on change

ant to spark a lively debate at a dinner
W party? Just say something like, “I know

there’s been lots of foreign investment in
Japan and some so-called economic reforms, but
fundamentally nothing has changed. Japan’s
economy is still dominated by government bureau-
crats working with politicians who are only
interested in pork-barrel projects, and with business
leaders who want to use taxpayers’ money to bail
them out when they get in trouble.”

But then someone else will pipe up: “l don't
agree. Although there is still a long way to go
before market principles become the main policy
driver, in my business we are doing things we never
could do in the past, and there is a much more
welcoming attitude among the Japanese people we
deal with.”

Both views may be right. It depends on how you
view that overused adjective “fundamental.” What is
fundamental? Does having a public comment period
before finalizing changes in regulations, putting
outside directors on corporate boards, or allowing
greater use of temporary workers constitute funda-
mental change in the way the Japanese system
operates? Or are these just window dressing, leaving
the system basically intact?

Indeed, what do constitute the fundamental
principles that underlie any political or economic
system? Let me suggest a basic principle that has
consistently undergirded ACCJ policy recommen-
dations: markets need transparency and access to
information to work efficiently. No democracy can
function without voters having access to
information provided by a transparent process.
Similarly, in a market-based system, consumers and
investors must have access to reliable information
to make informed decisions about how to spend
and invest their money.

Although opinions differ on just how far reform
has progressed, transparency has clearly improved
in a number of areas. Government processes are
more open, as is corporate governance in a
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growing number of companies. Do these changes
add up to fundamental change in the way the
Japanese economy operates? Probably not. Having
lived in Japan in five different decades, however,
my own sense is that profound changes are indeed
underway. Labor mobility has increased. Public
financial institutions and corporations are moving
toward privatization in one form or another. The
market is more open to imports and — most
important — foreign direct investment. Conversely,
Japanese manufacturing has begun to move to
developing countries such as China to take advan-
tage of lower labor costs, or to countries like the
U.S. to be nearer to affluent customers.

Most businesspeople | have talked with agree
that it is much easier to do business in Japan today
than it was five or 10 years ago. In fact, except for
the remaining “sanctuaries” such as health care and
agriculture, Japanese companies also have greater
flexibility and more options than in the past in
setting their corporate strategies, restructuring and
pursuing new lines of business. The vast majority of
mergers in Japan, for example, are being carried
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out among Japanese domestic companies seeking
to increase productivity and profitability.

On the other hand, the Japanese policy tradition
of “guiding” the market to shape the nation’s
industrial structure has not been fully replaced by
one that relies on market forces. And | suspect that
it never will be. But Japan already needs new high
value-added industries to fill in the “hollowing
out” of its manufacturing industries and to provide
a tax base to support its aging population. In
today’s world, where new technologies emerge so
rapidly, governments will have difficulty picking
winners. The key will lie in unleashing the power of
the market. This will be a new model with unique
Japanese characteristics, from which other countries
may learn valuable lessons
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