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Globalization and Deindustrialization

of the Japanese Economy

NAKANO Mitsuhiko

After the collapse of the bubble economy in the early 1990s, Japan has continued suffering from
low growth and deflation. Meanwhile, the U. S. and European economies expanded very rapidly
in the 2000s until the Lehman Shock hit. Despite the shock, Southeast Asian economies have
been increasing based on stable domestic growth. Responding to these changes in the global
economy, Japanese companies shifted their production bases overseas. As a result, deindustriali-
zation has taken root in Japan.

FDI (foreign direct investment) from Japan to Asian countries excluding China has increased
at a high pace even after the Lehman Shock. The main factor would be the growth potential of
those countries. In 1996, the ratio of FDI to domestic private investment was only about 8%. It
increased year by year after to nearly 30% in 2007. This indicates that the importance of over-
seas markets has been rising for Japanese companies.

The super high yen spurred this tendency of deindustrialization. In October 2011, the yen-
dollar exchange rate reached 75.55 yen/$, an historical peak. Though the main reason for the
super high yen was the downturn in the U. S. economy, the BOJ’s monetary policy affected appre-
ciation of the yen. The BOJ’s marginal pace of quantitative easing of base money was relatively
slower than those of the Fed and ECB.

Some research shows that the number of companies going bankrupt due to the super high yen
reached a maximum in 2011. These were mainly small and medium-size companies. To sustain
domestic employment it is important that the Japanese economy not only avoid a super high yen
due to monetary policy factors, but also change its industrial structure.



