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Preface

On April 19, 1983, the U.S. International Trade Commission instituted
investigation 332-162 to obtain information on foreign industrial targeting.
The investigation was instituted by the Commission on its own motion at the
request of the Subcommittee on Trade of the House Committee on Ways and Means,
under section 332(b) ‘of the Tariff Act of 1930 (19 U.S.C. 332(b)) to advise
the Subcommittee on the implications of these practices for U.S. industries.

A summary of the information developed in this investigation begins on
pege 4 of this report. The Commission received the request on March 25,
1983. Public notice of the investigation and hearing was given by posting a
copy of the notice in the Office of the Secretary, U.S. International Trade
Commission, Washington, D.C., and by publishing the notice in the Federal .
Register of May 11, 1983 (Volume 48, No. 92, p. 21210). 1/ A public hearing
in connection with this investigation was held on June 15, 1983, in the
Commission's hearing room in Washington, D.C.

The information contained in this report was obtained from fieldwork,
from the Commission's files, from other Government agencies, from information
received at the hearing, from briefs filed by interested parties, and from
other sources. This report is the Commission's response to that part of the
Subcommittee's request regarding Japan's industrial policy. The Commission
may further consider and review the subject of this report in subsequent
phases of this investigation as appropriate.

1/ A copy of the Commission's notice of investigation and hearing is .
presented in app. A. '






Ciii

CONTENTS

Preface-——~————————5—-———~-——-——}——

Introduction—————rm—mmcemnnnn :

——

Definition of industrial targetxng---i

Targeting techniques—--——-~———-cecece- r—————
Effects of targeting on the economy of the target1ng country ————————
Effects of targeting on targeted firms~-——--oroocmoemmeee
Effects of foreign targeting on U.S. industries-——————ccommmmmmee =
The relationship of targeting to U.S. 1e5131at10n-__7 _______________

Antitrust laws—————cm——macca oo e

Import-relief statutes————--——ceur=
Fair Trade statutes————-- -

Section 201 of the Trade Act---: ,
Unfair trade statutes-—- - s _ -
Section 337.of the Tariff Act—-—— : _
. Section 301 of the Trade Act-———cme—imemmmde e
Japanese industrial policy—--———-mm=rcme—-—
Introduct ion—————m—mm— e e
Historical overview-—---—-—mee- e e et e e e e e
Industrial policy formulatxon—?}————s --------- S —

"~ ———— — ——

—— e o s i e e

Targeting toolg-———-r—mecmmmomm e e
Tax pol1cy—~————-—-—--—-—f—é—-f-f———-——e——-——w——— —————————————————
Financial markets—————-——mo—=max '
Science and technology policies———=r—m—mmem o oo
Antitrust exemptions—-————-——‘4—4——+—-e-——————-——————-—— ——————————
Assessment——-e——~—;—--~——-J+r—4--4-—-4 ———————

o - o ot s o 7o i i e

Targeting practices in

Aircraft-—-—--s—r—-——-——-——-r--———--—--,-_; __________________________
Alumi mim———— e e ot o e o o e e e o e e e e e o e e e
Automobiles——-~———=memme e
Gomputorg—————~————— e
Iron and steel———————-—mmumrt ..
MACHINE LOOLE e o or e o o e e e e e e e e e i
Semiconductors~——-——~—-mcmcmmme et
Telecommunications—————mrm oo e e e -

o e o T o P~ e . e ey e s T B e e

Aircraft and aeroBpace-————~——m e e e

'~A1uminum ————————————————————
. Automobiles and trucks—-----
Drugs and related products—-

.Iron and steel mill products

Machine tools—————~cemammmee

Noncellulosic (synthetxc) fi

Semiconductorg————~=ce=memmn

Telecommunications apparatus

- e = e . . e = s Tl e e e i ey et S e P P e e

- e U8 e 2 g T T L P T e M i S o St P e S . e e S T e e o . — — —— —

- B S > e Y o . e P L e e p e B e A S P S B o . . e e Py S o e e e S

bers——}-e—?;——é‘———-——r ——————————————————————

o (e i S i T et Y o o A 0+ e e S e S S (e A i . o e e S S e i e e

100
115
123
126
126
128
129
131
138
141
148
150
1535
164
172
182
189
201
210
217
223



iv

Appendix A - U.S. International Trade Commission notice

concerning investigation No. 332-162 and schedule of witnesses

at the Commission's hearings——-—-——-—-=——~ e
Appendix B -~ Estimating subsidy equivalents of targeting techniques----—-—-

Appendix C - Subsidy equivalents for Japanese targetlng technlques ———————
Appendix D - Defining the domestic industry-——---—--ocemmmmmmmmcm -
Appendix E -~ Differei.ces between U.S. and Japanese antitrust laws——--——--
Appendix F - Targeting techinques, by industry-----—--——cemoemmmmomeeo
Appendix G - Japanese Government-sponsored research and development------
Appendix H - Japanese company Profiles———-——-—— oo oo
Appendix I - Statistical tables—-————~-—- e e
TABLES
1. Targeting techniques, by categories-——--————— e
2. Index of Japanese levels of manufacturing productivity compared
with that of the United States, 1967, 1973, and 1980--————~————- -
3. Rank, by value of total production, of manufacturing industties
in Japan, and average annual growth in production, 1973-81--------
4, Chenges in Japan's export pattern. by 1ndustr1es, 1970, 1975,
and 1981l e e e e
5. MITI spending on industrial targeting, resourse development, and
infrastructive development programs as a share of total budget
expenditures of MITI, by activity, selected years, 1952-79-~~--w-m-
6. The general account and Fiscal and Investment Loan Program (FILP)
budgets, fiscal years, 1978-82--———— o e '
7. The number of Japanese quota restrictions, 1962-83-------——cm—meeua-
8. Japan's average duty rates, 1963-8l——-———lim oo
9. Japanese rates of duty, by specified’ 1tems and by specified
years, 1968 to 1983-+--————mmm e e e e e ———
10. Tariffs in Japan, the United States, and the European Community,
by specified items, 1983-—--——-—-mo e
11. Japanese actual corporate tax revenues, actual revenue losses due
to special measures and relative reduction in revenue due to
special measures, 1967-83——— <ot s
12. Estimated tax losses attributable to Japan s specxal tax measures,
selected periods, 1967-82—t— o s e
13. Gross savings in Japan, by components, 1952-54 and 1970-72—---—-~-~~--
14. Short-term interest rates in the United States and Japan, 1960-82—---
15. Component ratios of outstanding loans- of f1nanc1a1 institutions,
fiscal years, 1978-82— -~ mmmmm o :
16. Component ratios of new supply of industrial equipment funds,
fiscal years, 1978-82-—————- -~ e e
17. Component ratios of amounts allocated of FILP to principal
institutions, fiscal years 1978-82--~—-—c oo
18. Uses of funds of the Fiscal Investment and Loan Program, 1978-82-——--
19. Percentage distribution of amount disbursed by policy implementing
financial institutions, fiscal years 1978-82—--——--o—memmmmmmecm—
20. Outstanding loans to industry, by all banks and by Government

financial institutions, 1980-82—-~——--ommm

Page A

20
52
53

54

60

61
65
66
67

68

77
79
80
83
84
85

88
89

89

91



Page
Tables—-Continued
21, Loans to small business, by industry, 1980-82——————-eeen JER 92
22. JDB loans for the development of technology, by end users, ‘
fiscal years, 1977-8l-—————cmmm o —————— 95
23. Terms and conditions for JDB loans, by project areas, 1983 ———————— - 97
24. JDB lending as a share of total bank lending to industries, 4
selected perioids, 1953-80——————— e [ 99
25. Japanese Government expenditures on large-scale technology
projects in general R&D expenditures, 1979-81l----————cmmmmmmu 101
26. R&D expenditures of major Japanese companies, fiscal year 1980-———-—-- 102
27. Conditional loans for R&D by MITI's AIST, 1974-78— - 105
28. Japan's technology licenses from abroad, 1950-69--——-—--veecmcmeo 107
29. The total value of Japan's imports and exports of technology,
’ selected fiscal years, 1971-80---————cmmm o 108
30. Revenue losses attributable to special taxation measures for the
promotion of technology and modernization of equipment,
19728~ e e e e e 110
31. Number of legal cartels in Japan. by types, 1972-82——---—mmmmmmm 116
32. Computer subsidies inherent in JDB loans and the repurchase
reserve, 1977-8l-——— e e 134
33. Loans to the machine tool industry by the Japan Development Bank,
the Small Business Finance Corp., and MITI's AIST,
by specified years, 1965-82——————- oo ~——— 143
34, Shifting of members in Japan's machine tool industry, 1956-83———-——-- 146
35. Japan's R&D projects and robotics industry, 1982---—-——--ommmmmcw- — 148
36. Projects produced by the principal Japanese manufacturers of
semiconductors in 19683— - e 151
37. Sales to NTIT by the top 10 major Japanese suppliers, and
foreign suppliers, 1980 and 1981---- oo e 152
38, Total telecommunications equipment sales and share of total sales
for Japan's leading telecommunications manufacturers, 1982-----———- 153
39. Value of production in Japan's electronics, consumer electronics,
and telecommunications industries, fiscal years 1972-82-——-———-———- 154
40, Estimated end-use distribution of wrought aluminum, by major
categories and by selected years, 1960-82-—-—----m—mommvm e 167
41, Aluminum: U.S. production/shipments, exports of domestic merchan-
dise, imports for consumption, and apparent consumption, by
specified years, 1954-82-- -~ e 168
42, New automobiles and trucks imported by 6 principal sources and all
other countries, by specified years, 1964-82—— oo 177
43, Capacity and capacity utilization in Japanese steel industry
1955-83— - e 192
44, Japanese shipments of ordinary steel by market classification,
1959, 1968, 1982 -~ e 193
45, Domestic shipments of steel products by market classification,
1954, 1964, 1974, and 198l-———-——-—mmm e 194
46. Apparent world steel consumption, by region, 1955-82———---mommmmmmom 198

47, Iron and Steel Mill Products: U.S. and Japanese exports to world
markets, specified years 1954 to 1981--——-—————— o 200



S yvi

Tables--Continued .

48. Telecommunication equipment: Japanese imports, exports, and
balance of trade, 1980--———~—— 230
49. Telecommunication markets: U.S. producers' shipments, exports of
domestic merchandise, imports for consumption, and apparent ,
consumption, by commodities, and by specified years, 1963-81--———-—- 235



Introduction

The purpose of this study is to examine the industrial policies of other
countries and to determine which ones affect trade patterns by targeting
selected industries. The study is being conducted in three phases. The first
phase of the study concentrates on Japanese industrial targeting practices.
It also introduces all three phases, by defining targeting, analyzing
targeting techniques and their effects, and examining the relationship of
targeting to present U.S. legislation. The second phase of the study will
examine the targeting practices of European Community countries, and the final
phase will examine the targeting practices of other selected countries.
Reports on the last two phases are expected to be completed in the spring and
fall of 1984.

The study defines industrial targeting as coordinated government actions
that direct productive resources to give domestic producers in selected
industries a competitive advantage. There are four elements to this
definition: (1) targeting is done by governments; (2) productive resources
are directed; (3) industrial policies are targeted only when applied to
specific industries and not uniformly to all industries; and, (4) these
government actions provide domestic producers a competitive advantage.
Targeting techniques include the selective use of home-market protection, tax
policies, antitrust exemptions, science and technology assistance, and
financial assistance. These subjects are discussed further in the sections
entitled "Definition of Industrial Targeting" and "Targeting Techniques."”

The overall effectiveness of targeting is very difficult to quantify and
assess. Evidence to support the claim that industrial targeting benefits the
targeting country has been inconclusive. Such evidence generally consists of
a selection of successful industries in successful countries, assertions that
their success is due to targeting, and conclusions that the country's success
is due to the targeting of these industries. A useful test of the overall
success of targeting as an industrial policy might be to compare countries
that practice targeting extensively with countries that target little, to see
if there is any discernible difference in their overall growth rates after
controlling for other factors that could explain such differences. However,
this would be a difficult task, and it is impossible to completely discount
all other factors. Where rigorous attempts have been made to make these kinds
of comparisons, they .have failed to demonstrate any overall benefit from
targeting. That is, although it is known that targeting can change the mix of
industries within a country, no one has clearly demonstrated that targeting
adds to the general economic welfare of a country.

The major problem in assessing the effectiveness of targeting is that
what would have happened in the absence of targeting cannot be determined.
This determination is difficult because the effects of targeting are not
limited to the selected industries: a measure that increases the exports of
one domestic industry tends to decrease the exports of other domestic
industries because it increases the supply of foreign currencies and thus
affects the exchange rate. Any resulting change in the exchange rate would
make other exporting industries and. import competing industries 1less
competitive. If the targeting takes the form of import protection, prices of
imports are raised to domestic consumers and to domestic producers who use
those imported inputs 1in their production process. Channeling funds to
research and development or to export subsidies keeps those funds from being
used for other purposes. In every case, a benefit provided to the targeted



industry imposes costs on other sectors of the economy. The section, "Effects
of Targeting on the Economy of the Targeted Country," describes the debate
over industrial targeting and presents some evidence on its effects.

The effect of targeting on the targeted industry is easier to assess
than the effect of targeting on the targeting country. Targeting will tend to
increase the growth of output in a growing industry and will tend to slow or
even reverse the decline in output of a declining industry. However, when
many countries have targeted the same industry, such as steel, the result has
been world overcapacity in that industry. This can occur in any industry,
including new high-technology industries such as computers, robots,
biotechnology, and semiconductors. There. is a growing list of countries. that
are now targeting the new high-technology industries, and there are already
signs that, in some industries, targeting has resulted in the growth of
productive capacity in excess of the growth in total demand. The result has
been that increased production in targeting countries has displaced U.S. sales
in those countries, in third markets, and even in the United States. 1In the
future, as the new high-tech industries become mature industries, one would
expect targeting to result in world overcapacity, just as there is today in
steel. The effects of targeting are discussed more thoroughly in later
sections titled "Effects of Targeting on Targeted Firms" and "Effects of
Targeting on U.S. Industries.” '

Possible 1legal responses by U.S. 1industry to targeting by other
countries are presently limited. Suggested responses have included the
antitrust laws and certain trade statutes, including section 301. Actions
against foreign cartels are limited because of the involvement of foreign
governments: there have never been any significent antitrust cases in which
private plaintiffs have prevailed against forelgn cartels involving foreign
government participation.

Current import relief statutes are also limited in scope for responding
to targeting practices. The two fair trade statutes discussed in this report
are section 232 of the Trade Expansion Act of 1962 and section 201 of the
Trade Act of 1974. The nationsl security authority in section 232 is not
vulnerable to challenge in the GAIT, but targeted products are not necessarily
related to national security. Under section 201, which sets forth U.S.
procedures for invoking "escape clause™ relief under article XIX of the GATT,
relief can only be granted when increasing imports are a substantial cause of
serious injury. Serious injury has been interpreted in the normative sense of
high unemployment, lost sales, operating losses, and other relevant factors.
Thus, section 201 investigations have only been associated with serious injury
to depressed industries. Past Commission interpretations of this statute have
not indicated whether section 201 recognizes economic 1losses to growing
industries because they cannot achieve their full export growth potential or
maintain profit levels high enough to permit reinvesting.

The wunfair trade statutes discussed in this study include the
countervailing duty and entidumping laws, section 337 of the Tariff Act, and
section 301 of the Trade Act. Some targeting practices have already been
found to violate U.S. countervailing duty laws. However, subsidies that do
not result in exports to the United States during the ssme period cannot be
countervailed. Aid given to high-technology industries, for example, might
not affect exports to the United States until well after the aid has stopped.
Targeting does not necessarily result in price discrimination or sales below



cost, and therefore, antidumping laws are generally inapplicable. Using
section 337 against industrial targeting might require that an investigation
be brought against a.  foreign government, thereby raising questions of
sovereignty. Also, a 337 case against targeting could be challenged because
it violates the national treatment provision in the GATT, since there is no
domestic analog to targeting in U.S. law. ’

Testimony at the Commission's hearing emphasized the role of the
protected home market as an essential component of targeting practices.
Because section 301 was designed to enforce U.S. access to foreign markets, it
seems to offer an alternative for dealing with this aspect of industrial
targeting. Section 301 allows for retaliation against the foreign government,
but retaliation results in relief to the domestic industry only if the foreign
government stops protecting its home market. A draft bill to amend section
301 prepared by the Coalition for International Trade Equity addresses
criticisms of the current law. An analysis of this draft bill is provided in
the section titled "The Relationship of Targeting to U.S. Legislation.”

A thorough discussion of Japan's industrial targeting practices is
provided in this report. Also, Japan's targeting practices in selected
industries are reviewed. Highlights of the investigation of Japan's targeting
practices are.provided in the summary, which immediately follows. Appendices
deal with subjects of more specialized interest, such as the comparison of
U.S. and Japanese santitrust laws in appendix E. Other appendices provide a
methodology for calculating the subsidy component of certain targeting
practices and actual calculations of certain subsidies.



Summary

o Japan's industrial targetfng has benefited certain industries and
has not been a significant factor in the performance of other
industries.

Some of the industries that the Japanese Government has targeted have
become strong international competitors, particularly the steel, electronics,
machinery, and automobile industries. These four industries have come to
dominate Japan's export sales, accounting for over 80 percent of its total
exports in 1981, However, market forces have significantly benefited these
industries. Targeting seems to have had only a small role in some of these
successes, For instance, expanding and open world markets, rapidly rising
domestic income, and relatively cheap and abundant raw materials were the norm
until the early 1970's. The oil crises of the 1970's were major factors in
boosting Japan's exports of automobiles and electrical goods. Some targeted
industries have remained weak competitors. 7The role of targeting in the
Japanese economy has declined as the Japanese Government has reduced its
interference with the market.

o Japan's industrial policy has gone through two distinct phases. From
the end of World War II until 1965, Japan pursued a very aggressive
targeting policy. Since the mid-1960's, Japan has relied less on
direct intervention in the market.

In the immediate postwar period, Japan, like the European countries, was
given special consideration ~in 1its ability to fulfill certain of its
international obligations. Until 1964, Japan controlled the import of goods,
services, capital, and technology, and directed these resources to industries
that held the most promise for growth. During the ssme period, Japan provided
a variety of benefits to targeted industries, such as export promotion, tax
incentives, direct subsidies, favored access to loans and foreign exchange,
and a protected home market. Since the mid-1960's, Japan has liberalized its
trade and investment controls, but certain nontariff barriers to trade
remain. In recent years, Government-sponsored research projects have become
an important targeting method.

o Japan's targeting policies have favored different industries at
different times.

The electric power, coal-mining, shipping, iron and steel, machinery,
electronics, petrochemical, automobile, aviation, and machine tool industries,
among others, have benefited from targeting at one point or another during the
postwar period. In recent years targeting has shifted more to high-technology
industries, such as computers, numerically controlled machine tools, and
robotics. :



‘0 The Ministry of International Trade and Industry evaluates a number of

factors when deciding which industries to target. Both emerging and
declining industries have been targeted.

Government policy favors industries that produce a high percentage of the
final value of output, produce materials or components that are used in other
major industries, or can realize economies of scale by increasing the size of
their plants. In the past, Japan's Ministry of International Trade and
Industry (MITI) has favored industries that produced goods for which demand
grew faster than national income, such as automobiles and steel. Since 1970,
industrial policy has placed growing emphasis on high-technology development.

o Details of the methods used to foster growth are contained in sector
specific plans or "visions.”

The "visions" project trends, such as production, demand, and prices in
the global and domestic markets and the resources, such as funding and
equipment, needed to achieve growth targets. Visions were drawn up for at
least 10 industries in the past decade, including aluminum ingot,
polyethylene, vinyl chloride resin, iron and steel, synthetic fiber, cotton
yarn, pulp and paper, watches, clocks, color television sets, and information
industries (such as computers). The actual implementation of the plans is
left to the private sector. Elements of the plans, such as projections of the
financing needs of an industry, do not commmit Government or private funds to
achieve the visions goals. However, MITI does have some influence over
funding provided by Government financial institutions.

o Japan has utilized a variety of tools to target particular industries,
including home-market protection, financial assistance, tax
-incentives, cooperative R&D programs, and antitrust exemptions.

The importance of particular targeting tools should not be viewed in
isolation. It is important to consider the magnitude of the benefits bestowed
upon a particular industry by targeting, along with the timing and sequence of
such benefits. The combination of certain targeting tools has had a direct,
positive effect on certain industries. Other industries have not benefited
significantly from it. -

HOME-MARKET PROTECTION

o Home-market protection was once an important targeting tool. However,
by the mid-1960's most of Japan's formal trade restrictions were being
removed, and by the early 1970's, formal trade barriers were
comparable with those in other industrialized countries.

Like most other countries, Japan currently employs tariffs and quotas on
imports that protect the weakest, least competitive sectors of its economy,

particularly the agricultural sector. Japan's average tariff level is now
lower than that of either the United States or the European Community, as is
the number of industrial items subject to quota restrictions. Tariffs on

items such as autos, machine tools, semiconductors, computers, robots, and
aircraft are comparable with those of the United States. Currently, the only
Government involvement in technology licensing (beyond patents that it holds)
is for national security reasons. Formal barriers to foreign direct investment



investment in Japan were substantially liberalized in 1973 for virtuslly all
industries but computers, which was liberalized in 1975. Nevertheless, until
recently foreign direct investment in Japan was generally limited to joint
ventures. ‘

o Japan currently imports and exports more as a percent of national

income than the United States. Unlike the United States, its exports
of manufactured goods are greater than its imports.

Japan's imports and exports as a share of national income are higher than
those of the United States. The ratio. of the value of Japan's imports to
gross national product (GNP) was about 12.5 percent in 1980, compared with
8.4 percent for the United States. Exports' represented 13.6 percent of
Japan's GNP in 1980, compared with 9.8 percent for the United States. Japan's
imports of manufactured goods remain low relative to GNP, however. 1In 1980,
manufactured goods accounted for 21 percent of Japan's total imports, compared

with 53 percent in the United States. The composition of Japan's trade

reflects its skilled labor force, distance from maJor ttadlng partners, and a
lack of natural resources. '

o Japan's Government grocurement remains substantially closed to
foreigners. '

Since the Multilateral Trade Negotiations (MIN) Government Procurement
Code went into effect in 1981, informal barriers have served to limit imports,
such as long-time ties between Ministries and their domestic suppliers and
product specifications that in some cases essentially exclude foreigners from
the Government market.

o The procurement practices of NTT have been a particular source of
friction between the United States and Japan.

The Government's telecommunications monopoly, Nippon Telephone &
Telegraph (NTIT), is the largest Japanese Government entity covered by the
Government Procurement Code. Purchases of foreign equipment have totaled only
0.5 to 1.5 percent of NTIT's $2 billion in annual orders over the past few
years. However, NIT recently has made it easier for foreign companies to
compete for contract awards. It is too early to tell whether these changes
will result in increased sales by U.S. firms. '

FINANCIAL MARKETS

o Japen's financial vegulations have had a _major influence on capital
gstock growth.

Government policy explicitly fostered high 1levels of investment,
particularly by Japan's largest companies, by keeping interest rates 1low,
directing money to the commercial banking system, limiting consumer credit,
and restricting investment in foreign countries.



7

o The structure of Japan's eagital markets gives the Government the

ability to direct large sums of capital to specific sectors. However,
the Government appears to have used this potential sparingly since the

mid-1960's.

Jepaenese capital markets are heavily regulated and very segmented.
Controls on interest rates were in effect for much of the postwar period, and
1imits on the types and returns on various financial instruments stunted the
growth of equity markets until the early 1970's. Consequently Japanese firms
rely on debt to finance most new investments. Government influence over
lending to particular firms could be used to target industries, but generally
has not been. o

o Ongoing financial deregulation is eroding the Government's ability to
direct funding to targeted sectors.

Substantial financial deregulation has taken place during the past
decade, which has made the Japanese capital market a more market-determined
one &nd opened it to greater foreign participation. In 1980, Japan's
financial system underwent substantial changes. These changes have lessened

Government control over financial transactions and thus limited its ability
to direct funding to targeted industries.

o Japsnese compenies rely on debt to finance most new investment.
Small- and medium-sized firms are much more dependent on debt than
large enterprises.

In 1982, over 90 percent of new equipment investments were funded by
loans rather than equity or bonds. Companies raised money through bank loans
rather than through equity financing because the cost of raising capital
through loans was relatively cheap, international transactions were virtuslly
prohibited, and domestic equity markets were underdeveloped. Interest charges
on debt, unlike dividends, are tax deductible. In 1981, fully 97 percent of
external financing by small- and medium-sized businesses was derived from
borrowing, compared with 68 percent for large firms during the same year.

0 Government financial institutions accounted for less than 15 percent
of loans to private industry in 1982.

Some 13 to 14 percent of corporate financing comes from Government
financial institutions, which obtain their funds from deposits in the postal
savings system. Most of the money directed through Government banks goes to
fund local Governments, smell business, and for construction of houses and
infrastructure.

o Less thon 30 percent of the loans extended by Government financial
institutions were by those charged with implementing industrisl policy

in 1982.

Approximately 26 percent of the money under the control of the Government
banks is directed to the Government's industrial policymaking banks,
including the Export Import Bank of Japan, the Japan Development Bank, and the
Small Business Finance Corporation.



0 Small businesses appear to have benefited most from the Japanese
Government's lending to private industry.

Small- and medium-sized firms are 1likely to derive relatively more
benefit from Government loans than large firms because they rely more on debt
and because they normally would not qualify for the low interest rates charged
on such loans. 1In 1982, over 40 percent of Government loans to achieve policy
purposes were extended to small- and medium-sized businesses.

0 The importance of Government lending has varied in different
indugtries, but today's. leading export industries do not appear to
have benefited substantially from such loans.

Such loans have been critical to the shipbuilding, electric power, coal,
petroleum refining, and iron and steel industries, particularly in the 1950's
and 1960's. They have accounted for less than 2 percent of all loans to the
textile, machinery, electronics, automobile, computer, and machine tool
industries in the 197C's and 1980°'s.

o Lending by the Government's Japan Development Bank (JDB) accounts for
up to 3 percent of total capital formation in some industries.

JDB funding in the petroleum, nonferrous metals, shipping,
transportation, aircraft, railway, power utility, and depressed industries,
such as aluminum and petrochemicals, accounts for roughly 3 percent of private
capital formation; 1in the energy, resource development, and technology
promotion fields it accounts for 1 percent of total private capital formation.

o Japenese Development Bank loans to high-technology sectors _have
resulted in relatively small subsidies.

In 1981, interest savings on JDB loans were 0.3 percent of the value of
production for the computer industry, and 0.02 percent for the robotics
industry. 1Interest savings on JDB and Small Business Finance Corporation
loans combined were 0.02 percent of the value of production for the machine
tool industry.

TAX POLICIES

o Tax policy was once a major targeting tool in Japan, but its
importance has diminished.

Targeted industries 1in Japan were given higher tax writeoffs than
nontargeted industries. Large tax writeoffs were provided to the steel,
automobile, electronics, and machinery industries until the early 1970's. For
instance, in the 1950's, half of the cost of a new automobile factory could be
written off in the first year of operation. Since the 1970's, the differences
in tax rates between industrial sectors have declined, indicating that
targeting of specific industries through tax policy has diminished. Estimated
tax losses to the Government from special tax measures declined steadily as a
share of total corporate income taxes from 1967 to 1978, and have fluctuated
at around 2 to 3 percent since that time.



o IThe Japanese tax code still favors specific industries and encourages

private research and development.

Among the products designated for special tax treatment in recent years
were computers, robots, numerically. controlled machine tools, forging
machinery, foundry equipment, and computer-aided design and manufacturing
equipment, as well as ships and commercial aircraft. The Japanese tax code
does not require that Japanese products be purchased to use these accelerated
depreciation provisions. However, machinery and equipment accounted for cnly
one-fifth of the value of Japan's imports from the United States in 1982, and
aircraft sales accounted for most of the value of these shipments. A
20-percent tax credit is given to a company for new research and development
expenditures over and above the company's highest 1level of research and
development expenditure since 1972. This tax credit is limited to 10 percent
of the company's income tax liability.

o Tax and other policies pgive substantial incentives to Japanese
purchasers to buy products of targeted industries.

The Japsanese Government has encouraged the sale of products of targeted
industries by giving tax 1incentives to their purchasers. For example,
purchasers of robots and oceangoing vessels are both allowed to take
accelerated depreciation, In 1981, tax savings due to accelerated
depreciation were equal to approximately 6.2 percent of the value of a robot
and 7.2 percent of the value of an oceangoing vessel. Since 1981 the
accelerated depreciation allowed on robots has decreased from 13 to
10 percent. Purchasers of these products also often receive Government loans
at favorable terms, even for non-Japanese products.

SCIENCE AND TECHNOLOGY POLICIES

o Grants and subsidies for research and development have been important
in many industries.

Grants and subsidies for research and development (R&D) have been
particularly important to the shipbuilding, aircraft, railcar, machine tool,
computer, and semiconductor industries. The Government accounted for between
6 and 28 percent of total R&D expenditures in those industries in the 1late
1970's. Today, Japan's policy is to encourage R&D in high-risk fields that
have 1large, potentially economy-wide payoffs, such as new materials and
fifth-generation computers.

o The Japanese government spends less as a share of income to fund R&D
than the United States.

Despite Japan's desire to encourage the development of technology, it has
spent less as a share of the GNP for R&D than most OECD countries, including
the United States. Also in contrast with those countries, the vast majority
of R&D is conducted and funded by private firms in Japan. The share of this
R&D accounted for by Government expenditure (excluding military) was 1.4
trillion yen in Japan, or 27 percent of income; in the United States, the
Government spent the equivalent of 3.6 trillion yen, or 33 percent. Less than
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1 percent of Japan's research and development expenditures are for defense
purposes compared with 20 percent in the United States. (The ratio of defense
spending to GNP in Japan was less than 1 percent compared with 6 percent in
the United States in 1982.)

o Coogeratlve research and development prOJects are important and are
generally allowed under Japanese law. :

The Japanese FalrvTrade Commission appears to believe that as long as the
mejor producers of a given product can all participate if they choose, joint
research and development projects will not serve to restrain trade or limit
competition. 1In the 1970's, Fujitsu and Hitachi jointly developed a mainframe
computer, as did NEC and Toshiba, and Oki and Mitsubishi. These computers
were developed under the aegis of a Government-sponsored research and
development project and are marketed today in both Japan and the United States.

o Although cooperative research and develeggent projects do not include
all the firms in the industry, a firm that is not included still can

gsucceed in the 1ndustry and can gart1c1gate in future projects.

The first phase of the fourth generatlon computer development project
involved four firms; the second phase involves eight firms. One of the firms
not participating in the (Very Large Scale Integration) aspect of this
project—-which succeeded in developing the 64K RAM semiconductor chip--has
become a major supplier of this device and is now participating in the second
phase.

o While cooperative research and development projects may propel
Japanese companies to greater levels of competence. in high-technology
industries, there is little evidence that such projects have ended
competition between the firms in an industry.

For example, in the machine tool industry, data on market shares of the
leading Japanese machine tool menufacturers indicate that the industry is very
competitive. The leading Japanese producer of machining centers in 1981 was
not among the top 10 producers of machining centers in Japan in 1975. 1Indeed,
the top 10 Japanese machine tool producers in 1975, which together accounted
for 81 percent of production in that year, were producing only 46 percent of
all machining centers 6 years later. . .

0 NTT research is also 1mportant. particularly in the telecommunications
and computer 1ndustr1es

A significant portion of NTT's research activities are carried out
jointly with members of the NIT "family," particularly members of the NEC,
Fujitsu, Hitachi, and Oki groups. This has strategic implications for the
industry, since joint development activities are a major conduit for the
transfer of NTT's technology to the private sector. NTT was pivotal in the
development of fiber optic cable in Japan, as well as in development of large-
scale integrated circuits, including the 256K 