“Three Ds’ pose worry as Tokyo barriers begin to crumble

APAN s undergoing
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ECONOMIC VIEWPOINT ~

The picture may never be the same again as Japan finally opens
its doors to competition from overseas, says Dr Gerard Lyons

are being squeezed and this, in turn, could
force them to cut costs, resulting in higher
unemployment.

We have not reached that stage yet In
Japan. Instead, consumers are reaping the
benefit of deflation through thelr increased
purchasing power.

This also gives rise to the most dramatic

change, de industrialisation. The ltron{
L)

yen
at home

and Increased competitive pressure
are Japanese companies to move pro-
duction Industry is moving out to

lower-cost centres elsewhere {n Asla.

The latest data, from 1993, shows that the
hourly cost for a manufacturing worker in
Japan was $19.20 (£11.90), considerably higher
than Korea's $5.37, Taiwan's $523 and

‘s 71 cents.

UT IT IS NOT Jjust costs. Demograph-
ics also explain the move. Japan has a
rapidly ageing population. In 1990, one
person In eight was over 65; by 2020, it
will be one in four.

The ures for Japanese companles o
react mediately are great. South-east
Aslans are trying to replicate Japan's indus-
trial success, Investing in education and the
lnn:smunmm. This t.ht: c:‘ntrlbuung to rapid
gro throughout the region.

Labour costs have always been low In those
countries. But whereas countries like Talwan
and Hong Kong 10 or 20 years ago produced
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{:‘m low-price, low-quality goods., Increased
vestment means they are producing higher
quality goods at low prices. And Japanese
investment will reinforce this process.
cots, Sne Suleer Wil b o Spurese e

erer w e Japanese econo
my. Although it is recovering from recession,
w‘rndmmhhwmnyunwmunry
weak by Japanese standards.

Large ﬂw to cut Investment at home by
1% In the year. Small firms plan a 24.5%
reduction. Furthermore, the amount of produc-
tion and investment Japanese firms will under
take overseas Is Increasing.

This year, a quarter of vestment and a ifth
of production by Japanese firms will be outside
Ja&n. The Japanese call this “bhollowing out™.

e financlal sector is not escaping the impact

of deregulation, as last week's merp:
between Mitsubishi Bank and Bank
Tokyo showed

The combined impact of the recession. a o¢
lapse In the stock market and a fall in lar

rices since 1990 has le many Nnanci
R.rms nursing large bad Joans that will tal
some yoars to write off.

On top of this, banks and Mnanclal instit
tions are being ¢ to increased compet
tive pressure as the barriers that separate
them are removed and as foreign firms a
allowed ter access Into Japan.

DKDB, for instance, was allowed to open up
securities subsidiary in Tokyo last Noven
ber. All this points to greater competitios
further rationalisation and mergers throug)
out the inancial sector.

HERE ARE two schools of thought |
Japan. The first assumes that once th
economy recovers, Japan will »
usual experience strong future rate
of growth, | would include myself |
the other school of thought, which believe
the economic future will not be the same |

8ea
QOation will favour consumers at th
expense of Industry while de
industrialisation will see firms shift offshore
The result Is a move towards the servic
sector In Japan, similar to previous trends |
other Industrial countries. This Inevitabl
points to slower growth and to Japan livin
off the interest, profits and dividends of it
overseas assets, much as Britain did at th

twrn of this century.

Dr Gerard Lyons Is chief economist and eve
unve director % DKB International. th
London-based subsidiary of Japan's Dai-Jck

Kangyo Bank.
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