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Introduction

In one of San Francisco’s many fine restaurants facing the bay, we sat and enjoyed lunch. Off in the distance, the bay waters glistened. It was a clear afternoon and the fog had yet to settle in. Between the city and Alcatraz Island, we saw a magnificant ship slowly slicing through the current heading west to the Pacific. The enormous grey superstructure proudly flew the colors of the United States Navy. Beyond the Golden Gate Bridge, we watched as another massive freighter gradually came into view. It was coming from the other direction, heading into port. This ship showed the Toyota Company colors and the Hinomaru flag of Japan. Instead of armaments, its cargo hold was stacked high with automobiles. Hundreds of cars to be sold to hundreds of American consumers. Just past the bridge, where the bay waters confront the tide, the two ships silently passed each other.

The scene is replayed every day in ports across the United States and provides an ironic metaphor for the relationship between the United States and Japan; both countries may share an ocean, but they are two different types of ships. And for the last half century, the two ships have headed in different directions with differing agendas, differing cargoes. And then the seas changed.

THE GROWING CHASM

It’s a new world. Tensions between the United States and the Soviet Union have eased, Western Europe is unifying, and Eastern Europe is unwalling. A new era of global opportunity and prosperity is dawning. Yet America, at least economically, appears to be out of synch. Even amid the longest peace time economic boom in U.S. history, things seem awry. America is less certain about itself. It is a frame of mind that the nation is unaccustomed to, and it engenders confusion and, in some cases, anger. As a result, the hostilities and mistrust that were once aimed at ideological foes are now being directed to a friend, Japan. At issue is Japan’s economic “miracle” measured against America’s economic muddle. At the root of the debate is a disparity in the way the two countries have ordered national priorities and in the way national will and creative geist have been harnessed.

Since World War II, the United States and Japan have played distinctly different roles on the world’s stage; the United States as policeman of the West to Japan’s itinerant peddler from the East. And to those roles vast national resources have been dedicated. In the past decade alone, the United States spent trillions of dollars on strengthening its military. At the same time, the Japanese government and industrial complex invested heavily on business and wealth building. The United States has been a leader in global political affairs; Japan has been all but silent. While the United States provided Japan (and the rest of the world) with open sea lanes and an open market, Japan used those seas for trade while constructing structural impediments to its own markets. Throughout the immediate postwar years, Japan’s barriers were tolerated (if even realized), principally because American businesses failed to take much interest in this marketplace. The United States market was more than enough to contend with, and besides, America reasoned, Japan needed some degree of latitude in order to rebuild itself.

It was not until the mid-1970s that America took serious notice of Japan’s rise—when its economy began to explode and America’s began to slide. And now, less than ten years from the close of the twentieth century, many Americans fear that the era of American leadership, politically, militarily, and particularly economically, also may be coming to a close. And some believe Japan’s gain has come at America’s expense. Looking at some of the raw facts, this sentiment is understandable.


	In five years, between 1981 and 1986, the United States reversed positions from the world’s largest creditor nation to its largest debtor nation. Japan is now the largest creditor nation, and in the past ten years has built over a $400 billion trade surplus with the United States which continues to grow at a rate of about $50 billion per year.

	Today, no American bank is in the world’s Top 10—a listing which has been dominated by Japan for many years (Citicorp ranks number twelve). Many bankers say they would not be surprised if Japan’s aggressive moves in the United States captured 25 percent of the U.S. commercial loan market by the mid-1990s.1


	Presently, the total value of land in Japan is worth $14 trillion, twice the value of that in the United States, for a country only one-twenty-fifth the size.

	The world’s largest securities brokerage firm is now Nomura Securities Co. Ltd., with over $430 billion in assets. Its 1988 net income of $1.7 billion on revenues of $8 billion was more than the profits of Merrill Lynch, Morgan Stanley, Paine Webber and Salomon Brothers combined.

	Machinery, which amounts to 25 percent of American exports to Japan, comprises 80 percent of Japanese exports to the United States. In electronics, Americans exported $5 billion to Japan in 1987, but imported $26 billion from it. Roughly nineteen of every twenty “memory chips” in American computers sold today are from Japan.2


	While devaluation of the U.S. dollar turned a deficit of $30 billion with Europe into a surplus, it had almost no effect on the balance of trade with Japan.

	David C. Lund, an economist with the U.S. Department of Commerce, estimates that the import share of what Americans buy has soared from 12.8 percent in 1970 to 22 percent in 1989. Import volume has doubled since 1982 from $244 billion to an estimated $475 billion in 1989.3




A disturbing indicator points to America’s loss of control over its own economic destiny. In 1989, the U.S. Commerce Department reported that Japanese government agencies, corporations, and individuals held almost $400 billion in American assets—$200 billion in direct investment and $195.8 billion in bank loans, U.S. Treasury notes, and other securities. Doubling its direct investment from $98 billion the year before, Japan leapfrogged Britain as the largest foreign investor in the United States.4 By some estimates Japanese-owned banks, with over 275 branches in California alone, now hold 25 percent of the state’s banking assets, up from 10 percent seven years ago. If combined, their $93.4 billion in assets outweigh even the Bank of America’s $83 billion. The U.S. government now relies on Japanese investors, mainly large insurance and savings companies, to finance as much as 30 percent of the annual budget deficit.5 Japanese financial institutions have become such a powerful force in the United States today that some pundits wonder how long it will be before they seek to translate this clout into political influence. There is growing concern that the Japanese lobby in Washington may be enjoying an undue and growing influence on Congress. Others even argue that Japan’s influence on the actions of the U.S. Treasury and Federal Reserve Board is already evident.

If today’s statistics seem alarming, they are nothing compared to the implications of current trends. The long-term direction of key technologies and investment by American manufacturers point to a continued decline in the United States’ competitive position. While Japanese industry’s investment in research and development rose by nearly 20 percent in 1989, U.S. R&D investment on the aggregate declined. This trend alone indicates an erosion in the fundamental prospects for American competitiveness. Combined with high capital costs (the cost of raising investment money at a rate two to four times that of Japan) and a low rate of savings and investments, America’s relative position will clearly worsen over time.

At its core, we believe the problem is not that Japanese companies have forged such a major presence in America, but that Americans and American companies do not have corresponding presence in Japan, either in direct holdings and operations or in the ability to generate real revenues from exports to the Japanese market. This failing has already had wide ramifications, impacting American competitiveness throughout the global arena. The popular mythology regarding America’s relative absence in Japan is that the market is “closed,” that pervasive trade barriers created by a conspiracy of government and big business have kept American companies out. The problem is not that simple. The solutions will not be either. Yes, Japan has historically thrown up ramparts to outside competitors. Yes, at various times these obstacles have been institutional as well as informal. But today most of the formal restrictions have been legislated away. Even before they were, many American businesses failed to succeed in Japan not because the markets were inaccessible, but because most American companies were inattentive. America simply failed to compete. Now, as America begins soul-searching for a cure to its economic ills, it is easy to deal in recriminations and complaints about the structure of Japan’s market and the inequitable trade policies the Japanese have pursued. But this debate skirts the real issues at hand. The Japanese know it, and deep down most American business people know it as well. It is not only a macro-economic problem of savings and budget deficits. Its roots are microeconomic in education, in industrial companies, in our financial institutions and in our legal system. Japan and what it represents can no longer be ignored. Changes in American definitions of competitiveness will have to be made.

We are positive about the prospects for an America committed to renewal. Japan’s journey to economic stardom began forty-five years ago in the rubble of destruction following World War II. America begins its journey to economic renaissance in far better shape. However, American business and the American people must recognize the new realities. It must recognize what it takes to compete against Japan, and execute its course based on this knowledge. We believe this journey begins with the will to compete, a will borne of a commitment to survival no less intense than that mustered by the Japanese in the late 1940s and 1950s—a time when Japan’s very survival was in no way assured.

WHY AMERICA MUST COMPETE IN JAPAN

Thirty years ago, “Made in Japan” meant cheaply made. Even a decade ago, the Japanese were widely perceived as copycats, capable only of using their cheaper labor and lower cost of capital to produce inexpensive knock-offs of American products. Even more recently, American industry viewed Japan as too small a market to dedicate the enormous time and energy that was required to make headway. All that has changed. On an absolute basis, Japan now has the second largest and fastest growing economy in the world. At $2.85 trillion, its economy constitutes over 10 percent of the world’s combined GNP. Japan has become extremely rich, owing to its success in exports, skyrocketing domestic real estate and stock prices, and the artificially strong yen.

More important than today’s figures, at an unrelenting growth rate of 5 to 6 percent a year, Japan promises to become an even larger economic force in the future. For many companies, that means that even a relatively small marketshare in Japan can translate into a very large sales volume. For instance, a 4 percent share in a segment of the computer market in Japan could be equivalent in dollar terms to a marketshare of over 20 percent in West Germany, 30 percent in France, and more than 40 percent in Switzerland. Every American company must consider Japan a genuine market opportunity.

The Japanese no longer need to copy anybody. Many of the most important industrial developments and competitive forces are now originating in Japan—in telecommunications, semiconductors, consumer electronics, automobiles and surface transportation equipment, robotics, and manufacturing and process industries, and even finance and fashion design. If for no other reason, American companies must compete in Japan as a means of sourcing new ideas and technologies. And when one considers the dramatic changes taking place within Japan itself, the reasons to compete inside the market become even more compelling.

With the death of Emperor Hirohito in early 1989, the war-scarred Showa period of “everlasting peace” came to a close in Japan. The new Heisei era of “enduring peace and opportunity” may well prove to be a major turning point in Japanese history and in Japan’s relations with the world. Historically, the Japanese regard the beginning of a new emperor’s reign as an opportunity for serious, society-wide introspection and a commitment to renewal. This promises to result in many changes in Japanese society, politics, and commerce. The year 1989 was also a watershed of change in other ways. With the fall of prime ministers Takeshita and Uno, and a sharp decline in the popularity of the ruling Liberal Democratic Party (LDP), a new generation of younger, postwar leaders, including women, is gaining power. In 1989 the “father” of the Japanese electronics industry, Shinsuke Matsushita, founder of Matsushita Corporation, passed away. With him was lost the symbol of an era of Japanese commerce based on discipline, sacrifice, manufacturing excellence, adaptation of foreign technology, and an export-led economy. The new political leaders and industrialists may not be as conservative and doctrinaire as their predecessors and may be more prone to reach out and join the rest of the world.

In some ways, Japan is opening up to the rest of the world. U.S. and European pressure on Japan is starting to pay off. If for no other reason than to expand the markets for its goods and services, Japan is slowly realizing it also must take in its share of manufactured products, bear a responsibility for supporting other economies, and open its doors to its trading partners. Almost every formal tariff or quota restriction has come down, and major changes are taking place in the distribution structure, opening the door for more imports. Liberalization is taking place in almost every industry, from telecommunications and finance, to the railroads and agriculture. Japanese consumers themselves are pushing for many of the market reforms, having grown weary and impatient with the limitations on personal freedom and choice caused by the domination of conglomerates and entrenched distribution systems. Its nouveau riche consumers are now demanding the same benefits, products, and lifestyles available in other industrialized countries. More and more, the tastes of Japanese consumers are becoming internationalized. Japanese companies also want change. Like consumers, fewer companies are willing to pay a premium for products simply because they are Japanese-made. More than ever, Japanese companies realize they need global partners to broaden their sales networks and give them greater inroads into new markets in the Americas, Europe, and throughout Asia. The opportunities for American business to succeed with Japan have never been greater.

Owing to this growing promise, American companies not participating as insiders in Japan today are losing an opportunity to get in on the ground floor of a stunning metamorphosis. There are big opportunities in numerous untapped sectors of the Japanese economy, especially in services, advanced technologies like biotechnology and leading-edge pharmaceuticals, leisure and resort businesses, specialty foods, and new modes of distribution. In these and scores of other industries, Japan has far less experience than its Western counterparts. And while some markets may be small today, the potential is enormous.

We see genuine change also taking place in America, with an increased emphasis on quality, manufacturing excellence, customer service, vendor partnering, and a new orientation to overseas markets, especially Japan and all of Asia. There is increasing emphasis on Japan as an integral factor in American companies’ corporate strategies, and growing consensus that success in Japan will be critical to success elsewhere in the world. While many companies continue to bemoan the impediments to Japan’s markets—or worse, deny Japan ascendency—those companies that have made the effort and invested the time in Japan are today making headway and profits.

THE TOOLS TO COMPETE

Many books have been published about Japan, its history, people, and markets. Numerous recently published books have focused upon the Japanese threat, and chronicled how and why the United States has lost its edge to Japan. This book is different. Its emphasis is on the role of the individual company in the new global economy, an economy created largely by Japan. Certainly, global trade is more complex than ever, but in our view business still boils down to a head-to-head contest between individual companies and products. Squaring off against a giant Japanese competitor—in Japan—is not easy, but it can be done. The Japanese market is not impenetrable. We know American companies can succeed by building the right products and by employing the right strategies for Japan’s unique market. Our goal is to show why now is the best time to do business in Japan, and by extension, the rest of the world.

It is our hope that through this book the reader will come to understand the Japanese market and its business practices, and will begin the process of becoming more expert in the strategies of building a Japanese business. The lessons we provide are based largely upon our actual experiences with sales and marketing in Japan. Jim Morgan is chairman of Applied Materials, a half-billion dollar semiconductor equipment company which does about 40 percent of its business in Japan. Jeff Morgan has worked in Tokyo on “the inside” at Mitsui & Co., Japan’s oldest trading conglomerate, and in international business development for Sun Microsystems, a rising star in Japan’s advanced computer market, and today is president of RAD Technologies, a developer and distributor of computer software for the international marketplace, particularly Japan and the Far East.

In the first section of this book, we examine traditional and potential obstacles in Japan—cultural influences on the Japanese people, their companies, the nuances in these markets and the unique marketing strategies the Japanese employ. In the second section, we look at ways to navigate the obstacles and penetrate Japan’s lucrative markets. We explore some of the proven strategies used by successful global companies to meet the Japanese challenge at home and abroad. The third section provides an action plan for cracking the Japanese market; a framework for structural and attitudinal change within a company or organization and a guide for execution.

We believe American businesses can and must compete and succeed in Japan. First, because the market is much too large and opportunity-filled to ignore any longer. And secondly, because, by doing business with the Japanese in Japan, companies simply become better organizations, better marketeers and better able to meet the requirements of the new global markets. We believe participation and success in Japan will permit American businesses to gain new strengths—in management, in technological development, in quality control and production, in product design, and in new ways to satisfy customer needs. These strengths will lead to global success for corporations and an economic renaissance which will benefit all nations and peoples of the world.





PART I Islands in the Mist
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1 Sunrise over the Pacific
The Japanese Challenge


HERMAN HESSE

When two cultures collide is the only time true suffering exists.

You can pick up a newspaper in virtually any community in America today and read the same story. American business is in crisis: a major company retreats from a competitive industry, another lays off thousands of employees, still another is acquired by a foreign conglomerate. Nearby, other articles tell a different story: a new electronic product from Japan hits American shores, a Japanese company now dominates a critical market, another has passed its U.S. competitors in the development of a new technology. The disparity between the two economies is no longer the stuff of drab journals; it makes headlines from Wall Street to Main Street. And Americans have grown understandably concerned. It can be argued that at no time in its history has the United States faced any greater challenge than that now being posed by Japan. More potent than any military threat or contrary political ideology, Japan’s economic juggernaut casts a long shadow over America’s capability to remain a global leader in the next century.

That they now pose a threat to the United States is not to say that the Japanese are doing anything sinister, or even fundamentally wrong. The Japanese industrial machine is working; its greatest “sin” is that it is successful. And its success tells us something about how global business must be conducted today. In this sense, the Japanese should no more be faulted for their ability to read the shifting tides of world trade than the Phoenicians or the Dutch could be faulted for the advancements they precipitated in their time. In the long run, the Japanese have discovered new global trade routes and strategies that history will look back upon favorably. In the short run, the fallout of these discoveries is painful to the United States. If fault is to be meted out, it is likely that America would take the lion’s share. A steady diet of hubris over the last four decades kept American business and government from seeing the changes taking place in the world. During the immediate post-World War II years, America’s home markets were large, and growing. And those American businesses that bothered to look beyond home shores virtually had the world to themselves. Few other countries in the then-industrialized world had escaped the ravages of the war. For American businesses, selling to the global marketplace was like “shooting fish in a barrel.” It was not a very competitive world, and Americans learned how not to compete.

The Japanese have taught us that everything has changed. Industrialization is worldwide and trade is now a matter of national priority in most countries. Competition is now intense in every market, with the toughest competitors of all coming from Asia. Yet, despite these changes, America has been late in developing an appropriate response. The Japanese, on the other hand, have been quick to seize the opportunities of change.

THE JAPANESE MONEY MACHINE

How did one nation no larger than the state of California and endowed with few natural resources accumulate so much wealth in such a short period of time? While the answer is complex, hard work and dedication should not be discounted. And as we discuss in Chapter 3, these attributes were contributing factors. In its simplest terms, the Japanese economic miracle came about by way of a coordinated effort between government and industry to forge a national strategy of economic growth. World trade was the linchpin of this program, advantageous trade was its hallmark. What do we mean by advantageous trade? Using 1989 as an example, Japan shipped $80 billion worth of goods to the United States, while the United States exported only $35 billion to Japan. This is analogous to the United States spending three American dollars on Japanese goods for every one dollar spent by Japan on American goods. That delta, $45 billion, benefits the entire Japanese society by improving the standard of living, and providing the means to invest for greater economic growth. As a result of trade deficits, poor U.S. fiscal policy, and a low savings rate, we are in the weak position so clearly shown in Figure 1.1.

[image: Image]

Figure 1.1. United States and Japan: Debtor and Creditor Nations

A policy of aggressive trade by Japan has been accompanied by a real effort to limit the need for imports—a sort of economic self-sufficiency doctrine. In general, the Japanese have succeeded in limiting imports to only necessary items, items they either could not or would not produce for themselves. This strategy was based on two considerations. The first was a lack of currency after the war. Japan looked to husband its limited currency by making as many repeatable items as possible themselves, selling them to the world, then using the cash it received to purchase commodities essential to the commonwealth, like timber, fuel, and technology. The second motive was a need to build the domestic economy by developing the skill level of the people and the manufacturing capability of the nation generally. By focusing on the rudiments of manufacturing, by producing initially simple, yet progressively more complex products, Japan was preparing for the day when it could take on the best the world had to offer. Today, Japan imports fewer manufactured goods per capita than any other industrialized nation. While manufactured goods comprise about 75 percent of U.S. and European nations’ imports, they only constitute 50 percent of Japan’s imports. In 1988, Japan imported $750 worth of goods per capita, exactly half the corresponding figure for the United States and far lower than Britain’s $2,700 and West Germany’s $3,000.1 As a rule, the Japanese only import manufactured goods until they develop a capability to satisfy the need themselves.
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Figure 1.2. U.S. Declining Worldwide Market Shares in Key Industry Segments, 1978 to 1988

In four key industrial areas, the United States has accrued dramatic trade deficits in just the past five years. Looking at Figure 1.2, one can’t help but notice the steep decline in America’s positions, in a number of critical growth markets. In automobiles, consumer electronics, machine tools, and electronics, the United States is mounting multibillion dollar trade deficits which continue to grow only bigger. The rate of change is what is most frightening. Through dogged determination and coordinated industrial policies and by limiting competition from foreign companies (particularly in young industries), Japan has successfully built the basis for self-sustaining economic growth. Funds generated through exports are reinvested in plants and equipment, in training, in research and development, and in building a distribution infrastructure. With the proceeds from their export imbalance and the high yen, the Japanese are pioneering new technologies and setting the stage for a new era of growth in the twenty-first century.

INNOVATORS, NOT IMITATORS

For years, American business wrote off the Japanese challenge as inconsequential. To its industrialists, the Japanese were merely capable of reverse engineering American technology and producing cheap copies. In early stages of its economic rebirth, this may have been true. Now, Japan is leading the way in improving existing technologies and pioneering new ones. Even in America’s strong-suit industries, electronics and computers, the Japanese are steadily gaining ground and likely will soon pass the United States in a number of key technology fields. A Ministry of International Trade and Industry (MITI) study concluded in 1989 year that Japan is now at least on par with the United States in ten high technology areas: computer-aided design and computer-aided manufacturing (CAD/CAM), communication satellites, mid-range computers, copiers, laser printers, microprocessors, optomagnetic disks, IC memories, and superconductive materials.2 The U.S. Department of Defense estimates that America is now lagging behind Japan in a number of technologies critical to its national security, including biotechnology, development of applications for gallium arsenide, high-powered microwaves, integrated optics, machine intelligence and robotics, microchips, pulsed power and superconductors. In new technology development, Japan is now becoming the world leader.

This is because Japan is out in front in funding new technology development, in preparing its workforce for business in these and other new technologies, and in developing its capability to compete across the globe. The United States spent 1.9 percent of its gross national product on civilian R&D in 1985, compared with Germany’s 2.4 percent and Japan’s 2.5 percent. Japan spent $34 billion on basic research in 1984, the same sum per capita as the United States, but while America spent $96 billion on R&D, nearly one-third of that money was going toward defense.

Japan’s primary and secondary educational system is probably the most comprehensive and most disciplined in the world. While American children attend school an average of 17 5 days per year, Japanese students have a 240-day school year. In the area of higher education, while lacking the strong university system which exists in the United States, the curriculum is equally rigorous, and Japan is graduating 75,000 engineers per year, 3,000 more than the United States, from a university population one-fifth the size. And the Japanese hunger for knowledge is not limited to its shores. Japan sends over 24,000 students to the United States, more than the total of all foreign students in Japan, while under 1,000 American students attended Japanese universities last year.3

In 1989, 56,000 Japanese researchers went overseas, half of those to the United States, while only 3,633 American researchers went to Japan. At the U.S. National Institutes of Health alone, there are nearly 400 Japanese scientists as health sciences is a key field for the future of Japan’s aging population. This is the case throughout America’s research establishment. The largest Japanese companies are sponsoring Japanese scholars in America and American professors in Japan in order to gain access to the most advanced technologies in their early stages of development. Quoted in a Wall Street Journal article appropriately titled, “Harvesting the American Mind,” Shoji Kumagai, general manager of technology development at Sumitomo Corporation, said, “Ten years ago, it was enough to latch onto something 100 percent proven; today we have to grab it at the idea stage.”4 And whether it is through grants for university professors or by funding small companies eager to make technology deals for cash, Japanese companies with deep pockets are taking advantage of America’s open system of education and idea exchange.

In 1988, Japanese individuals and companies received 16,158 or 21 percent of the patents issued in the United States, in the process flooding the U.S. Patent Office with tens of thousands of applications. Of the top five companies filing for American patents, a good barometer of creative renewal, only one is an American company (there are only two U.S. firms in the top ten). The Japanese patent process, by comparison, limits the issuance of patents to foreigners. There, only 10 percent of all patents are foreign, versus 48 percent in the United States, 56 percent in West Germany, 71 percent in Britain, and 78 percent in France. Only this year did the Japanese government acquiesce and accept a 1960 patent request made by Texas Instruments for invention of the integrated circuit.

In Japan, the issuance of patents has increased 350 percent in the last twenty years; in the same time period they have fallen in the United States by 10 percent (see Table 1.1). In 1988, foreign investors received 48 percent of the 77,924 patents issued in this country, a proportion that has been rising steadily for 25 years. In 1963, the share was only 18.6 percent and in 1974, some 25 percent. The U.S. Patent and Trademark Office reported that Japanese applicants received 16,158 American patents in 1988, or 21 percent of the total, more than double the 6,352 or 9 percent in 1975.5

Table 1.1
Top Recipients of U.S. Patents in 1978 and 1988








	1978

	1988




	1. General Electric

	U.S.

	820

	1. Hitachi

	Japan

	907




	2. Westinghouse

	U.S.

	488

	2. Toshiba

	Japan

	750




	3. IBM

	U.S.

	449

	3. Canon

	Japan

	723




	4. Bayer

	W.G.

	434

	4. General Electric

	U.S.

	690




	5. RCA

	U.S.

	423

	5. Fuji Photo Film

	Japan

	589




	SOURCE: Intellectual Property Owners, Inc.; reprinted from New York Times, “Foreign Push for U.S. Patents” (June 4, 1989). Copyright © 1989 by The New York Times Company. Reprinted by permission.





LOSING THE BUILDING BLOCKS

For all intents and purposes, Japan is now equal in electronics production with the United States. According to electronics industry analyst Dataquest, in 1988 Japan produced $250 billion worth of electronic goods—everything from computers to copiers, facsimile machines to mobile phones. The United States, with twice as large an economy, produced $262.8 billion. At the beginning of the 1980s, the United States exported $27 billion more in computers than it imported. By 1988, the United States imported $4 billion more in computers than it exported. And because Japan’s computer industry is dominated by the same companies that control the semiconductor and component (disk drives, monitors, ICs) markets, American and European computer manufacturers have become dangerously dependent on components from their Japanese competitors.

But Japanese gains in electronics technology are more significant than the loss of just another industry by the United States. America is in danger of losing its component base and foundation for competing in the so-called Information Age. For every great leap forward made in technology, there exist fundamental building blocks. In today’s economy, these building blocks of technology and manufacturing skill provide the basic electronic and mechanical components, and the production equipment used to build more complex systems. Without the capability to competitively manufacture these components at home, America’s long-term tax base and job-creation capabilities are being gradually diminished and its defense capabilities compromised. In semiconductors, the tiny electronic miracles that provide the heartbeat and brains for tens of thousands of products, America has perilously lost market share to the Japanese. Today, over half the world’s merchant semiconductor production is controlled by Japan.

In areas where the United States continues to lead Japan, such as engineering workstations, the picture is murky. While Hewlett-Packard, Apple Computer, Sun Microsystems, Digital Equipment Corporation, and IBM compete for the title “market leader,” (see Figure 1.3) almost all get their system components from Japan. Color monitors come from Sony, dynamic random access memory chips (DRAMs) from Toshiba, high-capacity disk drives from Fujitsu, and even the central processing chips themselves are coming from Japan. In laptop or portable computers, Toshiba, NEC, and Sanyo (sold by Zenith) led the hottest growing market segment in 1988. Only one American company, GRID Systems, a small start-up which was acquired by Tandy Corporation, has a position in the race against Japan’s largest companies. And the majority of GRID’s own components are sourced from Japan—flat panel displays, VLSI, and memory. For many of these systems, half their value is made up of Japanese components. The net result is that American companies are not technology developers in their own right, but systems integrators and distributors of Japanese components and systems.

[image: Image]

Figure 1.3. U.S. Computer Company Dependence on Japanese Components



Some economists argue that it makes no difference where products are developed and manufactured. The consumer benefits, they say, from purchasing from the lowest cost source regardless of the nation of origin. But we see some technologies as a different matter. High-technology production provides benefits to society far beyond the end products themselves. Participating in the development and manufacturing of technology goods builds skills and capabilities that can, in turn, lead to new products to serve new markets in a self-perpetuating, regenerative cycle. In the way that U.S. investment in defense and the space program in the 1960s stimulated private-sector industry growth in semiconductors, lasers, satellites, telecommunications, and miniaturization, the commercial electronics industry now leads the way in advancing technology. These advancements broaden the U.S. economy, provide tax revenue, create jobs, produce new products and services, and raise the nation’s overall capability to meet the needs of the twenty-first century.

Japan’s strategy in electronics is not new, and can be seen in scores of other industries. After gaining leadership in the component base, the Japanese methodically move from this platform to build entire systems. In the easily differentiated stages of market growth, once the standards have been set and the market becomes large and begins to mature, Japan’s huge, vertically integrated manufacturers can begin to ramp up for supplying the second part of the growth curve having never borne the R&D and market education costs of the pacesetters. In VCRs, copiers, and supercomputers, the Japanese government and industry have targeted and succeeded. New areas, like data bases, telecommunications, biotechnology, and engineering workstations, now constitute Japan’s strategic industries for the 1990s.

It is a dilemma American companies have created for themselves. On one hand, without the Japanese as sources of high-quality components, the hottest American companies could not have grown so fast. Highly successful American companies like Compaq, Sun Microsystems, and Apple Computer would not have been able to provide the necessary range of technology or cost-effective components and subsystems they needed to fuel rapid growth without the help of Japan’s mammoth partners. Yet, this Faustian drama means that American companies may well be making a pact with self-destruction. The almost wanton substitution of Japanese, Taiwanese, and other foreign components is hollowing out the very core of the U.S. electronics industry, and its ability to research, design, develop, and continuously improve manufacturing skills. With no domestic subcontractors, American businesses will be forced to look overseas for its advanced products’ essential parts. From this position of vulnerability, there will be little defense as foreign suppliers move to higher levels of value-added manufacturing based on what they have learned from supplying components to their U.S. customers.

And what about American defense considerations? The loss of a viable component base is a clear and present danger to America’s ability to protect itself in the age of advanced military systems. In the book The Japan That Can Say ‘No’, leading Japanese politician Shintaro Ishihara sounds a warning that America’s dependence on Japanese memory chips may come back to haunt us: “If Japan sold chips to the Soviet Union and stopped selling them to the United States, this would upset the entire military balance.”6 Clearly, the implications of reliance on foreign semiconductors in a world where semiconductors have become so fundamental to national defense and commerce are numerous and foreboding. Owing to this growing value—both in revenue-generated terms and as a precursor to more value-added manufacturing—virtually every industrialized country today is working hard to develop and maintain a domestic semiconductor capability. Only the United States seems to be retreating from this critical technology.

SYMPTOMS OF A LARGER MALAISE

As substantial as they are, statistics understate the enormity of the real challenge facing America. A huge federal deficit, coupled with an enormous trade deficit, threatens the very core of the American economy. The impact can be seen in areas of production, employment, and other key economic indices. In numerous areas of investment and finance, industry, research and education, America and Europe now trail Japan. Every hour of every working day, American businesses are being challenged by corporations that are not only the biggest and the best in the world, but which are learning, improving and globalizing at a faster rate, creating still wider gaps in competitiveness. These realities make old ways of doing business outmoded. The American government’s regulator stance for a free market economy is not shared by other countries of the world which are increasingly viewing trade as a national priority and resource. It is time for America to understand that the world has changed and that, if it does not respond to these changes, it risks losing the very economic foundation which made it a world leader. Americans who consider a national industrial strategy as anathema fail to see that America already has an industrial strategy. Everything the government influences in some way, from the tax structure to the cost of capital to the infrastructure and transportation system, to the education and legal system, constitutes an industrial policy. The problem is, the American industrial policy is not working. It needs to be fixed.

The correlation between competitiveness, investment in plant and equipment, production capability, and standard of living has not yet hit home for most Americans. It must be more widely understood that America’s economic future depends on its competitiveness in international trade. Today, almost one-fifth of American industrial production is exported and fully 70 percent of the goods produced compete with merchandise from abroad. America is no longer a domestic economy, and the post-industrial age will be dominated by the demands of overseas trade. If drastic changes are not made with respect to America’s ability to trade overseas—to deal effectively with the new global realities posed by Japan and other nations of Asia and Europe—the future will not be benign. As economist Lester Thurow has written, if changes are not made, by the end of the twentieth century Americans “will have become the workers for the rest of the world, while the rest of the world will have become the owners of America.”7

And the battle is not just over economic supremacy. Owing to its enormous deficits in trade and government accounts, the United States is rapidly ceding worldwide political leadership to Japan. Declining contributions to foreign assistance programs and financing for the Import-Export Bank have raised Japan’s potency as a political force in the world. While the United States funds a war machine for military leverage in global political affairs, the Japanese are proving that diplomatic power is increasingly a function of spending power. America’s relegation to the world’s largest creditor nation will have grave long-term impacts on its influence in Southeast Asia and other corners of the Third World which are highly dependent on foreign aid—aid America may no longer be able to afford. Japan now leads the world in giving foreign aid and plans to cycle $60 billion back into developing countries during the next five years. This investment$which is focused on economic rather than political objectives$should guarantee future business for Japanese companies in these regions in construction, large infrastructure projects, and natural resource development. And with these strengthened ties comes growing influence.

The fact is, global competition is only going to become more intense, particularly as American and Japanese business begin to square off in Europe and other emerging markets. Japanese companies are ready to succeed. They are now running at peak efficiency at home and building strong local bases of operations in most U.S. and European markets, and even more aggressively in Asia. These new overseas bases include consolidated headquarters, sprawling manufacturing complexes, world-class, globally aware management, and thousands of local employees in each country. Building capability as a local player will bring even stronger and more sustainable growth over the remote, export-based economy that got Japan this far.

The shape of today’s global economy is a study in contrasts; the world’s two leading economic powers reached their positions from two entirely different routes. Americans have historically been makers, the Japanese traders. The Japanese have, however, learned to manufacture and continue to improve. The Americans have not, on the other hand, learned to trade competitively with the world. The Japanese challenge notwithstanding, the trade problem is an American problem. The United States has no one else to blame for its declining fortunes, nor should it. It is only now, with Japan’s growing dominance becoming apparent, that Americans have come to see the changes which have taken place, and continue to take place, in the world. What makes the Japanese challenge all the more troubling is the growing realization that it cannot be adequately answered without making profound changes in the national sensibilities that have always been uniquely American. The broad scope of the Japanese challenge is testing principles that are deeply woven into the American character and way of life. Called into question are America’s values, the organization of its economy, and even its system of governance. Yet, in some ways, Japan’s ascendency is fortunate. As John Young, president and CEO of Hewlett-Packard, has noted, America has needed “another Sputnik” to galvanize our national will. We don’t have to look far to see that the Japanese challenge is off the launching pad. The key to America’s response must begin with greater awareness and understanding of the similarities and differences between the two nations and, indeed, the two worlds. That’s where we begin.



2 The Japanese Way
Origins of a Merchant Nation


It is impossible to fully understand the Japanese economic machine without first understanding the society that spawned it. The birth of modern Japan has deep-seeded cultural origins. Dating back some two thousand years, the ways of the Japanese provide a foundation of continuity that is the basis for their resiliency and adaptability in modern times. Over the millennium, the roots that cleave the Japanese people to their tiny island nation have evolved much, but changed little. Many of the traditions and business values have changed only slightly since the feudal days of the Tokugawa Shogunate. Japan is a culture where human relations and preservation of harmony are the most important elements of society. A combination of history and customs, geography and climate, religion and philosophy, and what some refer to as the “atmospheric pressure” of everyday living have each come together to make the people of this small archipelago unique. And it is their unique sense of identity and destiny which gives their industrial machine its potency. Gaining an insight into these influences is a key first step to succeeding in the Japanese market.

NIHONJINRON

If Japanese society is an unbending stream, there are many tributaries. Japanese life represents an accretion of thousands of years of history and customs which define how one treats peers, inferiors and superiors, children and elders, and in the business arena, customers, suppliers, and co-workers. Among the Japanese, there exists an inherent respect for institutions and government, for the rules of etiquette and service, for social functions and their rituals of business. The Japanese believe they are, indeed, on a “different wavelength.” If so, it is a frequency which springs from their unique sense of self, history, and culture and their need for harmony and balance in a crowded, busy world. As one Japanese executive puts it, “Because Japan has been traditionally crowded and the inhabitants of the little islands have been unable to claim a vast territory of individual freedom, Japanese are forced to share most of the limited space with each other to live peacefully, thereby developing common but unseen criteria of behavior, which become the “air” for everybody to breathe. This air has an atmospheric pressure under which people are homogenized by internal frictions of daily activities, precipitated and crystallized into the tradition of society.”1

The Japanese Way, as a set of cultural touchstones, has long eluded foreigners. And for good reason. The Japanese are very protective of their culture, very conservative with respect to outside encroachment. The Japanese are as fascinated as anyone with their own uniqueness and offer a set of theories on their national origin called Nihonjinron, which attempt to define why they are different from other people. A key is community. Ningen kankei, human relations, is at the heart of the society which is Japan. Commonality is a large component of ningen kankei. It is therefore not surprising that the history of common experiences or associations is also the foundation of business dealings in Japan: a shared childhood, high school or college classmates, growing up in the same neighborhood, hometown or prefecture, working in the same company or group, or being in the same sports club are all bonding elements. These ties are essential in building business relationships in Japan, and few foreigners can share them. Due to its distinctive ways and emphasis on homogeneity, the Japanese do not suffer gaijin, or foreigners, gladly. Their distinctive ways are a source of pride and a font of national strength, and form a wall of exclusivity and segregation. Hegemony is vital to holding the center firm. For instance, interracial marriages are frowned upon and are rare. Westernization is not seen as a positive trend; it is a threat to the age-old fibers that bind the society. This is not to say that Japan today is not influenced by Western ways. It is, but outside ideas are processed and amended by Japanese society to work within the existing boundaries.

This national pride in a pure, self-perceived superior race is in obvious conflict with the American “melting pot.” Japan’s striving for purity is at the opposite pole from the U.S. idea of open doors and diversity as strength. To this day, Japan remains relatively closed to immigration from outside countries. And while it is possible for an immigrant to become a citizen, the point is why would anyone want to. As the saying goes, you can gain Japanese citizenship but you will never be Japanese. The underlying feeling that you as a foreigner can never become “one of us,” and therefore trusted and loyal, has a negative impact on the ability of foreigners to build strong business and personal relations with the Japanese.

POOR ISLAND MENTALITY

With all their emphasis on superiority and uniqueness, the Japanese paradoxically have an inferiority complex. This is probably because the Japanese know their economic house is forever on shaky ground—literally. Japan is eternally at nature’s mercy, vulnerable to the sea that surrounds it, to earthquakes of the soil beneath it, and a real shortage of raw materials, particularly food and fuel. Surrounded by politically unfriendly oceans, and not nearly as broad-based economically as the United States and Canada, or the European Community of nations, a period of extended isolation could easily be Japan’s undoing. It has been predicted that in the event Japan was cut off from the world trading system, the country would be without food or fuel within only two months. Therefore, the Japanese hedge their bets against the future every day. A book entitled Nihon Chibotsu (The Sinking of Japan) by Sakyo Komatsu was a best-seller offering a frightening scenario of the last days of the island nation. The Japanese are ever mindful of their precarious position. As a result of these dynamics, making and trading goods is a near compulsion for the Japanese people, representing a collective way to meet the nation’s needs. Japan’s trade surplus is its only generator of wealth. This is a fact of life that is instilled through the media and taught constantly to Japanese throughout their lives, in school, from parents, and when they enter the working world. The message is: Japan is always vulnerable, we must protect her.

Despite its wealth and high per-capita income, the people of Japan, particularly those who live in cities, face a difficult life. Cramped housing, expensive food, crowded trains, and gridlocked roads challenge the citizenry daily. Housing prices have soared far beyond the reach of most salaried workers. In this crowded crucible, competition for everything is fierce. Social status is crucial, as is success through education in order to gain the stability of lifetime employment which, contrary to common opinion, is derived only from employment by a major corporation. To the employees of vendor companies, small firms, and foreign companies little prestige or security is accorded.

Obsessed with national character, the Japanese are proud and ambitious, constantly measuring themselves against the world’s best and biggest. For forty-five years, Japan has had a single, unifying goal: “Oitsuke, Oikose,” “to catch and pass” the West. Accordingly, one of the main sources of Japan’s strength is its people’s willingness to sacrifice, to be regimented and homogenized, and to subordinate personal desires to the harmony of the working group.

“The Japanese tend to divide the world into two types: resource-rich countries, like Brazil or China, that promise to alleviate Japan’s mineral poverty; and consumer countries, like America, that provide markets for manufactured products,” said Kenichi Ohmae. Early on, Japan realized that its only resources are its people, and those who don’t work don’t eat. As he stated in his book, Beyond National Borders, “Perhaps at no other time in history (as in postwar Japan) have so many people embraced such a clear definition of the economic underpinnings of their society.”

A GROUP-ORIENTED SOCIETY

In stark contrast to Western ways, Japan is a group-oriented society. While in the United States and Europe individuality and independence are highly valued, Japanese society emphasizes group activity and organizations. In such a society, the individual has little identity but that which is derived from the groups to which he or she belongs. Prior to World War II, the central group around which the society thrived was the ie, or extended family clan. Of course, all Japanese were members of the Emperor’s family, and therefore part of this large ie. While the ie structure waned after the war, today such tight groups still dominate the Japanese landscape. From birth, a Japanese is part of several habatsu, or clique, and a group orientation will follow throughout life. In a company or other organization in Japan, there are many subgroups, including such cliques as kyodobatsu, or regional, prefecture, or hometown affiliations; gakubatsu, or school and college associations; and keibatsu, family and marriage ties. The Japanese form of the “old boy network” is based on the use of group memberships to conduct business, and, to a much greater degree than is true in America, is of central importance in determining one’s ability to succeed and reach the upper ranks.

THE QUEST FOR WA

Japanese learn endurance and stoicism from childhood—patience with life, with traffic, with slow decision making. They accept that they will belong to one social group and work for one company for life. They complain little. Sho ga nai (“there is no way”), one of the most common Japanese expressions, is used so often because in so many cases there is no other way for them. They can’t just pack it up and move West to get away from their problems back home. This is very much a part of why “saving face” is so important. In Japan, you know you will be with the same people all your life.

Japan’s crowded island conditions have driven society to value conformity. The highest priority is placed on Wa, or harmony. In a small, crowded pond, one can’t make too many waves. Without smooth relationships and an established code for business and social life, 120 million people could not function efficiently and without internal strife on such a small landmass. Conflict in such a crowded society would be chaotic. Thus, the nationwide uniform education system, in which all grades of students countrywide study the same material at the same time (and wear basically the same uniform), is a key shaper of the Japanese value of belonging to a group and blending into the crowd. From the earliest school years, Japanese teachers promote and reward group achievement, not individual distinction. “The nail that sticks up gets hammered down” is an age-old expression that poignantly summarizes daily life in Japan.

Japan’s history as a nation of farmers contrasts quite drastically with America’s roaming cowboy heritage. In Japan, you can’t just fence off your own space and claim a big territory, as was done in the American West of days past. The Japanese have learned to share their limited space and value the precious distance between themselves and others. “We all have to live together,” they say, whether they like it or not. This lack of space has resulted in the development of small gardens and special places within the home, such as the tokonoma, an alcove containing a special possession or flower arrangement. The Japanese retreat here as a means of relieving the pressure of daily life. Another relaxing tradition is the ofuro where a Japanese unwinds from the day by soaking in a tub of steaming water.

Conformity is a survival tactic and helps explain the orderliness of Japan’s society. Years of early training provide the grounding required to operate successfully in this milieu. Politeness and deference abound, and the Japanese make every effort not to stand out in a crowd. Although on the trains you may see signs of modest rebellion by some youth—odd hair styles and Western “punk” fashions—these rebels rarely display raucous or disrespectful behavior publicly. Passive, clean, and quiet, even the restless young are keenly aware of the “atmospheric pressure” and social norms that guide every Japanese throughout his life. Often there is no need to speak; situations can be sized up from feeling, past history, and a knowledge of the tacit Japanese Way to handle things. When two strangers meet, they have a common database of proper behavior; each can be confident that the other will act accordingly. This may seem overly ritualistic and confining by American standards. However, there is a certain degree of liberation in knowing that there are established ways to handle any situation. When there are givens, one need not worry about appearing awkward or inappropriate in a social setting.
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