Notes:
Regarding obtaining of data of the number of employees, since data for some industries was not available in the Survey on Service Industries , data for these
industries was supplemented from the Monthly Labour Survey . Concretely, data from the Monthly Labour Survey was used for industries of Category G
“Electricity, Gas, Heat Supply, Waterworks,” Category H “Transportation and Communications,” Category J “Finance and Insurance,” Category K “Real
Estate,” Category L, Subcategory 88 “Medical Care,” and Category L, Subcategory 91 “Education” of the Standard Industrial Classification for Japan revision
of 1993.
Sources: Survey on Service Industries  (Ministry of Public Management, Home Affairs, Posts and Telecommunications), Monthly Labour Survey  (Ministry of
Health, Labour and Welfare), Extended Input-Output Table  (METI).

Figure 1.2.18  Trends in imports of “other business and technical services”
in Japan
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Figure 1.2.19  Interrelation between development stages in the professional and business services 
industry and development stages in outsourcing 
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Section 3  Rising productivity and the role of human capital and organization

1. Productivity trends since the 1990s
Since the late 1990s, labor productivity has risen in many developed countries. In the US, the share of IT 

equipment in private capital stock almost doubled in the late 1990s, evidencing the rapid accumulation of IT 
capital stock. 

1. Productivity trends since the 1990s
Since the late 1990s, labor productivity has risen in many developed countries. In the US, the share of IT 

equipment in private capital stock almost doubled in the late 1990s, evidencing the rapid accumulation of IT 
capital stock. 

(1) Since the late 1990s, the rate of increase in labor productivity has been expanding 
in the US and elsewhere. 

(2) The US saw the rapid accumulation of IT capital stock in the late 1990s. 
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Figure 1.3.1  Trends in rate of increase in labor productivity in each country

Japan US

(%)

Figure 1.3.3  Trends in IT capital stock ratio in Japan and the US
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2. Comparison of Japan-US productivity increases and factor analysis
A comparison employing the same methods to the greatest degree possible suggests no particular 
discrepancy in productivity increase rates between Japan and the US, while economic growth disparity 
between Japan and the US may have been caused by something other than IT investment. 
Looking at differences between industrial sectors in terms of productivity increases, the acceleration of 
these increases in the late 1990s not only in the durable goods industry, the category into which the IT 
manufacturing sector falls, but over a wide range of other industries, raises the possibility that IT user 
sectors such as financial insurance and retail could have driven this trend. In contrast to the US, increases 
in  productivity in Japan following IT investment have been concentrated only in the IT manufacturing 
sector, indicating that such increases may not have expanded out to the IT user sector.
Corporate analysis in both Japan and the US showed that increasing productivity hinges on the parallel 
pursuit of not only IT investment but also human and organizational capital enhancement. 

2. Comparison of Japan-US productivity increases and factor analysis
A comparison employing the same methods to the greatest degree possible suggests no particular 
discrepancy in productivity increase rates between Japan and the US, while economic growth disparity 
between Japan and the US may have been caused by something other than IT investment. 
Looking at differences between industrial sectors in terms of productivity increases, the acceleration of 
these increases in the late 1990s not only in the durable goods industry, the category into which the IT 
manufacturing sector falls, but over a wide range of other industries, raises the possibility that IT user 
sectors such as financial insurance and retail could have driven this trend. In contrast to the US, increases 
in  productivity in Japan following IT investment have been concentrated only in the IT manufacturing 
sector, indicating that such increases may not have expanded out to the IT user sector.
Corporate analysis in both Japan and the US showed that increasing productivity hinges on the parallel 
pursuit of not only IT investment but also human and organizational capital enhancement. 

(1) The contribution to GDP growth by non-IT sectors is substantially larger in the US than Japan. 

(2) The acceleration of productivity increases in the US in the late 1990s expanded to the IT user sector. 
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Figure 1.3.6  Contribution to the acceleration rate of productivity growths
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(by main industries in the non-agricultural corporate sector in the US, 1995-2000 over 1989-1995)

1990 ‒ 1995 1995 ‒ 2000 1990 ‒ 1995 1995 ‒ 2000
1.89 2.15 2.43 4.12
0.40 1.08 0.57 1.11
1.49 1.07 1.86 3.01
1.15 1.02 2.19 3.44
0.31 0.90 0.48 0.99
1.00 0.33 0.64 1.10

-0.16 -0.20 1.06 1.35
0.74 1.13 0.24 0.68

Source: Motohashi (2003).

Total Factor Productivity (TFP)

   Contribution of non-IT capital services
   Contribution of labor services

Note: Each value is average growth rate during the surveyed period.

Gross Domestic Product (GDP)
   Contribution of IT
   Contribution of non-IT

   Contribution of IT capital services
Gross Domestic Income (GDI)

Japan US
Figure 1.3.4  Decomposition of the factors for GDP growth rate (%)



(3) In Japan, increases in productivity following IT investment have been focused in the 
IT manufacturing sector (IT product manufacturers and IT infrastructure). 

(4) Not only IT investment but also organizational reform and human capital enhancement 
have been found to be important in boosting corporate productivity. 
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(Standard) (Standard) (Standard)

(spread of IT x human capital) (spread of IT x corporate structures) (human capital x corporate
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*** * * *

（%）

(%)

All industries IT product
manufacturers

IT product users
(Manufacturing

industries)

IT product users
(Non-manufacturing

industries)

IT infrastructure
(Communication

industries)

Year-on-year productivity ratio 1.51 6.18 1.29 -0.21 15.88
Capital factors 1.02 2.13 0.94 0.72 3.75

Informatization-related capital factors 0.43 0.90 0.27 0.30 3.15
Hardware factors 0.25 0.63 0.17 0.21 0.60
Software factors 0.06 0.11 0.07 0.05 0.02
Communication equipment factors 0.11 0.16 0.03 0.03 2.39

General capital factors 0.59 1.23 0.68 0.43 0.59
Operation rate factors 0.17 0.41 0.06 ― ―
TFP 0.32 3.64 0.29 -0.93 12.14

Source: Analysis of All Industrial Activities (2001) (METI).

Figure 1.3.7  Analysis of factors for productivity by investors (Contribution ratio on a year-on-year basis, average for the period
                                       starting from the January-March quarter of 1995 until the July-September quarter of 2000) 



Section 4  Issues of “imbalance” in the world economy

1. Mid-term fluctuations in asset prices
The new level of capital transaction activity spurred by globalization and diffusion of IT has increased the 
likelihood of medium-term fluctuations in asset prices in the world economy. This could impact heavily 
on the real economy through, for example, systemic banking crises.
To deal with this situation, financial authorities in the various economies have been discussing the need 
for the development of financial infrastructure systems in a broad sense, including proper accounting and 
disclosure, disciplined governance, incentive mechanisms and supervision.

1. Mid-term fluctuations in asset prices
The new level of capital transaction activity spurred by globalization and diffusion of IT has increased the 
likelihood of medium-term fluctuations in asset prices in the world economy. This could impact heavily 
on the real economy through, for example, systemic banking crises.
To deal with this situation, financial authorities in the various economies have been discussing the need 
for the development of financial infrastructure systems in a broad sense, including proper accounting and 
disclosure, disciplined governance, incentive mechanisms and supervision.

(1) The length and amplitude of fluctuation cycles for global asset prices have been gradually 
expanding over time. 

(2) Increasing financial liberalization is creating linkage between mid-term fluctuations in 
asset prices and credit volumes in developed countries. 
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Source: Bank for International Settlements (BIS), Okina, Shirakawa, Shiratsuka (2002). 

Figure 1.4.1  Large medium-term swings in real aggregate asset prices in each country

Note: Real aggregate asset price index is the weighted average of the prices of equity, commercial and residential property prices, deflated by
the consumer price index. The index weighs the various asset prices by rough estimates of their shares in private sector wealth.

50

100

150

200

250

300

1970 1975 1980 1985 1990 1995 2000 (year)

US
France
Canada
Australia
Netherlands

（1985=100）

50

100

150

200

250

300

1970 1975 1980 1985 1990 1995 2000 (year)

Japan
UK
Sweden
Finland

（1985=100）

Figure 1.4.3  Large medium-term swings in asset prices and credit in the G10+
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2. Expansion of US current account imbalance
Two points have to be taken into consideration in terms of the sustainability of the US current account 
imbalance. Firstly, for the government sector, in addition to the current expansion of the fiscal deficit, the 
graying of society is expected to begin imposing a much heavier burden than in the 1980s. Secondly, in 
the household sector too, growing outstanding debts and falling savings rates have created a situation in 
which foreign money is financing capital shortfalls in both the government and household sectors. 
To ensure balanced growth in the world economy, not only the US but also Japan and the other 
economies must push through structural reforms to boost productivity and employment as a means of 
achieving domestic demand-led economic growth, creating resilient economic structures. In so doing, it
will be important to consider the above-mentioned changes in global economic mechanisms. 

2. Expansion of US current account imbalance
Two points have to be taken into consideration in terms of the sustainability of the US current account 
imbalance. Firstly, for the government sector, in addition to the current expansion of the fiscal deficit, the 
graying of society is expected to begin imposing a much heavier burden than in the 1980s. Secondly, in 
the household sector too, growing outstanding debts and falling savings rates have created a situation in 
which foreign money is financing capital shortfalls in both the government and household sectors. 
To ensure balanced growth in the world economy, not only the US but also Japan and the other 
economies must push through structural reforms to boost productivity and employment as a means of 
achieving domestic demand-led economic growth, creating resilient economic structures. In so doing, it
will be important to consider the above-mentioned changes in global economic mechanisms. 

(1) Led by the market, the US twin deficits have 
expanded to an unprecedented extent. 

(2) Caught in an asset shortfall, the government and 
household sectors are covering the shortfall with 
foreign capital. 

(3) Concern has been voiced over the long-term
implications for the US fiscal position. 

(4) The graying of society is a factor of concern in 
relation to the growing fiscal deficit. 
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Figure 1.4.4  United States: Current account balance / Trade balance / Fiscal balance
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Figure 1.4.10  Trend in the annual growth rate of aged population
in the US and Japan (aged 65 and over)
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Figure 1.4.5  United States: Balance of assets by sector (percent of GDP)
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3. Imbalances in the growing Chinese economy and their influence
The Chinese economy has sustained high growth led mainly by expansion in capital investment. However, 
analysts have also begun to point to the risk of economic overheating as a result of this rapid capital 
investment expansion. 
As the Chinese economy has increased its presence in the world economy in recent years, economic links 
with China have deepened among the countries and regions of East Asia, Japan included. In the event that 
the Chinese economy enters an adjustment and downturn phase, this could then impact heavily 
throughout East Asia. The various growth risk factors that could impact on China’s economic growth (e.g. 
reform of state-owned enterprises, bad loan workout, income disparity issues and unemployment issues) 
will accordingly continue to merit close attention. 

3. Imbalances in the growing Chinese economy and their influence
The Chinese economy has sustained high growth led mainly by expansion in capital investment. However, 
analysts have also begun to point to the risk of economic overheating as a result of this rapid capital 
investment expansion. 
As the Chinese economy has increased its presence in the world economy in recent years, economic links 
with China have deepened among the countries and regions of East Asia, Japan included. In the event that 
the Chinese economy enters an adjustment and downturn phase, this could then impact heavily 
throughout East Asia. The various growth risk factors that could impact on China’s economic growth (e.g. 
reform of state-owned enterprises, bad loan workout, income disparity issues and unemployment issues) 
will accordingly continue to merit close attention. 

(1) Over the last five years, China has maintained stable high growth, with an annual average real 
GDP growth rate of 7.9%. 

(2) Increased fixed asset investment due to expansion in real estate investment and corporate plant
and equipment investment has contributed to this high growth. 
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Figure 1.4.16  China: Trends in real GDP growth rate and degree of contribution
by type of demand
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Figure 1.4.17 China: Trends in fixed asset investment
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(3) Trade between China and its East Asian neighbors is increasingly creating close economic 
relations. 

(4) It has been pointed out that medium-term economic cycle waves have also emerged in the
Chinese economy. 
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Section 5  Summary of Chapter 1

Changes in macroeconomic fluctuations that have been occurring against a backdrop of economic 
globalization have at least partially influenced changes in the micro-level competition environment and 
corporate activities. Amidst these changes in economic trends, evolving competition modalities instead of 
attempting to eliminate or control competition will enable countries to prosper and respond to new challenges.

Changes in macroeconomic fluctuations that have been occurring against a backdrop of economic 
globalization have at least partially influenced changes in the micro-level competition environment and 
corporate activities. Amidst these changes in economic trends, evolving competition modalities instead of 
attempting to eliminate or control competition will enable countries to prosper and respond to new challenges.

Japan Hong Kong Taiwan Kore
a Thailand Singapore (Reference) US Germany

2000 6.3 34.5 2.9 10.7 4.1 3.9 2.1 1.6
2001 7.7 36.8 3.9 12.1 4.4 4.4 2.6 1.9
2002 9.6 39.1 7.6 14.6 5.2 5.5 3.2 2.2
2003 12.2 41.7 14.8 18.1 7.1 7.0 3.9 2.7
2000 19.5 37.1 24.0 21.6 12.6 17.7 7.1 3.1
2001 19.5 39.3 25.8 22.3 12.4 18.4 7.0 3.2
2002 22.0 41.3 31.2 24.9 13.4 19.6 7.7 3.5
2003 25.1 44.1 34.5 29.3 15.7 21.8 8.2 3.9

Note: China zone includes China, Hong Kong and Taiwan.

Figure 1.4.31  Share of exports to China and the China zone in the overall amount of
exports of each East Asian country and region

Source: Trade statistics of each country, World Trade Atlas  (Global Trade Information Services).
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Figure 1.4.36  China: Trends in the ratio of fixed asset investment to GDP

10

15

20

25

30

35

40

45

50

78 79 80 81 82 83 84 85 86 87 88 89 90 91 92 93 94 95 96 97 98 99 00 01 02 03
(year)

(%)

Source: Shinohara (2003).
Original source: China Statistical Yearbook 2003  (National Bureau of Statistics of China).

7 years

9 years

Valley

Valley

Valley

Peak

Peak



Chapter 2  The “new value creation economy” and evolving modalities of competition

Section 1  Modality of corporate competition – Value creation utilizing intellectual assets

1. Intellectual assets as a source of competitiveness
In both Japan and the US the ratio of intangible to tangible assets has grown in recent years, suggesting that 
the earlier style of business management based on tangible assets is undergoing a major transformation.
With competition among companies intensifying on a global basis, (i) companies now need to be 
constantly supplying differentiated products and services, and for this reason (ii) knowledge has become an 
important source of differentiation in products and services. These developments are driving a shift in the 
basis of business management from tangible to intellectual assets. 

1. Intellectual assets as a source of competitiveness
In both Japan and the US the ratio of intangible to tangible assets has grown in recent years, suggesting that 
the earlier style of business management based on tangible assets is undergoing a major transformation.
With competition among companies intensifying on a global basis, (i) companies now need to be 
constantly supplying differentiated products and services, and for this reason (ii) knowledge has become an 
important source of differentiation in products and services. These developments are driving a shift in the 
basis of business management from tangible to intellectual assets. 

(1) In both Japan and the US, intangible assets are increasing as a percentage of total company value. 

(2) The entry of businesses utilizing intellectual assets is also leading to transformation of the
industrial structure. 
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Figure 2.1.2  Changes in the ratio of intangible assets to total assets (Japan)

Source: Nikkei NEEDS.
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Note: Intangible assets are calculated as the portion remaining when tangible fixed assets are subtracted from total share 
value, corporate bonds, convertible bonds, and long-term loans. The “all industries” classification includes 169 Japanese 
companies, and the “manufacturing industry” classification includes 104 companies.

Figure 2.1.4  Changes to the business environment in the animation industry

Source: METI.
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Figure 2.1.5  Change in the business environment from the record era to the CD era

Source: METI.
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Figure 2.1.1  Changes in the ratio of intangible assets to total assets (US)
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all companies except financial institutions listed on the stock exchange in the US.



2. The viewpoint of knowledge economy
International institutions and other organizations are analyzing and considering policy responses in 

relation to the role of intellectual assets in recognition of the shift to the so-called “knowledge economy”. 
Appropriate evaluation and disclosure of intellectual assets is becoming critical as the source of value 
changes from tangible to intellectual assets. Specific approaches to the evaluation and disclosure of 
intellectual assets can be broadly classified into two types: (i) approaches in which the intellectual assets 
have to be quantified and recorded in financial statements; and (ii) approaches in which intellectual assets 
are qualitatively evaluated and disclosed separately from financial statements. 

2. The viewpoint of knowledge economy
International institutions and other organizations are analyzing and considering policy responses in 

relation to the role of intellectual assets in recognition of the shift to the so-called “knowledge economy”. 
Appropriate evaluation and disclosure of intellectual assets is becoming critical as the source of value 
changes from tangible to intellectual assets. Specific approaches to the evaluation and disclosure of 
intellectual assets can be broadly classified into two types: (i) approaches in which the intellectual assets 
have to be quantified and recorded in financial statements; and (ii) approaches in which intellectual assets 
are qualitatively evaluated and disclosed separately from financial statements. 

(1) In the coming knowledge-based economy, the sources of economic value are shifting towards 
the creation, acquisition and use of intellectual assets.

(2) The evaluation and disclosure of intellectual assets is a necessary step toward the shift to 
the knowledge-based economy. 
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(a) Develop a statistical information system at the national and company level for 
intellectual assets.

(b) Establish evaluation methods for R&D investment in the service industry.
(c) Continue to promote IPR strategies.
(d) Factor intellectual assets into small and medium enterprise financing policy.

Recommendations in the Recommendations in the ““EU PRISM Report 2003EU PRISM Report 2003””

Figure 2.1.7  The resource base of the 21st century enterprise
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Source: European Commission (2003).
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3. Intellectual assets and the value creation capacity of companies
In order to analyze whether a concrete correlation can be seen between intellectual assets and the 
performance of a company in terms of profit, sales, or share price, intellectual assets are divided into (i) 
intellectual assets related to technological innovation; (ii) intellectual assets related to organizational 
design ; and (3) intellectual assets related to human capital. 
Empirical studies in the US have shown that (i) investment in R&D spurs innovation and improves the 
future performance of companies; (ii) intellectual assets other than R&D (organizational capital and 
human capital) are also important sources of company growth; and (iii) organizational capital, human 
capital, and IT investment complement each other and produce benefits for company performance in 
excess of their benefits as individual “assets.”
Empirical studies in Japan have shown that (i) although there is sometimes a positive correlation 
between R&D investment on the one hand and the number of patent applications which serve as a 
medium-term R&D investment yardstick on the other and company performance, compared to the US 
analysis, no linear correlation is demonstrated; (ii) non-R&D intellectual assets are an important source 
of growth just as in the US; and (iii) there is a correlation between corporate governance and company 
performance. 
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(1) Intellectual assets are classified according to whether they are created in the area of innovation, 
organization, or human resources. 
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(2) Non-R&D intellectual assets are an important 
source of company growth in the US. 

(3) Boosting human capital contributes to increased 
productivity. 

Figure 2.1.10  Relationship between improvements to human capital and productivity increases
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Figure 2.1.8  Classification of intangible assets

Source: Lev (2001).

Figure 2.1.9  Relationship between company sales and non-R&D intellectual assets in the US
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Source: Lev (2003).
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(4) The profitability of IT businesses in Japan is 
highly correlated with patent acquisition efficiency.

(5) The profitability of pharmaceutical businesses 
in Japan is highly correlated with R&D spending.

(6) In Japan too, non-R&D intellectual assets are 
an important source of company growth. 

(7) Japanese companies with good corporate 
governance tend to show good company 
performances.
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Figure 2.1.13  Relationship between the number of patents/R&D expenditure and ROE (IT field)
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Figure 2.1.14  Relationship between R&D expenditure and ROE (pharmaceutical field)

Figure 2.1.19  Relationship between the JCG index and company performance
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Figure 2.1.17  Relationship between company sales and non-R&D intellectual assets in Japan
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4. The value creation capacity of companies and “corporate social responsibility” (CSR)
The promotion of CSR and corporate profitability can be compatible for the following reasons: (i) there 
is an overlap between CSR and investment in intellectual assets designed to increase company value; 
(ii) when intellectual assets are understood in terms of building processes to increase company value, 
these same processes lead to CSR; and (iii) the promotion of CSR leads to building the distinct character 
of a company as a source of competitiveness. 
Socially responsible investment (SRI), in which targets of investment are selected after evaluation of the 
CSR and financial performance of the companies under consideration, is becoming a major form of 
investment particularly in the US and the United Kingdom (UK). This reflects the growing tendency of 
institutional investors such as pension funds and life insurance companies to incorporate SRI into their 
investment portfolios. 
With institutional investors, particularly pension funds, entering the SRI market, signs of change have 
emerged in the nature of SRI. The range covered by SRI has come to include human capital and 
knowledge creation companies, bringing SRI increasingly close to the intellectual asset concept. 
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is an overlap between CSR and investment in intellectual assets designed to increase company value; 
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these same processes lead to CSR; and (iii) the promotion of CSR leads to building the distinct character 
of a company as a source of competitiveness. 
Socially responsible investment (SRI), in which targets of investment are selected after evaluation of the 
CSR and financial performance of the companies under consideration, is becoming a major form of 
investment particularly in the US and the United Kingdom (UK). This reflects the growing tendency of 
institutional investors such as pension funds and life insurance companies to incorporate SRI into their 
investment portfolios. 
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emerged in the nature of SRI. The range covered by SRI has come to include human capital and 
knowledge creation companies, bringing SRI increasingly close to the intellectual asset concept. 

(1) In recent years, it has become increasingly 
widely understood that promoting CSR is 
compatible with corporate profitability.

(2) SRI is becoming a major form of investment 
worldwide, particularly in the US and the UK. 
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(3) In the UK, institutional investors such as pension funds and life insurance companies are entering 
the SRI market.

(4) The nature of SRI is undergoing a transformation in the search for a balance between corporate social
and environmental considerations and investment profit.

Figure 2.1.34  Estimated outstanding value of world SRI assets (2001)
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Figure 2.1.20  Awareness of the importance of CSR by managers (Japan/other countries)
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Figure 2.1.36  Growth in total UK SRI investment assets
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  FY2001 breakdown
  Church investors                   6%
  SRI unit trusts                      2%
  Charities                             11%
  Pension funds                     36%
  Insurance companies           46%

  FY1997 breakdown
  Church investors                    55%
  SRI unit trusts                        10%
  Charities                                35%
  Pension funds                          0%
  Insurance companies                0%
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Figure 2.1.37  A spectrum of investors by investment objective in the USA (US$ billions)
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(1) The Danish Ministry of Science, Technology and Innovation has formulated guidelines with the aim 
of making intellectual assets demonstrable. 

5. International trends in systemic reforms toward the evaluation and utilization of intellectual assets
As the impact of intellectual assets on company performances increases and the overlap grows between the factors 

covered by CSR and the factors included in intellectual assets, moves are under way internationally to establish 
systems for the evaluation and disclosure of information on intellectual assets. These are intended to improve 
understanding of company value creation capacity as a whole. Based on such systems, efforts are also being made to 
redefine the concept of the company within corporate law. 
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covered by CSR and the factors included in intellectual assets, moves are under way internationally to establish 
systems for the evaluation and disclosure of information on intellectual assets. These are intended to improve 
understanding of company value creation capacity as a whole. Based on such systems, efforts are also being made to 
redefine the concept of the company within corporate law. 

(2) The disclosure of intellectual assets and dialogue 
with stakeholders on these will serve effectively as 
an early warning process for future risk.

(3) Disclosing intellectual assets in addition to 
financial data can facilitate the raising of funds 
from capital markets.
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(4) The UK government plans to reform UK corporate law.

(a) Shift from the company as an entity purely pursuing short-term and narrowly-defined profit 
to a new image of the company as committed to longer-term value creation. 

(b) Establishment of board of directors’ obligations that reflect this philosophy. 
(c) Certain companies obliged to prepare and disclose “Operational and Financial 

Reviews”(OFR) in addition to the conventional financial reports as a mechanism for 
evaluating whether the company is achieving long-term value creation.

Outline of UK corporate law reformOutline of UK corporate law reform

Event X occurs

Response
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Strategic analysis

New signals from stakeholders 
(dialogue)

Effect on 
profitability

Effect of new 
behavior 

accumulates
Stakeholders change 

behavior

Figure 2.1.43  The early warning process for  “stakeholder reporting”
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Figure 2.1.44  The difference in distribution of the profitability evaluation of investors

Source: The Value of Reporting: A Story (PricewaterhouseCoopers Report). 
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Figure 2.1.40  Danish “Intellectual Capital Statement” Model

Source: Ministry of Science Technology and Innovation (2003).
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6. Efforts in Japan towards intellectual asset evaluation
Although no comprehensive studies are currently being carried out in Japan concerning evaluation of 

intellectual assets, efforts are being made that will support comprehensive intellectual assets evaluation in 
future, such as examination and classification of information disclosure and value evaluation methods for 
intellectual property, improvements in risk management capacity, and promotion of environmentally-
friendly company management.

6. Efforts in Japan towards intellectual asset evaluation
Although no comprehensive studies are currently being carried out in Japan concerning evaluation of 

intellectual assets, efforts are being made that will support comprehensive intellectual assets evaluation in 
future, such as examination and classification of information disclosure and value evaluation methods for 
intellectual property, improvements in risk management capacity, and promotion of environmentally-
friendly company management.

(1) Establishment of guidelines for mutual understanding between companies and the market 
through voluntary disclosure of patent and technology information.

(2) Publication of guidelines for improving company 
value through risk management and textbooks for 
training risk evaluation human resources.

(3) Implementation of evaluations of the extent of 
corporate environmental management. 
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Figure 2.1.57  The ideas behind the screening sheet
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[(3) Performance-related items]

[(2) Business-related items]

“Items that test the performance of policies to deal with emissions 
from the core business activities that can be directly controlled by the 
company itself, such as manufacturing processes, etc. The related 
items cover a wide range, but they are composed centered on the core 
indicators of the MOE guidelines (mostly quantitative).”

“Operate an environmental policy across business processes as a whole (mainly qualitative), except for 
environmental burdens that can be directly controlled by the company itself (type (3) below), such as 
manufacturing processes, etc.”

[(1) General items of management ]
“Items that test whether or not environmentally-friendly management is being shared by the organization as a whole. 
Questions to eliminate companies in which environment departments are internally isolated, causing the system to be 
ineffective (mainly qualitative)”

Source: Development Bank of Japan.

Figure 2.1.55  Effects of enterprise risk management

Source: Enterprise Risk Management - Textbook (METI).
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Figure 2.1.50  Ten disclosure items in the “Reference Guideline for Intellectual Property 
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7. Provisional intellectual asset evaluation method
Evaluation of intellectual assets should be developed through information gathering, evaluation and 

disclosure at company level, and it would be impossible to make an evaluation based solely on the data 
currently available. To promote the future development of evaluation methods utilizing diverse indicators, 
however, an experimental quantitative evaluation of the level of intellectual assets in Japan was carried out 
using available publicly disclosed data and drawing comparisons with other major countries and regions.

7. Provisional intellectual asset evaluation method
Evaluation of intellectual assets should be developed through information gathering, evaluation and 

disclosure at company level, and it would be impossible to make an evaluation based solely on the data 
currently available. To promote the future development of evaluation methods utilizing diverse indicators, 
however, an experimental quantitative evaluation of the level of intellectual assets in Japan was carried out 
using available publicly disclosed data and drawing comparisons with other major countries and regions.

(1) A macroeconomic quantitative evaluation of intellectual assets suggests that the ratio of 
intellectual assets to GDP is increasing in Japan and the US.
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(2) In the provisional estimate looking at the breakdown of intellectual assets by region, Japanese 
companies (manufacturing) had high technological and organizational capacities compared to 
other regions.

million yen 1998-2000 1993-1995 billion dollars 1998-2000 1993-1995 1988-1990
Computerized　Information 10,042,877¥   5,982,913¥       $145 $65 $40

Computer software 10,042,877¥   5,982,913¥       Computer software $151 $68 $41
Computerized databases $3 - -

Scientific　and　Creative　Property 20,371,229¥   20,192,427¥     $385 $250 $200
Manufacturing industry

(R&D) 8,455,995¥      8,036,036¥        

Information service industry
(R&D) 89,867¥           －

Petroleum and natural exploration cost $1 $1 $1

Mining industry (R&D) 2,120¥             2,587¥               Other geophysical and geological exploration R&D
in mining industries $2 $2 $2

Movie & video production industry 196¥               － Development costs in the motion picture industry $25 $13 $9
Publishing, printing and related

industries (R&D) 45,239¥           －
Development costs in the radio and television, the
sound recording, and book publishing industries $50 $26 $18

Finance & insurance industries (salary) 11,645,893¥    12,078,410¥      New product development costs in the financial
services industries $45 $39 $29

First-class architects (salary) 131,918¥        75,394¥            New architectural and engineering designs $68 $42 $36
R&D in social sciences and humanities $8 $4 $4

Economic　Competencies 9,469,845¥     7,688,906¥       $685 $445 $335
Advertising expenditure 4,595,477¥     4,095,331¥       Purchases of advertising services $235 $151 $124

Outlays on market research $19 $12 $10

Education and training expenditure 775,733¥         678,590¥           
Direct firm expenses (in-hours trainers, outside

trainers, tuition reimbursement, and outside
training funds)

$23 $17 $13

Wage and salary costs of employee time in formal
and informal training $100 $72 $55

Purchased “organizational” or “structural” capital $81 $42 $28
Total salary of department heads in all

industries 4,098,635¥      2,914,986¥        Employment and wages in executive occupations $225 $150 $105

Total 39,883,950¥   33,864,247¥     $1,220 $760 $570
GDP 513,023,967¥ 492,384,867¥   

Ratio to GDP 7.8% 6.9% 13.2% 10.8% 10.6%
Source: METI

Figure 2.1.59  Provisional evaluation of intangible assets by asset (Japan-US comparison)
Japan United States

Science and technology related R&D $121 $101
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Notes:
1. All figures are standard deviation adjusted values assuming the average number of companies in the manufacturing industry worldwide that could obtain data is 50.
2. Discrepencies between industry types among countries and regions has not been taken into account in these figures.
3. The company number recorded next to each entry in this figure represents the number of companies used for the calculation in the applicable country or region.
Source: Intellectual Assets Study Group.

Figure 2.1.61  Characteristics of intellectual assets by region
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8. Summary of Section 1
Intellectual assets have a critical role to play in the shift to competitiveness based on incessant 
differentiation and innovation. 
While financial assets and tangible fixed assets are made liquid in the market through buying and selling 
and are easily evaluated in terms of quantity, it is difficult, or sometimes even impossible, to do this for 
intellectual assets. No matter how developed intellectual asset evaluation methods may become in future, 
some intellectual assets will remain inseparable from the company. Therefore, intellectual asset 
evaluation will inevitably continue to include some degree of qualitative description.
If value is created through intellectual assets and shared through disclosure by the company, not only 
shareholders, customers, and employees but also suppliers and the local community will be able to 
participate in that company’s value creation through evaluation of its value creation capacity, which in 
turn could itself become a corporate intellectual asset.
Utilization of relations with stakeholders as an intellectual asset differs from traditional Japanese-style 
management in two respects: (i) these relations are formed in a globally competitive environment; and 
(ii) the evaluation and disclosure of intellectual assets and the resulting new image of the company are 
open to international discussion on systemic reform. 
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participate in that company’s value creation through evaluation of its value creation capacity, which in 
turn could itself become a corporate intellectual asset.
Utilization of relations with stakeholders as an intellectual asset differs from traditional Japanese-style 
management in two respects: (i) these relations are formed in a globally competitive environment; and 
(ii) the evaluation and disclosure of intellectual assets and the resulting new image of the company are 
open to international discussion on systemic reform. 
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(1) The characteristics of intellectual assets differ from financial assets and tangible fixed assets 
in a number of respects. 

(2) Through evaluation of corporate value creation capacity, stakeholders can participate in the   
creation of that value, with their participation in turn becoming a corporate intellectual asset. 
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Figure 2.1.69  The case of stakeholder participation in value creation
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Section 2  Modality of competition among regional economies 
– Self diagnosis makes regional economies autonomous

1. The importance of regional economies
Revitalization of regional economies utilizing their unique characteristics is regarded as critical for the 

following reasons: (i) a resilient economic structure needs to be developed that can achieve sustainable 
development even in an economic environment made increasingly fluid by economic globalization; and 
(ii) regions need to engage proactively in the formulation of regional economic policies in line with the 
principle of leaving regions to do what they can do that forms a part of a devolution policy package. 

2. Trends in regional policies in Europe
Currently the EU has allocated one third of the total EU budget to regional polices and it is making 
efforts to reduce disparities in the level of development among regions and to reduce the backwardness 
of lagging regions.
Despite declining economic disparities among the European countries in terms of per capita GDP, 
there has been little improvement in the economic imbalance among local regions.
On the other hand, there are cases where regions have been successfully revitalized through the 
utilization of regional strengths such as culture, the environment, and human resources concentrations. 
As part of its regional policies, the EU continues to work on the introduction of support policies 
utilizing local government initiative and the creation of policy benchmarks that include quality of life. 
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following reasons: (i) a resilient economic structure needs to be developed that can achieve sustainable 
development even in an economic environment made increasingly fluid by economic globalization; and 
(ii) regions need to engage proactively in the formulation of regional economic policies in line with the 
principle of leaving regions to do what they can do that forms a part of a devolution policy package. 

2. Trends in regional policies in Europe
Currently the EU has allocated one third of the total EU budget to regional polices and it is making 
efforts to reduce disparities in the level of development among regions and to reduce the backwardness 
of lagging regions.
Despite declining economic disparities among the European countries in terms of per capita GDP, 
there has been little improvement in the economic imbalance among local regions.
On the other hand, there are cases where regions have been successfully revitalized through the 
utilization of regional strengths such as culture, the environment, and human resources concentrations. 
As part of its regional policies, the EU continues to work on the introduction of support policies 
utilizing local government initiative and the creation of policy benchmarks that include quality of life. 

(1) Despite declining economic disparities among EU members, the economic imbalance among 
local regions remains much the same.
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(2) The EU is working hard to revitalize local regions as a whole, and there are cases where regions  
have been successfully revitalized through the utilization of regional strengths such as culture, the    
environment, and human resources concentrations. 

Figure 2.2.1  Changes in per capita GDP in the 15 EU countries
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Figure 2.2.2  Per capita GDP disparities among EU regions
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Cases of successful regional revitalization through Cases of successful regional revitalization through 
utilization of regional strengths in the EUutilization of regional strengths in the EU

<Bilbao, Spain >
---Formulation of a revitalization strategy based on the principle of improving the quality of life. 
---Tourist numbers boosted and the city revitalized through urban revitalization with priority investment in culture. 
< Freiburg, Germany >
---Urban development emphasizing the environment and aiming for a sustainable society.
---Formation of the “Solar City,” which utilizes the regional characteristic of abundant sunlight and concentrates solar industry  

know-how. 
< Bologna (the Third Italy), Italy>
---Industrial development based on industrial clusters utilizing regional industries.
---Maintenance of high regional competitiveness as a result of various companies with distinct specializations and skilled engineers 

formulating regional networks. 



3. Trends in regional policies in Japan
While efforts at regional revitalization are expanding in each region, it will be vital to return to 
evaluation and analysis of regional economic structures as the foundation for construction of regional 
revitalization strategies. 
The framework for regional economic analysis can be divided into: (i) regional economic cyclical 
analysis, in which information on flows of people, goods, money, and information within and among 
regions is gathered and analyzed; and (ii) regionally-distinct asset analysis, in which information on 
concentrations of human resources in the region and “assets” possessed by the region in question, such 
as educational and cultural heritage, is gathered and analyzed. Integration of these two types of analysis 
produces an overall picture of the regional economy and opens the way for formulation of 
comprehensive regional strategies and policies without being bound by ideas from individual policy 
areas.
By utilizing the regional economic cyclical model, the characteristics of a particular region can be 

understood in terms of economic cycles, while engaging in this kind of analysis for each industry and 
business type enables the formulation of, region-specific industrial policies. 

3. Trends in regional policies in Japan
While efforts at regional revitalization are expanding in each region, it will be vital to return to 
evaluation and analysis of regional economic structures as the foundation for construction of regional 
revitalization strategies. 
The framework for regional economic analysis can be divided into: (i) regional economic cyclical 
analysis, in which information on flows of people, goods, money, and information within and among 
regions is gathered and analyzed; and (ii) regionally-distinct asset analysis, in which information on 
concentrations of human resources in the region and “assets” possessed by the region in question, such 
as educational and cultural heritage, is gathered and analyzed. Integration of these two types of analysis 
produces an overall picture of the regional economy and opens the way for formulation of 
comprehensive regional strategies and policies without being bound by ideas from individual policy 
areas.
By utilizing the regional economic cyclical model, the characteristics of a particular region can be 

understood in terms of economic cycles, while engaging in this kind of analysis for each industry and 
business type enables the formulation of, region-specific industrial policies. 

(1) There are examples of regional economic analyses centered on regional cyclical structures, 
drawing on limited statistical materials and original surveys for their data.
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< Iida, Shimoina region, Nagano Prefecture >
---The locally established Council for Research on Economic Independence analyzed the current status 

of the regional economy from the perspective of income and the value added created by industry.
---The analysis will be used in forming regional industry promotion policies aimed at boosting intra-

regional circulation. 

<Akasaka, Okayama Prefecture >
---Strategy formulated on the basis of a quantitative analysis of the economic cycle within the region. 
---Akasaka Natural Rice project (commercialization of rice balls) initiated to realize regional  

revitalization. 

Examples of regional economy analyses in JapanExamples of regional economy analyses in Japan



(2) The integrated use of regional economic cyclical analyses and regionally-distinct asset analyses 
will be vital in regional economic analysis and the use of such analysis for regional revitalization.

(3) The regional economic cyclical model, which illustrates the various flows of people, goods, money, 
and information within and among regional economies, reveals regional economic growth and 
decline mechanisms. 
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Figure 2.2.14  Concept diagram of regional economic analyses

Source: METI.
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Figure 2.2.15  Regional economic cyclical model

Source: Materials for Regional Economic Cycles Research Group compiled by Professor Hiroshi Matsubara, Tokyo 
University.
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Section 3  Modality of labor market competition 
– Human capital investment keyed to skill standards

1. Overview of proactive labor market policies in three countries directed at young people
The UK, Germany, and Sweden have implemented proactive labor market policies to increase the 

employability of young people through vocational training, rather than pursuing passive responses such as the 
ongoing payment of unemployment benefits. 

2. Evaluation of proactive labor market policies directed at young people
To ensure that training leads to actual employment, it has been suggested that a comprehensive mechanism 
needs to be established based on actual demand to deepen linkage between company needs and education 
and training through specifying skills. 
In addition to analyzing local labor markets and reflecting actual company demand, linking these steps with 
specific education and job training programs requires shared skill standards that are updated in line with 
market conditions. Skill standards provide the infrastructure for conducting the appropriate skills 
development to meet future demand in the changing labor market and for ensuring smooth labor transfers 
when workers face the risk of unemployment. 

1. Overview of proactive labor market policies in three countries directed at young people
The UK, Germany, and Sweden have implemented proactive labor market policies to increase the 

employability of young people through vocational training, rather than pursuing passive responses such as the 
ongoing payment of unemployment benefits. 

2. Evaluation of proactive labor market policies directed at young people
To ensure that training leads to actual employment, it has been suggested that a comprehensive mechanism 
needs to be established based on actual demand to deepen linkage between company needs and education 
and training through specifying skills. 
In addition to analyzing local labor markets and reflecting actual company demand, linking these steps with 
specific education and job training programs requires shared skill standards that are updated in line with 
market conditions. Skill standards provide the infrastructure for conducting the appropriate skills 
development to meet future demand in the changing labor market and for ensuring smooth labor transfers 
when workers face the risk of unemployment. 

(1) The European countries experienced a high rate of youth unemployment in the 1990s. 
The youth unemployment rate is rising in Japan.
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(2) The existence of skill standards that can be updated in line with market conditions is critical in 
the implementation of specific education and vocational training programs. 

Figure 2.3.1  Changes in the youth unemployment rate since 1990
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Summary of the evaluation of proactive labor market policies dirSummary of the evaluation of proactive labor market policies directed at young people ected at young people 

(a) When training is implemented as a mere formality without reflecting the conditions or needs of local labor 
markets, (i) people participate in the system as a mere formality as a means of receiving unemployment benefits, 
and do not become motivated to work; furthermore, (ii) because company employers hire young people or take 
them on as trainees only in order to receive employment subsidies, actual employment is not created. 

(b) To avoid this kind of situation and create a bridge to actual employment, a comprehensive mechanism needs to 
be instituted based on actual demand to deepen the linkage between company needs and education and training 
through the medium of specific skills.

(c) At the same time, programs should be implemented and ongoing conscientious follow-ups carried out based on a 
detailed grasp of local needs. For example, personal advisors could be utilized, and employment-related services 
provided locally as a one-stop service.



3. Skill standards
The UK and Germany have developed comprehensive skill standards.

3. Skill standards
The UK and Germany have developed comprehensive skill standards.

(1) The National Vocational Qualifications (NVQ) system is an industry skill evaluation system embracing all 
industries in the UK. Under this system, the same qualification levels apply across all positions and general 
educational qualifications are also integrated into the system.

(2) The German vocational qualifications system is applied to 356 industries and embraces nearly all economic 
activity.
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4. Efforts in Japan and future agenda
The development of skill standards has become a key policy issue in Japan in terms of steadily linking 
economic growth to employment creation, improving human capital in combination with corporate IT 
investment and organizational reform, ensuring meaningful evaluations of human capital investment in 
public policy, and pursuing targeted human resource strategies that meet the region-specific needs.
The development of detailed skill standards as a scale for evaluating those elements of codifiable
human resources can become the base for realization of teamwork that combines human resources 
possessing diverse skills. Creation of such base would in turn lead to the development of a new 
modality of competition in the labor market, in which individuals can utilize their distinct qualities to 
compete in the human resources market. 

4. Efforts in Japan and future agenda
The development of skill standards has become a key policy issue in Japan in terms of steadily linking 
economic growth to employment creation, improving human capital in combination with corporate IT 
investment and organizational reform, ensuring meaningful evaluations of human capital investment in 
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The development of detailed skill standards as a scale for evaluating those elements of codifiable
human resources can become the base for realization of teamwork that combines human resources 
possessing diverse skills. Creation of such base would in turn lead to the development of a new 
modality of competition in the labor market, in which individuals can utilize their distinct qualities to 
compete in the human resources market. 

(1) Comparing the systems in Japan and the UK, while it is difficult to generalize, the Japanese working population 
appears to have a lower ratio of qualified workers than in the UK.
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Figure 2.3.7  Number of participants and number of qualified workers in 2001 by field
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Section 4  Summary of Chapter 2

In order to build a resilient economic structure that ensures prosperity even in a global economic 
environment, Japan should adopt differentiation and innovation as the core modality of competition 
throughout the economy, and should accordingly develop diverse evaluation scales beyond those that  are 
quantifiable and uniform.
Developing evaluation scales for the intellectual assets of companies and regions and skills of individuals, 
and carrying out assessment of specific elements other than just price can serve as a new “bridge” to link 
supply and demand, and promote reorganization on the supply-side. 

In order to build a resilient economic structure that ensures prosperity even in a global economic 
environment, Japan should adopt differentiation and innovation as the core modality of competition 
throughout the economy, and should accordingly develop diverse evaluation scales beyond those that  are 
quantifiable and uniform.
Developing evaluation scales for the intellectual assets of companies and regions and skills of individuals, 
and carrying out assessment of specific elements other than just price can serve as a new “bridge” to link 
supply and demand, and promote reorganization on the supply-side. 
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(1) Evaluations can be based on universal scale or diversified scales. The former can be quantified 
relatively easily, while the latter tends to be more qualitative.

(2)Evolution of evaluation scales affects modalities of competition. The following points need to be 
kept in mind: 

(a) A long-term and broad-ranging perspective needs to be adopted (that 
takes into account non-economic value as well).

(b) Priority needs to be placed on the spontaneous evolution of practices in 
the private sector, rather than on homogenous systematization.

(c) Aim for the coexistence of diverse evaluation scales.
(d) Aim to upgrade the value creation environment rather than preserving 

the status quo.
(e) Make a leading contribution to international discussion. 

Competition for 
differentiation

Figure 2.4.1  Three-storey structure of the “value evaluation” of 
companies, regions, and individuals
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Chapter 3  Transition to a “new value creation economy” and East Asian economic integration

Section 1  Deepening economic relations in the East Asian region

1. Trends in intra-regional trade
The value of intra-regional exports in East Asia is growing, nearly doubling over the decade leading up 
to 2002. In addition, looking at the ratio of intra-regional exports to total exports, although the ratio as a 
whole has leveled out, exports of machinery, in particular general machinery and electric machinery, 
demonstrate remarkable growth. 
The increasing closeness of trade in East Asia can be seen by looking at the trade intensity index  
(closeness by trade volume as a whole), which shows that even excluding factors such as geographical 
distance, the figures among much of East Asia are higher than the unity (global average) and have risen 
since 1995. In addition, the trade complementarity index (closeness by product component) in the East   
Asian region, Japan included, is already at a level similar to that of the European Union (EU) and North 
American Free Trade Agreement (NAFTA) area when they commenced their processes, suggesting high 
complementarity within the East Asian region. 

1. Trends in intra-regional trade
The value of intra-regional exports in East Asia is growing, nearly doubling over the decade leading up 
to 2002. In addition, looking at the ratio of intra-regional exports to total exports, although the ratio as a 
whole has leveled out, exports of machinery, in particular general machinery and electric machinery, 
demonstrate remarkable growth. 
The increasing closeness of trade in East Asia can be seen by looking at the trade intensity index  
(closeness by trade volume as a whole), which shows that even excluding factors such as geographical 
distance, the figures among much of East Asia are higher than the unity (global average) and have risen 
since 1995. In addition, the trade complementarity index (closeness by product component) in the East   
Asian region, Japan included, is already at a level similar to that of the European Union (EU) and North 
American Free Trade Agreement (NAFTA) area when they commenced their processes, suggesting high 
complementarity within the East Asian region. 

(1) Intra-regional trade in East Asia has approximately doubled over the last decade. 
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(Unit: US$ billion, %)

1992 1997 2002 1992 1997 2002
331.2 551.4 642.0 166.1 306.0 374.0
(40.0) (43.5) (43.3) (20.1) (24.1) (25.2)
17.5 25.4 23.5 6.1 11.2 9.1

(56.9) (59.4) (54.0) (20.0) (26.2) (21.0)
15.1 26.7 33.0 7.3 14.5 18.1

(44.3) (46.2) (46.1) (21.5) (25.0) (25.3)
144.7 259.5 351.9 61.5 129.7 208.3
(32.6) (37.8) (41.3) (13.9) (18.9) (24.5)
44.8 81.4 106.7 17.3 39.4 62.3

(34.8) (37.7) (41.0) (13.5) (18.3) (24.0)
68.2 136.7 199.7 32.4 74.6 127.1

(40.7) (47.4) (52.5) (19.4) (25.9) (33.4)
18.7 20.7 20.0 6.0 7.2 7.0

(16.9) (16.4) (13.1) (5.4) (5.7) (4.6)
13.0 20.6 25.5 5.7 8.4 11.9

(35.5) (37.1) (43.9) (15.6) (15.1) (20.5)
153.9 239.8 233.6 91.1 150.7 138.4
(48.1) (49.8) (45.3) (28.5) (31.3) (26.8)

Source: UN Comtrade (United Nations).

Notes:
1. The upper figure is the total of intra-regional exports, the lower figure is the intra-
regional export ratio.
2. The data does not include Taiwan in “East Asia” due to lack of data availability.
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Figure 3.1.2  Trends in intra-regional trade in East Asia

Within East Asia Within East Asia (excluding Japan) 



(2) Among the various parings of East Asian countries and regions, more than half demonstrate  
rapidly rising levels of trade intensity indices due to substantive economic closeness. 
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Cambodia China Hong Kong Indonesia Korea Malaysia Philippines Singapore Taiwan Thailand Vietnam Japan
Cambodia － 1.55 0.34 0.16 0.76 2.36 1.14 4.27 1.29 2.48 9.41 0.59
China 1.01 － 10.22 2.88 5.92 1.96 1.41 2.33 2.99 3.10 2.86 5.88
Hong Kong 9.34 12.11 － 5.95 3.80 6.78 12.95 6.28 6.53 4.79 5.95 2.79
Indonesia 0.75 0.10 1.14 － 13.08 7.58 7.39 3.14 8.41 7.48 3.54 6.08
Korea 1.45 10.96 2.70 8.45 － 3.86 7.31 3.14 8.63 4.48 6.97 11.57
Malaysia 0.82 4.27 2.19 5.91 6.83 － 5.11 24.24 7.96 9.56 2.80 5.83
Philippines 0.28 0.10 2.23 1.30 7.83 9.17 － 8.01 15.97 9.10 0.96 12.45
Singapore 20.44 4.23 4.87 15.51 5.96 21.31 11.81 － 7.61 10.60 14.88 4.90
Taiwan 2.44 13.80 4.43 4.09 5.22 5.90 6.48 4.36 － 5.92 7.49 12.66
Thailand 33.05 4.98 2.34 7.93 4.04 8.61 7.58 9.55 6.32 － 7.23 10.18
Vietnam 35.27 5.22 0.85 7.79 4.80 4.58 11.57 7.69 5.94 7.62 － 2.64

Cambodia － 0.00 0.01 0.21 0.00 2.41 0.00 0.00 0.00 2.14 3.17 0.04
China 1.65 － 11.71 3.82 8.26 1.84 4.24 3.16 1.25 4.07 2.90 2.97
Hong Kong 1.07 25.57 － 2.34 2.98 1.90 7.10 3.83 2.05 3.22 2.20 0.95
Indonesia 7.51 3.07 1.76 － 12.37 4.91 7.67 8.33 1.55 5.28 2.92 4.37
Korea 0.00 5.62 4.11 9.05 － 5.04 7.31 7.18 6.69 6.70 6.47 2.12
Malaysia 5.01 1.96 2.59 5.04 5.04 － 5.42 27.77 5.81 13.46 2.18 1.94
Philippines 0.08 0.92 2.29 2.79 4.70 3.86 － 7.69 19.05 15.51 4.26 2.45
Singapore 20.15 1.79 4.15 5.77 5.06 40.96 10.01 － 6.91 19.98 9.07 1.21
Taiwan 0.01 4.75 4.99 0.19 5.31 4.99 5.25 3.85 － 3.39 0.44 3.11
Thailand 84.51 2.22 2.38 5.08 3.10 7.83 4.50 15.53 2.21 － 5.55 2.84
Vietnam 309.55 4.34 2.79 10.27 0.00 4.56 12.45 10.30 3.62 2.54 － 4.56

Cambodia － 2.05 3.02 2.76 1.91 3.40 2.82 3.29 2.52 3.76 3.35 1.63
China 2.05 － 2.76 1.36 3.43 1.66 2.29 1.61 2.91 2.07 2.55 2.69
Hong Kong 3.02 2.76 － 2.10 2.69 2.46 3.31 2.42 3.53 2.90 3.49 2.27
Indonesia 2.76 1.36 2.10 － 1.35 3.27 2.32 3.48 1.85 2.56 2.20 1.21
Korea 1.91 3.43 2.69 1.35 － 1.57 2.40 1.54 3.07 1.89 2.34 3.29
Malaysia 3.40 1.66 2.46 3.27 1.57 － 2.48 3.94 2.10 3.27 2.72 1.34
Philippines 2.82 2.29 3.31 2.32 2.40 2.48 － 2.52 3.27 2.62 2.89 2.36
Singapore 3.29 1.61 2.42 3.48 1.54 3.94 2.52 － 2.10 3.10 2.63 1.34
Taiwan 2.52 2.91 3.53 1.85 3.07 2.10 3.27 2.10 － 2.45 2.95 2.68
Thailand 3.76 2.07 2.90 2.56 1.89 3.27 2.62 3.10 2.45 － 3.41 1.57
Vietnam 3.35 2.55 3.49 2.20 2.34 2.72 2.89 2.63 2.95 3.41 － 1.91

Average 2.89 2.27 2.87 2.33 2.22 2.68 2.69 2.66 2.67 2.80 2.85 2.23

Source: World Bank (2003). 

Notes:
1. East Asia refers to Cambodia, China, NIEs, ASEAN4 and Vietnam.
2. Trade intensity index (export base) is defined as: ( value of country i's export to country j / total exports of country i) / (value of world exports to country j / total world exports).
3. Estimated distance adjusted trade intensity index was calculated using the result of regression analysis (the explained variable: trade intensity index, the explanatory variable: geographic distance
between two countries) based on world trade data.
4. 　　　  signifies the figures which exceed the expected distance adjusted trade intensity indices and the traditional trade intensity indices of 1995.

Figure 3.1.4  Distance adjusted and traditional trade intensity indices in East Asia

Expected distance adjusted trade intensity indices

 Traditional trade intensity indices (2001) 

Traditional trade intensity indices (1995)

Exporting
country/region



(3) The trade complementarity index in the East Asian region, including Japan, is already at a 
level similar to that of the EU and NAFTA when they were first formed. 
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EEC
US/Canada
NAFTA

East Asia

1992 1997 2002 1997 2002
East Asia 62.5 66.8 68.0 4.3 5.5
EU 75.0 80.6 81.0 5.6 6.0
NAFTA 65.2 70.1 71.6 4.9 6.4

1992 1997 2002 1997 2002
East Asia 62.0 64.3 65.8 2.3 3.8
EU 78.9 82.4 81.4 3.5 2.5
NAFTA 67.3 68.7 72.9 1.4 5.6

1992 1997 2002 1997 2002
East Asia 77.6 82.5 83.1 4.9 5.5
EU 85.0 87.6 89.2 2.6 4.2
NAFTA 81.8 84.5 83.4 2.7 1.6

Trade complementarity index
53.4
64.3

Year of establishment
1958
1989
199456.3

Trade complementarity index (all goods) 

Trade complementarity index (finished machinery) Increase/decrease

68.0 2002
(Reference)

Notes:
1. The trade complementarity index can show how well the export profile of one country, or group of
countries, matches the import profiles of others. The index is zero when no goods exported by one
country is imported by the other, and 100 when the export-import shares exactly match.

Figure 3.1.5  Trade complementarity indices by region

Note: Computation for East Asia was based on UN Comtrade  (United Nations) with reference to World
Bank (2003).

Source: Computations based on UN Comtrade (United Nations) with reference to World Bank (2003).
ｍik: the share of good i in the imports of country k, Ｘij: the share of good i in the exports of country j.

2. Trade complementarity index (Cij) is defined as:
　　Cij＝100－Σ (｜mik－Xij｜÷2)

Source: Yeats, A. (1998), “What can be expected from African Regional Trade Arrangements?”

Trade complementarity index (machinery components) Increase/decrease 

Increase/decrease



2. Analysis of international production networks in East Asia
East Asia is seeing an increasing amount of  intra-industry trade in the sense of different models of the same 
kind of product being produced in different parts of the region according to their quality and attributes, with 
the differentiated products then also traded within the region. There has also been an increase in sharing of 
the production process, with the various elements of the supply chain from raw materials through to the 
finished products divided within the region and then linked through trade. 
One of the characteristics of division of the production process in the machinery sector in East Asia is the 
emergence of a pattern whereby China handles final assembly while other parts of East Asia supply the 
components. 
Particularly in the machinery sector, falling tariff rates in the region for components have been a factor 
boosting the intra-regional division of the production process due to expanded parts trade.

2. Analysis of international production networks in East Asia
East Asia is seeing an increasing amount of  intra-industry trade in the sense of different models of the same 
kind of product being produced in different parts of the region according to their quality and attributes, with 
the differentiated products then also traded within the region. There has also been an increase in sharing of 
the production process, with the various elements of the supply chain from raw materials through to the 
finished products divided within the region and then linked through trade. 
One of the characteristics of division of the production process in the machinery sector in East Asia is the 
emergence of a pattern whereby China handles final assembly while other parts of East Asia supply the 
components. 
Particularly in the machinery sector, falling tariff rates in the region for components have been a factor 
boosting the intra-regional division of the production process due to expanded parts trade.

(1) Compared to the EU, the growing closeness of economic relations in East Asia in recent years has 
been concentrated in expanding vertical intra-industry trade. 

(2) In East Asia, components are manufactured 
primarily in Japan and products are assembled 
in other countries and regions such as China 
and Thailand. 

(3) In the machinery sector, a pattern of division of  
the production process has formed whereby China  
handles final assembly while the Association of 
Southeast Asian Nations (ASEAN) countries 
supply parts.
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SITC Product 1987 1995 2001 1987 1995 2001
7599 Parts of office machines 50,722 490,818 2,869,804 0.94 1.88 6.45
7764 Electronic microcircuits 10,199 228,983 2,021,807 0.19 0.88 4.54
7649 Parts of telecom equipment 473,013 1,235,248 1,570,519 8.75 4.74 3.53

(Subtotal of above top 3) (533,934) (1,955,049) (6,462,130) (9.88) (7.50) (14.52)
5138 Poly-carbonic acids 890 230,246 1,084,298 0.02 0.88 2.44
5831 Polyethylene 42,910 548,252 997,861 0.79 2.10 2.24
5833 Polystyrene 68,824 535,690 806,538 1.27 2.06 1.81
7284 Special industry machines 73,015 460,893 716,848 1.35 1.77 1.61
3330 Petroleum oils 0 803,865 628,421 0.00 3.09 1.41
5112 Cyclic hydrocarbons 6,252 408,371 626,479 0.12 1.57 1.41
7768 Piezo-electric crystals 7,925 70,075 622,133 0.15 0.27 1.40

Figure 3.1.13  The ten largest products in exports from East Asia to China (1987, 1995, 2001)

Note: East Asia refers to Brunei, Cambodia, NIEs, ASEAN4, Lao PDR, Mongolia, Vietnam.

(Unit: US$ thousand, %)

Source: World Bank (2003). 

Export value Export share

(Unit: %) 

One-way trade Vertical
intra-industry trade

Horizontal
intra-industry trade

1996 34.0 37.5 28.5
1997 35.0 38.9 26.1
1998 33.5 40.0 26.6
1999 33.2 40.6 26.2
2000 34.1 40.0 25.8

(Unit: %) 

One-way trade Vertical
intra-industry trade

Horizontal
intra-industry trade

1996 78.7 16.6 4.7
1997 76.1 17.8 6.1
1998 75.0 20.0 5.1
1999 70.3 24.6 5.1
2000 68.7 23.7 7.6

Source: Fukao, Ishido, Ito, Yoshiike (2003). 

○ Intra-regional trade in EU

○ Intra-regional trade in East Asia

Notes: EU here refers to Belgium, Denmark, France, Germany, Greece, Ireland, Italy,
Luxembourg, Netherlands, Portugal, Spain and UK. East Asia refers to China,
ASEAN4 (Indonesia, Malaysia, Thailand, Philippines), NIEs 3 (Hong Kong, Korea,
Singapore), and Japan.

Figure 3.1.6  The share of the three trade types in EU and East Asia

East Asia 　　EU

Source: Fukao, Ishido, Ito, Yoshiike (2003). 

Figure 3.1.7  The share of the three types in intra-East Asian trade and intra-EU trade: by industry, 1996 and 2000 

OWT
（One-Way Trade）

HIIT
(Horizontal Intra-
　　Industry Trade)

　　VIIT
(Vertical Intra-

　　Industry Trade)

Agriculture

Metal products

Chemicals

Electric machinery

Food and beverages

General and precision machinery

Light industry

Mining Others

Pottery products

Textiles

Wood and paper

Transportation
machinery

OWT
（One-Way Trade）

HIIT
(Horizontal Intra-
　　Industry Trade)

　　　　　   VIIT
(Vertical Intra-

　　Industry Trade)

Agriculture

Metal products

Chemicals

Electric machinery

Food and beverages

General and precision machinery

Light industry

Mining

Others
Pottery products

Textiles

Transportation machinery

Wood and paper

(Unit: %)

1985 1995 2001 1985 1995 2001
East Asia

Japan 43.3 58.3 56.7 3.3 8.3 21.7
China 6.7 11.7 20.0 41.7 55.0 53.3
Hong Kong 18.3 23.3 23.3 36.7 23.3 31.7
Korea 6.7 13.3 15.0 25.0 41.7 33.3
Taiwan 20.0 31.7 28.3 13.3 35.0 31.7
Singapore 20.0 23.3 20.0 36.7 40.0 38.3
Malaysia 8.3 15.0 18.3 53.3 45.0 43.3
Thailand 8.3 11.7 15.0 33.3 55.0 58.3
Philippines 6.7 10.0 10.0 38.3 50.0 31.7
Indonesia 0.0 5.0 10.0 65.0 55.0 63.3

3.　　  signifies the figures which exceed 50%.
Source: World Bank (2003). 

Figure 3.1.10  Proportion of components in which East Asian countries and regions have comparative advantage

Export (Production Operations) Import (Assembly Operations)

Notes:
1. The figures in the table are the proportion of components whose RCA index is greater than 1. The RCA index was calculated
using the export and import data of 60 components classified by SITC (the Standard International Trade Classification).

2. RCA index (export) ＝  (exports of product j from country i / total exports of country i)
         (world exports of product j / total world exports)

    RCA index (import) ＝  (imports of product j of country i / total imports of country i)
       (world imports of product j / total world imports)



(4) Falling tariff rates on components in the region have been a factor boosting the international 
division of the production process in the machinery sector.
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Source: Computations based on PC Integrated Data Base / IDB CD-ROM Release 11 (December 2003) (WTO).

4. The definition of “component” comes from Research Concerning the Creation of Trade Index (Institute for International
    Trade and Investment).

    so the figures of  1997 and 2001 are on a straight line.
3. For the period 1996-2001, the average tariff rate for machinery and components in Japan, Singapore and Hong Kong were
   0.1%, 0.0% , 0.0%, respectively. The rate of Thailand (data only for 1999) was 10.4% for machinery and 9.5% for components
    (all based on weighted averages).

Notes:
1. The figure is the average of the applied tariff rate for each product weighted by the value of imports. However the figures of

Figure 3.1.14  Trend of changes in the applied tariff rate : machinery and components

    Indonesia and Malaysia are simple averages due to the limitations of data.
2. Only the available data for the period 1996-2001 was plotted. The data for China was not available for the period 1998-2000
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Section 2  International division of functions and its determinants

1. Division of functions by Japanese companies operating in China– A case study
A study was undertaken to identify the specific division of functions between Japan and China employed 
by Japanese companies operating in China. Four Japanese companies were examined, including both 
manufacturing and non-manufacturing companies and small and large firms. 
The study found that the companies continued to maintain and enhance domestically (i) production 
functions for high value-added products; and (ii) innovation functions such as product design, R&D and 
system design. It was also found that these companies were actively developing their Chinese operations 
as production and sales bases by utilizing and realizing domestically-created technology and systems 
with some adaptation to China. 

1. Division of functions by Japanese companies operating in China– A case study
A study was undertaken to identify the specific division of functions between Japan and China employed 
by Japanese companies operating in China. Four Japanese companies were examined, including both 
manufacturing and non-manufacturing companies and small and large firms. 
The study found that the companies continued to maintain and enhance domestically (i) production 
functions for high value-added products; and (ii) innovation functions such as product design, R&D and 
system design. It was also found that these companies were actively developing their Chinese operations 
as production and sales bases by utilizing and realizing domestically-created technology and systems 
with some adaptation to China. 

(1) There is a clear division of roles in the production process, with home operations specializing 
in technology development (development of added value) and China operations serving as 
production platforms (production of added value). 

(2) Japanese companies are developing their Chinese operations by using domestically-created 
intellectual assets in their overseas market entry strategies. 
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Japan
(home country)

         Headquarters
(Planning/development)

Headquarters
(Product development/

design)
Affiliated companies in Japan    Sales headquarters

         (reimport)

Overseas market
(China) Affiliated companies in China Affiliated companies

in China

Affiliated companies in
China and distribution

in China

Third country Affiliated companies
in Europe and US

Worldwide
(Europe, the US, etc.)

Japanese components manufacturers in
China
Chinese local components manufacturers
Taiwanese components manufacturers in
China
Original design manufacturing companies
of Asian regions other than China

Source: METI based on the interview with company A. 
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Figure 3.2.1 System of division of the production process for the digital camera product A

Marketing/product planning Component production Product assembly SalesProduct development

Supply

Supply

Supply

Source: METI based on company F’s pamphlet.

Figure 3.2.8  The image of company F’s division of functions between Japan and China
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Source: METI.

Figure 3.2.9  The system of Japanese companies’ division of
functions between Japan and China
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2. Patterns in division of functions and intellectual assets
No particular methods have been established for the evaluation of intellectual assets on a country basis, nor is 

it always possible to acquire sufficient data samples. However, where two provisional evaluation indices, 
namely skill intensity and intellectual intensity are employed, Japan scores highly alongside Europe and the US, 
and, at this stage, considerably higher than the rest of East Asia.

2. Patterns in division of functions and intellectual assets
No particular methods have been established for the evaluation of intellectual assets on a country basis, nor is 

it always possible to acquire sufficient data samples. However, where two provisional evaluation indices, 
namely skill intensity and intellectual intensity are employed, Japan scores highly alongside Europe and the US, 
and, at this stage, considerably higher than the rest of East Asia.

(1) Looking at the ratio of the added value of a country’s workers engaged in those jobs that require expert 
knowledge and those that are engaged in production activities (skill intensity), Japan maintains a relatively  
high level compared to the rest of East Asia.

(2) The results of provisional evaluations from representative indices, such as corporate reform capacity, 
efficiency and R&D expenses, show that Europe, the US and Japan tend to have high levels of intellectual  
assets. 

(3) The representative index of adjusted standard deviation scores, obtained by multiplying per capita sales by 
the ratio of tangible fixed asset turnover, shows a similar tendency.
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Figure 3.2.15  Skill intensity by country and region

0.0

0.2

0.4

0.6

0.8

US EU Japan East Asia NIEs ASEAN4 China

Notes:
1.  “Skill intensity” is defined as: (total of value-added production by skilled labor) / (the total of value-added production by unskilled labor).
2. The distinction here between skilled and unskilled labor follows the ILO definitions for skilled labor (plofessional workers and other occupations requiring
specialized knowledge) and unskilled labor (production workers and other manual laborers).
3. The figures are based on the GTAP Version 5 data for skill intensity (1997 basis), which were estimated using the above definitions.
Source: GTAP Version 5 Data Base (GTAP).

(Excluding Japan)
(East Asia breakdown)

Figure 3.2.16  Provisional intellectual asset evaluation indices A  by country and region
(composite of 5 items)
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51

52

North America Europe Japan East Asia
Notes:
1. Refer to Chapter 2 for details of the methodology. The calculation for the five items is a simple average of the deviation value of each item.
2. The indices were calculated for the manufacturing industry.
3. The year of the data is the latest business accounting year for which data is available (mostly the year 2002).
4. “North America” here refers to US and Canada.  “Europe” refers to UK, Germany, France, Italy, Sweden, Norway, Finland, Denmark, and Netherlands.
    “East Asia” refers to NIEs, ASEAN4, and China.
Source: Intellectual Assets Study Group.

(Excluding Japan)

Figure 3.2.18  Provisional intellectual asset evaluation indices B by country and region
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Notes:
1. The indices were calculated for all industries.
2. The data was compiled from the publicly listed companies for which both the latest business accounting year (mostly the year 2002) and the year three years
before that (mostly 1999) were available.
3. “Europe” here refers to UK, Germany, France, Italy, Sweden, Norway, Finland, Denmark, Netherlands, Ireland, Belgium, Austria, and Sweden.
    “East Asia” here refers to Malaysia, Thailand, and Singapore, due to the limitations of data.
Source: Intellectual Assets Study Group.

(Excluding Japan)



3. Japan’s export competitiveness from the standpoint of intellectual assets
Using a trade specialization coefficient adjusted by skill intensity and intellectual intensity to look at 

Japan’s competitive advantage in trade, Japan’s figures are improving in comparison with cases in which 
the two factors are not taken into account. Given that the quality of human capital and intellectual assets
of a country are unlikely to undergo any major changes in the short-term, Japan should seek to boost its 
competitiveness on the basis of its human capital and intellectual assets.

3. Japan’s export competitiveness from the standpoint of intellectual assets
Using a trade specialization coefficient adjusted by skill intensity and intellectual intensity to look at 

Japan’s competitive advantage in trade, Japan’s figures are improving in comparison with cases in which 
the two factors are not taken into account. Given that the quality of human capital and intellectual assets
of a country are unlikely to undergo any major changes in the short-term, Japan should seek to boost its 
competitiveness on the basis of its human capital and intellectual assets.

(1) The comparative advantage of Japan’s trade goods, if adjusted by skill intensity and intellectual 
intensity, shows improvement.
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Figure 3.2.20  Composition of comparitive advantages and disadvantages in Japan’s trade commodities (2003)

(1) World
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Notes:
1. The trade specialization coefficient was calculated at the HS 4-digit level. The coefficient was classified into the following ranges (most disadvantageous: under -0.6, disadvantageous: -0.6 to under -0.2,
      neutral: -0.2  to under 0.2, advantageous: 0.2 to under 0.6, most advantageous: 0.6 or above) and the relative composition of the number of included items was calculated. China is excluded in (3) since
      the intellectual intensity could not be calculated due to lack of data availability.
2. Refer to note in Figure 3.2.15 for skill intensity, and refer to note in Figure 3.2.18 for intellectual intensity (provisional intellectual asset evaluation indices B  by country and region).
3. The trade specialization coefficients were calculated as follows:
 (1) Trade specialization coefficient = (value of exports - value of imports) / (value of exports + value of imports).
 (2) Trade specialization coefficient adjusted by skill intensity = (skill intensity  ×  value of exports of the exporting country - skill intensity × value of imports of the importing country) / (skill intensity ×value of
        exports of the exporting country + skill intensity × value of imports of the importing country).
 (3) Trade specialization coefficient adjusted by intellectual intensity = (intellectual intensity × value of exports of the exporting country - intellectual intensity × value of imports of the importing country) /
       (intellectual intensity × value of exports of the exporting country + intellectual intensity × value of imports of the importing country).
Sources: Computations based on Trade Statistics  (Ministry of Finance),  GTAP Version 5 Data Base (GTAP), Intellectual Assets Study Group.
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Section 3  Challenges facing Japan in the process of economic integration and liberalization

1. International comparisons of Japan’s export competitiveness from the standpoint of   
added value and intellectual assets

In comparison with the US, both Japan’s high value-added exports and products with competitive 
advantage (adjusted by skill intensity and intellectual intensity) tend to be concentrated in specific areas. 
Japan’s ability to produce and export a wide variety of goods has been decreasing in recent years. 
In the future, should economic integration in East Asia progress further through the conclusion of 
economic partnership agreements (EPAs) etc., Japan’s challenge will be to form the foundations for 
participating in vigorous trade in a variety of industries based on attributes and quality differentiation. 
Not only will Japan have to promote the differentiation and innovation of export products, it must 
create an environment in which the innovation functions in the international division of functions 
described in Section 2 remain in Japan. These issues are inextricably linked to the challenge of 
increasing the roles of intellectual assets in companies and in regions discussed in Chapter 2.

1. International comparisons of Japan’s export competitiveness from the standpoint of   
added value and intellectual assets

In comparison with the US, both Japan’s high value-added exports and products with competitive 
advantage (adjusted by skill intensity and intellectual intensity) tend to be concentrated in specific areas. 
Japan’s ability to produce and export a wide variety of goods has been decreasing in recent years. 
In the future, should economic integration in East Asia progress further through the conclusion of 
economic partnership agreements (EPAs) etc., Japan’s challenge will be to form the foundations for 
participating in vigorous trade in a variety of industries based on attributes and quality differentiation. 
Not only will Japan have to promote the differentiation and innovation of export products, it must 
create an environment in which the innovation functions in the international division of functions 
described in Section 2 remain in Japan. These issues are inextricably linked to the challenge of 
increasing the roles of intellectual assets in companies and in regions discussed in Chapter 2.

(1) Looking at improvements in the trade specialization coefficient adjusted by skill intensity and 
intellectual intensity, the US has seen greater improvement over a wider range of products. 

(2) Japan needs to strengthen its foundations toward the production of diverse goods and 
participation in trade. 
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Japan US Japan US Japan US
All goods 35.53 31.42 3.47 10.67 -7.20 -0.24 0.80 -1.04

Chemical industrial products 7.42 8.44 0.24 2.06 -1.82 0.24 -0.16 0.40
Iron and steel 2.82 0.48 0.40 -0.16 0.56 0.00 0.00 0.00
General machinery 5.32 1.27 -0.16 1.20 -1.36 -0.56 0.16 -0.72
Electrical machinery 2.50 0.72 0.00 0.55 -0.55 0.00 0.00 0.00
Transport machinery 1.93 1.44 0.16 0.16 0.00 -0.08 0.00 -0.08
Precision machinery 1.93 0.88 0.00 0.71 -0.71 -0.08 0.08 -0.16
Others 13.62 18.22 2.82 6.12 -3.30 0.24 0.72 -0.48

Note: Computations based on Figure 3.2.20 and Figure 3.3.5.
Sources: Trade Statistics  (Ministry of Finance), World Trade Atlas  (Global Trade Information Services), GTAP Version 5
              Data Base  (GTAP), Intellectual Assets Study Group.

Trade specialization
coefficient

Trade specialization coefficient
range

0.2 - 1.0 Share

Adjustment by skill intensity Adjustment by
intellectual intensity

Figure 3.3.6  Comparison of the degree of improvement of the trade specialization coefficients in Japan and the US

Difference DifferenceImprovement range Improvement range

1972 1988 1990 2001
Japan 1 1 3 7
UK 2 4 4 3
Germany 3 3 2 2
Canada 4 2 1 1
France 5 6 5 6
Italy 6 5 6 5
Taiwan 10 7 7 9
Mexico 13 12 10 8
Korea 18 8 9 10
China 28 10 8 4

Source: Broda and Weinstein (2004).

Figure 3.3.7  Ranking of exporters in terms of variety of goods imported by the US

Note: The ranking is based on the number of tariff code lines for imported goods by the US.



2. Progress of economic liberalization and intellectual assets
In analysis of the relation between intellectual asset evaluation scales and the degree of economic 
liberalization, the higher the evaluation scale, the higher the degree of economic liberalization (and the 
lower the proportion of import tariff income in total import figures) for all countries, including 
developing countries. This suggests that the transition to a “new value creation economy” through the 
enhancement of intellectual assets will lay the groundwork for East Asian economic integration while 
economic integration will work synergistically to promote the transition to a “new value creation 
economy”. 
A significant issue for Japanese industries in achieving value creation through the utilization 
intellectual assets is the epidemic in counterfeit and pirated products. To correct this situation, the 
Japanese government has been calling on other countries not only to develop domestic legislation but 
also to operate that legislation appropriately and effectively and to strengthen administrative and 
judicial crackdowns. The government is providing cooperation to that end.

2. Progress of economic liberalization and intellectual assets
In analysis of the relation between intellectual asset evaluation scales and the degree of economic 
liberalization, the higher the evaluation scale, the higher the degree of economic liberalization (and the 
lower the proportion of import tariff income in total import figures) for all countries, including 
developing countries. This suggests that the transition to a “new value creation economy” through the 
enhancement of intellectual assets will lay the groundwork for East Asian economic integration while 
economic integration will work synergistically to promote the transition to a “new value creation 
economy”. 
A significant issue for Japanese industries in achieving value creation through the utilization 
intellectual assets is the epidemic in counterfeit and pirated products. To correct this situation, the 
Japanese government has been calling on other countries not only to develop domestic legislation but 
also to operate that legislation appropriately and effectively and to strengthen administrative and 
judicial crackdowns. The government is providing cooperation to that end.

(1) In these three evaluation scales, the positive correlation between the degree of economic 
liberalization and that of the tendency for intellectual assets was confirmed. 
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Figure 3.3.8  Tariff rate and skill intensity by country and region
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Notes:
1. The tariff rate was calculated as a ratio of government tax income from imports to the total value of imports.
    For EU countries and China, due to the limitations of data, government tax income from trade was used for calculations.
2. For the most part the latest tariff rate was used, but due to the limitations of data, the year used for the following countries and regions were:
    2002: Japan
    2001: US, Canada, Germany, Netherlands, Singapore, Philippines, Thailand, and Indonesia
    2000: UK, France, Italy, Sweden, Finland, Denmark, Austria, Greece, Luxembourg, Spain, and Mexico
    1999: Norway and Portugal   1998: China  1997: Korea and Malaysia
3. Refer to the notes in Figure 3.2.15 for skill intensity.
4. The t-value is the t-value of the linear regression coefficient. The R2 value is the coefficient of determination adjusted for degrees of freedom.
Sources: IFS, Government Financial Statistics  (IMF), Ministry of Finance website, GTAP Version 5 Data Base  (GTAP).
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Figure 3.3.9  Tariff rate and provisional intellectual asset evaluation indices A
 by country and region
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3. Refer to Chapter 2, Section 1 for the methodology of the indices.
4. The t-value and R2 value in the figure are the t-value of the linear regression coefficient and the coefficient of determination adjusted for degrees of freedom.
Sources: IFS , Government Financial Statistics  (IMF), Ministry of Finance website, Intellectual Asset Study Group.
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Section 4  Agriculture to transit to the value creation economy – Creating new business models

1. Export-oriented business model
In the case of apple exports to the UK, various innovative elements appear in the business model including 

(i) accurately gauging the needs of the export destination (in the UK case, pocket-sized apples) and going 
beyond high quality strategy to identify niche markets; (ii) realizing that distribution routes in the UK are 
shorter than in Japan; and (iii) responding to requests from the UK side to disclose information to help trace 
the origins of the apples. 

2. Regional production for regional consumption business model
The decisive factor for agricultural products is their freshness, and however developed a global distribution 

network may be, there is a limit to the extent to which products can be shipped to a wide range of 
consumption regions while maintaining the same level of freshness as immediately after picking or 
harvesting. The case of direct sales stands that focus on freshness suggests that new business models in the 
agricultural industry are not necessarily limited to those targeting global markets. 

3. Protection of regional brands of agricultural products
From the perspective of the differentiation of Japanese agricultural products, the establishment and 

protection of regional brands, including protection of domestic geographical indicators, have the potential to 
play a role in enhancing Japan’s agricultural competitiveness in the continually growing East Asian 
economy. Specifically, given that geographical indicators link characteristics of the production region with 
the quality of the product, it is possible to differentiate such agricultural products in the market from mass-
produced products. The protection of regional brands would contribute not only to the greater 
competitiveness of agricultural products, but would also lead to the protection of producers and consumers 
by eliminating counterfeits and ensuring the authentic indication of production region, and to regional 
economic vitalization through the establishment of a regional brand by improving the added value of 
agricultural products.

1. Export-oriented business model
In the case of apple exports to the UK, various innovative elements appear in the business model including 

(i) accurately gauging the needs of the export destination (in the UK case, pocket-sized apples) and going 
beyond high quality strategy to identify niche markets; (ii) realizing that distribution routes in the UK are 
shorter than in Japan; and (iii) responding to requests from the UK side to disclose information to help trace 
the origins of the apples. 

2. Regional production for regional consumption business model
The decisive factor for agricultural products is their freshness, and however developed a global distribution 

network may be, there is a limit to the extent to which products can be shipped to a wide range of 
consumption regions while maintaining the same level of freshness as immediately after picking or 
harvesting. The case of direct sales stands that focus on freshness suggests that new business models in the 
agricultural industry are not necessarily limited to those targeting global markets. 

3. Protection of regional brands of agricultural products
From the perspective of the differentiation of Japanese agricultural products, the establishment and 

protection of regional brands, including protection of domestic geographical indicators, have the potential to 
play a role in enhancing Japan’s agricultural competitiveness in the continually growing East Asian 
economy. Specifically, given that geographical indicators link characteristics of the production region with 
the quality of the product, it is possible to differentiate such agricultural products in the market from mass-
produced products. The protection of regional brands would contribute not only to the greater 
competitiveness of agricultural products, but would also lead to the protection of producers and consumers 
by eliminating counterfeits and ensuring the authentic indication of production region, and to regional 
economic vitalization through the establishment of a regional brand by improving the added value of 
agricultural products.

(1) The distribution stages between apple producers and 
consumers in the UK are comparatively shorter than 
those of domestic networks. 

(2) Computerization has helped form a system of direct 
sales stands that are characterized by the super-freshness   
of their products. 
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Figure 3.4.1  Comparison of domestic and export distribution channels
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Section 5  Spreading the idea of “new value creation economy” – Dual track policy in Thailand

1. Growth strategy in Thailand
The “dual track policy” pursued by Thailand is an economic growth strategy that aims to promote domestic 

demand and expand exports, and also to attract foreign direct investment. 

2. Definition of dual track policy
There are two characteristics of the dual track policy: (i) seeking out “external niche demand” through 
export strategies; and (ii) moving away from an economic structure that is overly dependent on external 
demand by realizing the sustainable expansion of domestic demand through the strengthening of the 
economic base of the agricultural sector and the implementation of regional vitalization policies that 
harness regional characteristics. 
The dual track policy was proposed as a new alternative economic model to the preceding mass 
production method. It is one of the pillars of the Thaksin administration, in that it aims to differentiate 
and add value to products according to market preferences, boost the economic activities not only of 
large companies but also at the grassroots level, and create a socio-economy that merges the rich history 
of Thailand, its natural resources, and modern technology.

3. Challenges for the dual track policy
The establishment of funds and financing for measures designed to boost domestic demand could boost the 

future financial burden. Most of this cost would be borne in so-called off-budget projects, but if such 
projects were to lead to the creation of non-performing loans, they could ultimately result in a financial 
burden. 

4. Economic strategy in Thailand and the “new value creation economy”
The dual track policy of Thailand has many points in common with the idea of the “new value creation 

economy.” In other words, the dual track policy could provide suggestions for the regional policies of 
developed countries in that: (i) it is recognized as a new economic growth model in a new economic 
environment characterized by rapid globalization; (ii) in contrast to mere protectionism, this policy seeks to 
strategically strengthen niche industries through individuality strategies and to achieve coexistence with the 
dynamism of the international market; and (iii) an independent growth mechanism needs to be created based 
on home analysis of the economy in order to achieve economic growth amidst globalization. 

1. Growth strategy in Thailand
The “dual track policy” pursued by Thailand is an economic growth strategy that aims to promote domestic 

demand and expand exports, and also to attract foreign direct investment. 

2. Definition of dual track policy
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export strategies; and (ii) moving away from an economic structure that is overly dependent on external 
demand by realizing the sustainable expansion of domestic demand through the strengthening of the 
economic base of the agricultural sector and the implementation of regional vitalization policies that 
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The dual track policy was proposed as a new alternative economic model to the preceding mass 
production method. It is one of the pillars of the Thaksin administration, in that it aims to differentiate 
and add value to products according to market preferences, boost the economic activities not only of 
large companies but also at the grassroots level, and create a socio-economy that merges the rich history 
of Thailand, its natural resources, and modern technology.

3. Challenges for the dual track policy
The establishment of funds and financing for measures designed to boost domestic demand could boost the 

future financial burden. Most of this cost would be borne in so-called off-budget projects, but if such 
projects were to lead to the creation of non-performing loans, they could ultimately result in a financial 
burden. 

4. Economic strategy in Thailand and the “new value creation economy”
The dual track policy of Thailand has many points in common with the idea of the “new value creation 

economy.” In other words, the dual track policy could provide suggestions for the regional policies of 
developed countries in that: (i) it is recognized as a new economic growth model in a new economic 
environment characterized by rapid globalization; (ii) in contrast to mere protectionism, this policy seeks to 
strategically strengthen niche industries through individuality strategies and to achieve coexistence with the 
dynamism of the international market; and (iii) an independent growth mechanism needs to be created based 
on home analysis of the economy in order to achieve economic growth amidst globalization. 
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(1) Dual track policy to open up external niche demand and 
realize the sustainable expansion of domestic demand by 
harnessing regional characteristics. 

(2) Differentiation of products within industrial sectors and 
building strategies targeting niche markets. 
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Figure 3.5.5  Schematic of  Thailand’s Dual Track Policy
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Figure 3.5.6  Thailand’s Cluster Vision: World Leader in Niche Markets
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cluster, not on the strategic choices of companies in the cluster
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Section 6  Summary of Chapter 3

Promotion of the transition to a “new value creation economy” and the development of economic integration 
in East Asia are mutually complementary processes and will produce a rich and resilient Japanese economy. 
Further, efforts to effect this transition could not only contribute to the prosperity of Japan, but could provide 
a key concept in exploring modalities for new forms of coexistence with Asia and the wider world. 

Promotion of the transition to a “new value creation economy” and the development of economic integration 
in East Asia are mutually complementary processes and will produce a rich and resilient Japanese economy. 
Further, efforts to effect this transition could not only contribute to the prosperity of Japan, but could provide 
a key concept in exploring modalities for new forms of coexistence with Asia and the wider world. 
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