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TOWARD THE GLOBALIZATION OF HYDROGEN ENERGY SOCIETY
AND HYDROGEN FUELLED VEHICLES

Kimitaka YAMANE

This paper describes the problems brought about by using the fossil fuel, the necessity for the populari-
zation of hydrogen energy society and the globalization of hydrogen fuelled vehicles. It also shows the
practical realization of the hydrogen energy obtained from natural energy such as solar, geothermal, wind,
biomass and water energy with which electricity and hydrogen are generated. And the significance of the
hydrogen energy application to vehicles has been discussed. For the further practice in the popularization
of hydrogen energy and the globalization of hydrogen fuelled vehicles, the public relations are important.
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[1] “$kiE > A 7 L F MK HITACHI IR DAY 20127
http://www.hitachi.co.jp/New/cnews/month/2012/06/0614/
20120614_04_RS_presentation.pdf

[2] "Average Age of Rolling Stock by TOC”
http://dataportal.orr.gov.uk/displayreport/report/html/53dcc
4e1-3223-48f9-9e9c-10d51359cdd7

(2013.3.8 =211

THE CHALLENGE TO THE ENTRY TO THE UK RAILWAY BUSINESS

Chiaki YAMADA

This paper describes the background of Hitachi, Ltd.’s (hereafter, Hitachi) entry into the UK railway
business, starting from its launch into the market in 2000. Hitachi failed in winning the first two bids,
which was mainly due to lack of profile, delivery records and information-gathering capacity. Hitachi has
overcome these weaknesses by PR activities, running of a test train at its own expenses and recruiting ex-
perienced staff. This resulted in the winning of the Class 395 high-speed rolling stock contract. The roll-
ing stock was delivered in 2009, almost ten years from Hitachi’s entry into the UK railway market. As a
result of the analysis of Hitachi’s 10 years, this paper concludes that localization is all the more important
in expanding the business globally and it should be done in a phased manner.
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SNTFHITHD. BhFR—LT 4 7 ARSI,
WED 22w U CYRETF = aDEERITTh -7
IPBOMAZIGL, ZD1%, IPBOKNITAT 4Tk
ST LTAhoo-24ECd 5 Saluka Investments BV (Saluka)
(CREME SIUCU 2, WY, IPBE G TT = a OIUKERAT
1%, WIS ZEORREENEA L T\ e b 25,
F = I EIFIE, IPBLUSA O TIZH L CIZGDPD19%IZ
Y3 5 ZEDOMBOARZ1T 5 7212 b 007, IPBIC
LTI, BECERMOSIT & 7e > T D & OFER T3E
EITleholz. TORER, IPBOREMRILN X 525
fbL, AWEBLEL72D, BAEANZIIRIOEE S TITHR
EE I Nz, Saukalx, DX DT = a BT OGS
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B RS R S 2K O CUNCITRAL{h#: & H LAZC 7=,

b) HEFIEOAE

AL, EOMIEEWIC BT, Foa - AT
H BB E IR E D D AIEH FARBRFE ORI D
W, F = aBifiE, ANEREROE Y >EH) ]
FEaPRE L2V HETEREEZI K O FHHEEA->TRY
72, SERREFIL, F = B SINIFE LT,
KB, AERR, UIERINZ G E LI &%
T 2HERIDR B 5 LR XT, AETOF = aBIFOXF
S, AERPPAREESICEN T O TH D LEEL
7. T, YHEFR TN L, T = aBUFH
187(E M K O 2 A 9 Z & TR LTV 5.
0 SalukaEHIZZESEEBEMRDOFIRAE

SalukaSibl L, ROEITIHNT, TS REHEM
HORHFEE LTEEITRD.

FETH T, ERCEERHEMEER LI THZ &I
KOS EIRIT D EN I TFHETH D, TS O®
ORI CIR T &85 Z & 2400E L CRE e ihE % H
LYLTHEWI FEL B2 bILA.

B, 7L b HARDE L CW A REHEST T
724, BEENEEZAE L REE L O D RE T EEF]
4 DMREMEICE R T2 L TH D, Saukadifhizisu
T, 74 - FxafloEmEEZFIAT5Z &I
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k0, BEENCIIELY ST N TE. 22 %,
Be&sz NE & ORI T AR IE 2 LT
RWGETH-Th, HasEse NE & & T ki
LCWAE =EICHHET DIEAZB U CTREZITH 2 &
W2k, UEEREWHEEFIHCE B REENHTL 50
Thb.

Holt, HoEHABEU TREEZITHHE, HEO-
DD =F R =T T UL B E E oo
BFRLE LU UREEZIT D ZENTERNE N ) RICHEE
THUENDD. HEHEICBNTL, BT, WEF
ELTIRESNDTZDDEM L LT, BEEOHHIIE
NERRE - TH D Z EBMELE STV, B
LN, BEHEORIE TRV EOREFIC L - T
AT SIS STV D FEF UIHEEIZ OV T,
BEEWHE LORIS 2RI D &0 9 Wb B RIS RS
EHPHE SN TWAEERSH D, ZO X 5 BEE10T,
BB EOR#EEZZZT 52 ENTERD. Lo
T, F=EDFEE LB EORRE A EZ T2 BT
WHE —EHOBEANZB L TEREETOEAITE, T,
VBB N EEE LOREEZZT 5 Db DTHDLM,

AL TR ZENRERARTHD.

2) LiEEEREHD
a) BXEOHE

ZOFERT, HETOREXICBWT, #EHLTHD
72 EARAZEI0M 2 ST e2a0 bR, #RTHBISE D= HT B
PO HIBX ZEREINZEVWIERTHD. MifEsk
PEISEARE T2 2 SITNZ ¢, EEERRE1YEG A —
V472 0 300~4007C D A+43 e ififEi<: L 238d HAL7e
Mo T Te DITHHEBDOBR A5 TIE WD )3 & 72
ST-HETHD.

TR, HHREEREREFHESRICBWNTL, — D
R D E R I O B ot pE R A ML ORI [E DO sk
TS SN E ORIEO KON T, IWHZED
[HAEN & B -T2 & LT BIRSHER L ST
DENITZTd A 5 PRI & [Fl— OMRBUZ S5LE R K
O E L LOTRIFIUIR SR ESnTERY,
ZD X D IetEZAR T DA TRVWIRY, IH%EAETT
STEFRLRWVWEDBHESIN TV,

AN TIE, AAEFEEOFEEN, FHEICEH
L, [HHREREREEROREICEES <yl
BEEOND LT REE] LEELEZZ LN ThER
L, WD EFEY, fRRIZES TS,

b) EERBHICESNEERERHBEOFIAAE

R ERF BT, ERICERE e A
LS TTRWRWS DD, O At &2 22080 ¢k
FLAATDZ Lk, EYemiEE2E0 2N TE
TEEVWHIFERTHD.

BEE b, EEHEMERAZR L TH I EDAHET
BDHELTH, FRICHEREMERZH LI THETIC
%, —EMIEORBEAT O TR ST D &R,
TR BRIC IR E B A5, RS, KES
FENESN TV BEAICIE, WEHEMEEH LT
ZEMBIENTRUWGEE LB X LD, DL S
ThoTh, WEWEMTEOFTEEMEZ RS 5HZ LIZX
DA EAT O L WO RIHFIENAIE L B2 L.

5. ¥&¥H

PLERA~7Z X912, HEBEIIEFH TRt ShD b
DTHDHHOD, ZORBITFHFHEOERSCEZEICH &
SHOTHD. WIMNEEITBOTRHIE LN &R
LELNWI IS EFTHRVD, BEEREEICRWT
WHED Y 27 BEET DAL, EHEOREEL
ZUTH T ENTELDETOMRET L T Z &ITFEFIC
B THDHEEZEZLND.
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[l] UNCTAD "World Investment Report 2012"84 &
http://www.unctad-docs.org/files/fUNCTAD-WIR2012-
Full-en.pdf

[2] MR PESEAR WMPEBUR IR PEHER TG W E O &
H oA o B 2 ) F i 24 & 11 4,
http://www.meti.go.jp/policy/trade_policy/epa/pdf/BITrsrc/
121113BIToverview.pdf

[3] https://icsid.worldbank.org/ICSID/Index.jsp

[4] http://www.pca-cpa.org/showpage.asp?pag_id=1149

[5] METI Journal 2011428 - 9 H &

INTERNATIONAL TRADE AND
ARBITRATION UNDER INVESTMENT TREATY

Kenichi NAKANO and Etsuko HARA

When a Japanese company considers making a foreign investment, it is useful to check if any Interna-
tional Investment Agreement ("llA") is applicable to the contemplated investment. 3,164 I11As have thus
far been executed worldwide and 30 of which have been executed by Japan. 11As typically contain vari-
ous provisions, but we would like to focus on arbitration procedure under I1As. Arbitration has different
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characteristics from court based litigation and is commonly used for dispute resolution for international
trade. The arbitration procedure under 11As is unique in that an investor may initiate arbitration against
the nation into which the investment is made. There have been few cases where Japanese companies

have used arbitration under 11As, but nevertheless, studying these cases are useful for consideration of
how to use arbitration under l1As.
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H—ERXERADEMKEIL &N
~BEDEFIEEDNAD L

AL ER
DEHI~

o

A

b EHL - AZTH IEAN2

VESE  5RRE KRS ez
(7 169-8050 377 X 75 R FH 1-6-1 AT A = + > S 2 114541 E-mail: jjikegami@waseda.jp)

ZESEB RAEEKRFHE
(T169-8050 15 X 75247 M 1-6-1 FAHHF + > /<2 11% E-mail: sugiura@waseda.jp)

EXOEBLE KL T, YA VRAOEHBLIZENAR L THD L EDNTND, h—EAYE
VARATIT Ly PEFOBRFEMEOEERFR L LTS —, 820 E20n—E AU 235l
EEIZHRTHF Ly VOBERREECTH D, T L, EERBEANLLENTCRKEREHO—DELT
s hT& /i,

NA AT I ARNALEE PN D ARITEIT 2T Ly DA MBI BT 572 012id, BB oK
bbb LMD LRBMIEL 2D, Hl2IE, —EOHIF., BOEFEITI Z L BDRBP O TH

B, LML E, ZEOMINBMIEN OB %2 HARICYRIE T 5 72 DX E#EE B L OaE A4
T 5, WM CRENKRZELZEE T2 01, BRI ERE L SROBOIEGEITI LTI LD
REES BRI T 5272000 E>OFELEEZND,

ARFIZBOTCL, BENEKRKTFOLENRELE TH D EBEMN2200644E1LT PTEICBWTIToTE 2
DNA B Ly V| EFER D EENKACET IMEMELWMET 5, ZOWMV ML, BEN - H
K= TT DT EOWIN AR5 L UT20064EIS D FIFEEMGE L Tx7-, 2 unvitf, Uk
D7D T 0T T A ThHhD, AREICBNTIE, ZREARBIEOIM Y EAOFE L LTHIrL, ¥—
EAE TR ADEBILICET 2EEE21TH, AAOFIEE LTE, Y TR —MIZBWTEEIZDNA &
Ly IZEML, BEE2T-72, £, ZMEBEBR LN ERE T I Z Ea—%1To7,
AARCTIIHAI A HESL SN TV D EEIL, T Ly POERBICBWTENOBEA MRS L CERIME B
ZOMPTZENTE =, L LAans, AEICBOTIL, AETEbNLEEANR A Y vy FT56H
FOWHNTIEH SN TR o7, AT IDNA I L v ] %, HENSLDF Ly PBIEDL TR L,
TYTHERNTOT Ly PHAEDE L LT—EOMEE EIF, AR%IIULBIRE FOAT —DI2iEL 5 &
EHLTWD,

Key Words : service business, knowledge transfer, advertising agency, corporate university

1 [FC®IC £, THUTHD, P—EREITEBT D EEMLOWITE

HEGEFREITIR T DIEBMEONITE L il 2% L i biEn T

REEEOERME L L T, —E AR ADFEEE
BIBENAHTH D, ROONDT—EANE L JZREN
D LR e D Z ENEDRFKR OO ESEZZ B
%o %L DY —ER¥EITF Ly Dk F OB EDE
FRJRRE LTS —5T, ®iahShnth—exr
DR AFRGEEICH AT Ly ORI L NEETH
L2l EREBEAS BN RE B B2 L
THRRMShTal, o ars s A2 ke Ebn
L AARDY—EAE TR AL, N, 2T 7 A b
SULDBRK LI, a2 2= —T a3 X FBEIND
Z L bV EM A —EREEC L QWA EH &b,
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W5, AREOBEBIE, A%OY—E REDERBRER & A
IR OBMRAIIZET 212 HT= 0 . JREHICBIT HEN
KRFTHLBEENT VT TH > T DA RO 345
ZIELTC, W7 L— AT —7 OWEREITH L Th A,
Mt (S04 - Dentsu Inc. - LUTFER) 13,
20124F-3 H 3L H BIfE DIESEE T ANL . [EINITA0FE 2 B
ZHFEAEB LU =B 2 DSt EH 5, HA
ENTRABIEOILERBETHY . HAZRET L
—ERXRBEED—DTHD, LNLEMRG, EEOIN
FCOEBMUZ, Rtk AARENIZET 2ENTHE L
IDIEEMH L TE LTS VERN,
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AT D O X CRASLAMITE T HELEE I
Wi, BRI TH 0 A - s - e E AT
AMIOVDIERHEIC R > TS, LU S,
— ERAEIZBOTUIAM DS 5 — B X BIRA PG
THY, AMPBEENRICH = STEETE, /o
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HHEN) ZENTED, T7obb, AMMIT—E20
BEELTT Ty FOBMIECERE L, Hesubo®
A%l L Gl T S, 2R EBIZT7 7 RO
EENEDTRIR & 72 %,

L7 O ERE R O SR A Ze T B DA
MBERDO—2OfA L LT, 200641 [DNAT L v ¥
(DNA Collage) | EFEINDT T HED A L 3—%%f
S L LIt BENRFEE D BT, B L0ET 55
FHET 7 « —E 2% « PR AL, BARDOH—
EAETVRAIZEBT A AMOERYE, Ly U RrT A
b RSB RO F] & L C20124EWIEE D » 5 DNAY
Ly O - BFEEBA L, SRR A T TE
7o ARRICIRWTIE, ZOMY A% B REEO—E
AE VR ARG D IEEHEIEO SURIZE & . AMERL.
FLyIwRXUAL RN, FLy Y T RAT — fHfk
b7 EOBLED BT EIT D,

2. SNEFBERICEET ST

FL vy hT72 A7 7— (knowledge transfer) 1%, —
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BhoTh, TBETA NPEEEZZITDHEWVD
“deliverable” 237217 4UE, BTk E 220, T70bb,
& DAERED MO D OIFR AR A 2T, Ehas
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LU BHEERIIEC TORBICT 7B ATE DA
I/, TOBIRIIEELH Y 2 X LD,

von Hippel (1997) 1%, =0 & 95 i@z kaEttosH 5
55 (sticky information) & 443517 7=,

TEEROKEAEHIMEE  (stickiness of information) (%, & 2%
FEDOLFTCoL Y BT b TEREMOSHT~ L Biiid
5 Z I AR R T HEETH D, HRORENE
X, HRRZ O OME, EAKR LSO E D 2 < FHfk
RMSME, 50 FLZITFORIIB L OZE O OBHR
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729 2T, BEOT VT ERAE S & U CHEEITo T,
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(2, 1AEREMHECTY VIR —UCHE LTz, D
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DI N—THEARMLL, BRIEDL DO TH-7, i
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b, TRTAGOFFIZ AN DO TH S,

P AART 4 —BI NI =7 v a v ITBWTL,
EZCEMZILDDL), FEOOINELRTHIEEEL
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7=

— 5T, ERNOHRICBN T, BB EN TS D
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3. ATBORERLSEDFEDAMME
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SRTIE STV Ro T,

DNA B L) 1E, BICEAPLD T Ly V2B
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P REOEEET Ly VBIOEIC L Ek TS &R
bivd,

SE3

[1] AHHER RSSO T U7 Ml & amiiis) ik
FERFIBIFIEET [PE3MF5E] vol. 45, No.2, pp.29-39
2010.

[2] &S (2005) T AEAR9ILREA L LT oMk s 7
o —sVVHEERBERRE ) ) [HAREF235 ] Vol. 13,
pp.112-125., 2005.

[3] von Hippel, Eric, "Sticky Information" and the Locus of
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INTERNATIONALIZATION OF SERVICE BUSINESS AND KNOWLEDGE TRANSFER:
CASE OF DENTSU’S DNA COLLAGE

Jusuke IKEGAMI, Masakazu SUGIUA

This template is prepared for your preparation of manuscript for journals of Society of Global Business.
It provides instructions: page layout, font style and size and others. If you replace the relevant text with
your own by using “cut & paste,” you can make your manuscript easily.

The English ABSTRACT should be justified, leaving a 30 mm margine on the left and right sides. Font
should be a 10-point Times-New-Roman. The length should be 300 words or less. It should be placed be-
low the title and authors” names set in 12 pt, spacing a single line.

While there are quite a number of internationally exposed manufacturing companies in Japan, there is
no majaor service companies who have high international sales ratio. Whilst service business has its
source of advantage in knowledge, knowledge transfer in service business is relatively difficult than that
in manufacturing, which was pointed out as one of the major reason of lagging in internationalization.

Since Japan is categorized as high context culture counytry, Japanese companies need to take some
measure when they transfer their tacit knowledge abroad.In order to facilitate such a process, it is effec-
tive to share knowledge in a face to face manner for a certain period of time. Exchangeing vast number of
employees between overseas subsidiaries and head quarter requires siginificant direct cost and opportuni-
ty cost. Corporate university in overseas countries is one of the potential metnods to solve this problem,

“DNA Collage” is a corporate university established in 2006 by Dentsu. While Dentsu is the top adver-
tising agency in Japan, its global position is 5" in the world and need to enhance its grobal exposure ag-
gressively, “DNA Collage” has been targeted to staff members in overseas subsidaries in Asia, and has
been continued to date to share knowledge and to transfer corporate culture of the company. This presen-
tation will examine the issues in internationalization of Japanese services business in broader context and
report the “DNA Collage” as an example of international knowledge transfer by Japanese measure service
company. Methodology of the case research includes participation to the corporate university in Singa-
pore and interviews conducted for management of the institutions and participants.

It has been found that even the most established advertising agency in Japan has yet shared its basic
methods/know-hows abroad. “DNA Collage” has not only facilitated knowledge transfer from Japan but
also has utilized the institution as sharing knowledge within Asian reagion. It is intende that “DNA Col-
lage” to be developed further as the center of corporate culture transfer and sharing..
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I7a—N)WVAMERIET DA T v 7 AR

—et BN [ e — S VBB RFZEET
HEER EBEEFT

HARMSEN “To—"NVITEBERTEDIAN” L LTHEARREZ
MEIHFTWDE, BEAZTe— VAR EDODTHRNEND
BEHNSGTHD, BBRREZEEL., e —2NVAMIZRD 58BN
ZRHEL, BAD DNA 2FED 7 a— )V A& BT 5 5Hb
EELRET I ENRABETH S,

(1) BROWEIE . BEROKFLE 5 HHOEEEE VR RHEYE 500
A (80 25 40 RETEDOWEIMEERR - REREFEDOI 7 X) I
“Ta—rN)V AMIZEREINDEES 13072 L BnE301?” L
WOT U r— b eRBIhol, RIXTEAEEBIEFI.
RKEN, 2Ia=r—va A, BEH. BHAEHEV D,
EVRRAZEDOHDL Y b EBEBBEOFERZEHLTNHZ &R
brolz, ZNIXEEN XA —FRbN, EVXAEN
EFTEREDLLRVEWV S HAMRKRERBTEZRBLL T3,

[ a—NILAFEFIEWST) =T —ORWNZE% L LD AN EELZIBER
HKRFEEDOTO—ILHETHRR7 U — Lo ERETRRNTI=2Y,
KILT—AIE, 2011F1 AN B2013F2 A EFTOHRMICEH =D ERR ELT=,

BE 47.3%
By ibEfg 38.5%
a2z 4H—3vh 31.8%
HEISEE N 18.8%
R e AR 15.5%
EREEN 9.6%
RikEER 9.6%
ERRTRENIRETES) 9.6%
f=iERERN 8.4%
@ ki 7.5%
R 5.9%
(2 & & Y|P 5.4%
ERBARE - EE iR 5.4%
HHERED 5.4%
=S =97 5.0%
IGULVREF 5.0%
HPaEEE 5.0%
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Converting the Education System in Light of Global Change
Suguru OWADA, Takahiro KAMIYA, Chisato Umeda

A globalisation as an Americanisation occured in the post-WW]1I era is only one of aspects of the glob-
alisation. Globalisation is an phenomenon of changes of the coflict between sea-nations and land-nations
in a sense of Carl Schmitt. This time, the change leads the end of nation-states; and, along with cultural,
political, racial, lingual mixture, one’s identity lost their bases which have rooted from nation-states .
Now, it is essential for global talents to understand human science, which composes of one’s indentity:
that is, history, religion, anthropology, literature, philosophy, thinking.
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PROPOSAL OF INTERNATIONAL CONFERENCE PROMOTION
BY REDUCING THE RISK OF INTERNATIONAL CONFERENCE ORGANISERS

Mayumi HIKITA

Japan implements promotion of international conferences as a tourism-oriented country, for contribu-
tion for international development of various branches of study, internationalisation of provincial cities,
positive economic effects, and generation of regular business. While Asian countries are also enthusiastic
about the promotion recently, Japan needs to create competitive advantages. At the promotion, the risk
management against event cancellation becomes more important due to acts of terrorism, communicable
diseases, and natural disasters.

In this paper, we propose that international conference halls instead of organisers of conferences should
take out insurance against general liability and event cancellation. It meets requirements of organisers,
modifies the risk, and makes competitive advantages. The cost of insurance may be reduced by forming a
network of conference halls. In addition, such network will be able to provide alternative conference
venue since the Japanese islands are long enough to absorb influences of natural disasters.

This paper consists of six chapters: Section 2 focuses on the trend of international conferences held in
Japan by analysing three types of conference venues, international conference halls, universities, and ho-
tels, with SWOT analysis and then by comparing the strategy of Singapore. We find strengths and weak-
nesses of each type of venue through the analyses in order to investigate the bottleneck and differenciated
services. Section 3 addresses the requirements of insurance for international conferences of IEEE (The
Institute of Electrical and Electronics Engineering, www.ieee.org) and ACM (The Association for Com-
puting Machinery, www.acm.org), being the world’s largest conferences. Section 4 focuses on the posi-
tive impacts of international conference halls with insurance, such as major economic effects, regional ac-
tivation, in addition to the increase of utilisation of the halls. Section 5 discusses the proposed method
from the viewpoint of service management and raises the future issues. Finally Section 6 concludes the

paper.
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O

WHY DID JAPANESE INDUSTRIAL COMPETITIVENESS DECLINE?
-An Analysis and a PDCA Methodology for Reviving It-

Rikio MARUTA

This paper identifies one significant reason for the decline of Japanese global competitiveness from the 1990s. The decline
coincided with the emergence of the internet era as well as the prevalence of digital technology. Digital technology shifted the
market competitiveness away from the traditional Japanese strengths in design and manufacturing. In the digital/internet era, the
competitiveness battlefield shifted from the traditional skills to broader marketing strategies that tried to anticipate consumer
demand. This new marketing focus is managed by corporate planning personnel and top executives. The current decline in Jap-
anese business is evidence that the new corporate players are not running companies that are globally competitive. What is miss-
ing in the new players compared to the old players is the workplace training that develops innovation capabilities. The design
and manufacturing players sharpened their innovation capabilities through traditional team-based PDCA activities. In order to
revive Japanese industry, the current corporate players need to be trained using an advanced PDCA methodology. The new
“Timed-PDCA concept” proposed here can be used for nurturing the innovation capabilities of these new players to improve

Japanese business competitiveness.
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APPLIED NEUROSCIENCE SUPPOTING OPEN SERVICE INNOVATION
THE NEURO-IT-STRATEGY OF ADAPTATION TO CULTURAL DIVERSITY

Yoshinori YAMAKAWA, Ryota KANAI, Hiroki OKA and Yoshinori HARA

In the expanding globalization of the present day, Open Innovation and Service Innovation are the key is-
sues in business management. To build an innovation ecosystem where Open and Service Innovations are
created, adaptation to cultural diversity in the industry and regions is essential. Combined with recent de-
velopments of Information Techonology, neuroscience is now well suited to reveal cognitive and biologi-
cal basis of cultural diversity. Here we propose a neuro-IT strategy for innovation management that inte-
grate neuroscience and information techonology. We argue that three key processes are foundational to
efficiently and scalably deal with diverse cultural differences in a customizable manner,: These include
1) a standerdized data collection, 2) a generalized framework for analysis, and 3) extraction of meanings
and predicitions from data. While describing relevant background knowledge from academic theories, we
introduce our current project for building a neuroinfomatics platform that addresses the issues of manag-
ing cultural differences.
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Death and Rebirth of the Domestic Economy:

Japan’s business transformation imperative

By Paul C. LaValla
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The World Bank publication “Doing Business 2013” ' ranks 183 nations for “ease of doing
business”, and Japan manages to rank 24, just one better than Latvia. Back in the 2006 report,
Japan had ranked 50% higher at 12, while Latvia had been 31. Korea, as another example,
had ranked 23 in 2006, but through various reforms had reached a rank of 8, or 16 levels
better than Japan, by the 2013 report.

World Bank, trends 2006-2013: "Ease of Doing Business"
1 /N
6
8’ 11 o~
X 16
5 21 %
(14 26 i< A N
31 Ny
36
2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013
=¢==Korea 23 23 30 23 19 15 8 8
={=]apan 12 11 12 13 15 20 20 24
Latvia 31 24 22 30 27 31 21 25
=>&=Singapore 2 1 1 1 1 1 1 1

Unless Japan can reverse such trends, Japan can expect to soon fall further behind countries
like South Korea and even Latvia in terms of easy of doing business.

In the World Bank’s “Global Development Horizons 2011 report titled “Multipolarity: The
New Global Economy™ it is forecasted that “by 2025, six major emerging economies—
Brazil, China, India, Indonesia, the Republic of Korea, and the Russian Federation—will
collectively account for more than half of all global growth.” At a time when Japan remains
unable, and to a large extent remains unwilling to enact the reforms needed to regain global
competitiveness, the rest of the world is rapidly moving ahead of the Japanese economy.

: “Doing Business in a More Transparent World”, Doing Business 2013, World Bank, http://www.doingbusiness.org.
2 “Multipolarity: The New Global Economy”, Global Development Horizons 2011, World Bank,
http://publications.worldbank.org/index.php?main_page=product_info&products_id=24003
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Notably, Japan does achieve a number 1 international ranking among other economies in one
category. Unfortunately, according to the Swiss non-profit foundation, the World Economic
Forum (WEF)’, Japan ranks first among the G-7 economies by a margin of over 100% above
the holder of rank 2 in the area of “public debt as a percent of GDP.” Clearly Japan is willing
to pursue ineffective cosmetic and politically easy policy solutions of making-up for
declining economic activity through large government deficit spending. Regrettably, Japan
has not shown a willingness to pursue policies that foster and demand competition, such as
increasing the “ease of doing business”, which in the end are the only policies that can ever
create sustainable prosperity for both the current population and for the next generation.

It has often been said that Japan’s economicgaroblems are in large part caused by a rapidly
aging population, but Europe also has an aging population. In fact, so does the entire world.
In the June 2012 issue, no. 173, of “Policy Review”*, Standford Univesity’s Hoover
Institution published an analysis by Nicholas Eberstadt and Apoorva Shah entitled “Fertility
Decline in the Muslim World: A demographic sea change goes largely unnoticed.” They
write of “the remarkable fertility declines now unfolding throughout the Muslim world is one
of the most important demographic developments in our era.” As for Japan, simply put,
population decline is real, but it is not unique to Japan, and is not a legitimate justification for
pursuing ruinous fiscal policy and for avoiding the actions that will lead to sustainable
economic prosperity.

Pursuing “results” rather than the Means of Obtaining Results

The American “Declaration of Independence” famously enshrines as a God-given-right “the
pursuit of Happiness.” Unfortunately, one cannot pursue ‘“happiness”, just as one cannot
directly pursue ‘“career success”, because obtaining such an outcome requires pursuing
knowledge through disciplined activities of study and research, acquiring professional skills,
taking chances, looking for better ways to do things, and overcoming a lot of the failure and
hardship the comes with the “package deal” that is human existence.

In a similar way, the Japanese government cannot pursue “job creation” or “economic
prosperity” for the same reason that no business can successfully pursue a strategy of
achieving a “higher stock price”, because that can only be produced by following a business
strategy aimed at profitable creation of products and services that offer consumers higher
value at lower prices than competing alternatives.

Without waiting for reform from the government sector, it is now an imperative for the
business entities that make up Japan’s economy to do what in the end is theirs alone to do,
which is to begin to start a process of business transformation centered on the adoption of the
innovations that will restore productivity and competitive advantage to the Japanese economy.
This process of business transformation requires:

3 “The Global Competitiveness Index 2011-2012: Setting the Foundations for Strong Productivity”, World Economic Forum (WEF),

http://reports.weforum.org/global-competitiveness-2011-2012/

4 “Fertility Decline in the Muslim World”, June 1, 2012, Policy Review, issue 173, Hoover Institution:, Nicholas Eberstadt and Apoorva
Shah
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Vision to see that in the new global economy the “domestic economy” is no more,

2. Courage to speak the truth that economic “ends” can only be achieved by economic
“means,”

3. Confidence to adopt innovation,

4. Hope that a Japan that recovered from WWII can succeed again.

Innovation Through Adoption

The really good news about the “innovation” needed to succeed in this new type of global
economy is that innovation is more about “adoption” than “invention.” This is especially true
in the new global world where everything is inter-connected, and what gets invented in one
corner of the planet is instantly made available to all businesses in all economies. However,
adoption of innovation is not instant and requires both confidence and a determined
commitment to broad business transformation.

Japan did not invent containerized shipping, nor did it invent the super-tanker, nor did it
invent the transistor, but it benefited from all these inventions. William Edwards Deming, the
father of quality control, was American not Japanese, but it was Japan and not America that
first adopted his innovative ideas’, and moreover, Japan did so with a deep passion. While
Japan still invests heavily in R&D and generates a large share of world patents each year, the
country has a long history and a special talent for adoption, application, and improvement of
the inventions of others.

As for “hope”, it is something very real, and not the product of self-delusion. Hope is real,
but it is one of the most difficult of all virtues to cultivate. Hope requires much courage and
confidence. Even though the forces moving against the Japanese economy are real, truly
relentless, and forces that are bringing about the “death of the domestic economy”, the new
multipolar world is at the same time giving birth to what might be called a “local portion of a
greater global economy.”

A Japan that emerged from the destruction of World War II to quickly become the second
largest economy in the world can once again find its way to a bright economic future within
the new multipolar economy, if the companies of Japan are willing to transform their
businesses by having the vision, courage, confidence, and hope to adopt new innovative
technologies.

Death of the Domestic Economy

Back in the 1960’s, half a century ago, an obscure English professor in Canada by the name
of Marshall McLuhan became an icon of the new age of instant global communications by
famously coining the term the “Global Village®” His point was that instant electronic
technology, such as television, has forever changed our view of the world. Events either large

5
“W. Edwards Deming”, Wikipedia, http://en.wikipedia.org/wiki/W._Edwards_Deming

6 .
The global village: Transformations in world life and media in the 21st century, M McLuhan, BR Powers - 1992 - Oxford University
Press, USA
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or small that occur anywhere in the world are broadcast to one and all as if they were events
of a small town’s local news. Fast-forward a half-century later and the 21* Century enters
into a new era of economic globalization where an earthquake in March 2011, although
physically limited to northern Japan, has an immediate global impact and response.
Concerned family members, friends, businesses, and governments around the world were just
as much in contact with the details of the event as those located in Japan. What in the 1960’s
seemed more like an entertaining play on words, rather than a farsighted look into an
emerging future, the term “Global Village” now accurately describes the reality of today.

The most important aspect of the term “domestic economy” was the characteristic of physical
proximity of material and labor inputs to the centers of product and service creation, and to
consumers. Moreover, this domestic economy could be contained within a political entity, or
a wider association of the nations of a single trading block, such as the European Union or the
English Common Wealth. The political entity could adopt protective measures such as tariffs,
requirements for “domestic content”, foreign currency controls, and restrictions on direct
foreign investment.

However, advances in modular shipping, such as containerization, have made it equally
affordable, for example, to drink in Japan water bottled in the mountains of France and Italy,
as it would be from Europe. Advanced education in science and business are available to a
wider and wider global student population. And, the Internet is even quickly replacing the
need for the bricks and mortar of the university with the advent of online courses. Digital
universities will be able to reach a global student body, and all without the necessity of a
commute to a university campus. Indeed, physical proximity is no longer required for
collaboration between individuals and groups. In the current state of our Global Village the
very term “domestic economy” is something that needs to be redefined, as it is rapidly
becoming an anachronism, something that belongs to the distant past, but which no longer
explains the current world.

Three Sectors of the Domestic Economy

Michael E Porter, the leading authority on company strategy and the competitiveness of
nations and regions and the Bishop William Lawrence University Professor at Harvard
Business School’, classifies the economy of a nation or region into three sectors: traded, local,
and resource. He explains that the traded sector is traditionally manufacturing for which the
output is traded beyond the political entity. The resource sector supplies input to the traded
sector. The local sector supports the traded sector, and typically includes such things as
utilities, retailing, health services, and construction.

In industrialized markets, Porter found that about 1% of employment is in the resource sector,
and the traded sector employs only about 1/3 of all jobs, but has the highest level of
productivity and the highest wage levels. The local sector employs about 2/3 of all workers,
but at lower wage levels and lower levels of productivity. Although the local sector provides
the majority of jobs, it has been driven by the traded sector. In developed countries like the
US and Japan the economies are declining, Porter notes, because of the decline in the traded
sector and the subsequent impact it has on the local sector.

7
“Location, Competition, and Economic Development: Local Clusters in a Global Economy”, Economic Development Quarterly,
http://edq.sagepub.com/content/14/1/15.short
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Although the aging population and the rising prosperity and the associated wage increases are
often sighted as the cause of the end of the Japanese economic miracle, and the cause of the
past 20 years of economic stagnation, Michael Porter explains that the problem is actually
that Japan focused solely on developing the traded sector. It neglected the development of the
local sector, and protected it from competition. As a result, the local sector has made Japan
too expensive for its traded sector to compete internationally. In order to compete,
Japan’s traded sector dealt with the inefficiency of the local sector by simply moving
production overseas. With this reduction in investment in Japan by the traded sector, the
supporting local sector in Japan could only shrink further.

Global competition traditionally has been limited to the traded sector, because the physical
location of the local sector within the walls of the nation state kept it from facing global
competition. Between vast improvements in international transportation costs and ease of
information and marketing created by the Internet, the advantage of physical proximity to
customers that the domestic local sector has always enjoyed is now rapidly disappearing.

For example, global financial institutions operating in Japan find it cheaper to produce
monthly customer statements overseas and to then mail them to Japan from countries like
Australia, or Hong Kong, because Japan’s domestic postage rates are more expensive than
international postage rates. Call centers, what once was a local sector activity, are now
routinely located in foreign countries. Want to purchase a book? It is now easier, faster and
cheaper to order online than going to the local bookstore. Moreover, foreign language books
can be delivered to Japanese customers quickly and cheaply by sellers located overseas. So
the local sector, which employs 2/3 of all workers in Japan, is faced with decline from both a
declining traded sector and from international competition selling into the local sector.

Rebirth of the Local Sector as a Branch of the Global Economy

Nation states can no longer completely protect the local sector from global competition. In
fact, nation states are moving toward trading blocks, and Japan will likely join the Trans-
Pacific Partnership Agreement (TPP) in the very near future. In today’s global multipolar
economy, companies in the “local sector” can survive and thrive by adopting new business
models that reach across national boundaries, and which adopt the new innovative
technologies that power such businesses.

This has been the case of Japanese companies such as Rakuten, which competes via the
Internet similar to Amazon, and companies like Fast Retailing, which under the brand name
of UNIQLO has, as of 2012, 347 retail clothing stores outside of Japan of which 3 are in the
upscale market of New York’s Manhattan, and 174 stores are located in China. These
companies do not need government protection of the local market, because they have fully
connected to the new globalized economy.

Innovation Adopted by Japan’s Local Sector is needed to Support the Traded Sector
Adoption of innovation in the local sector is needed to drive up productivity that will make

the local sector in Japan far more efficient and thereby begin to reverse the decline in the
traded sector in Japan. And, a growing traded sector will fuel growth in the local sector that is
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as long as the local sector purses efficiency through innovation adoption, rather than seeking
protection from domestic and international competition.

Companies like Amazon, Rakuten, Google, and Zappos.com did not invent the Internet, but
they successfully incorporated it into their business models. But, there is still much
innovation that remains to be adopted and applied. One such innovation, for example, is the
advent of Business Process Management (BPM). It is being gradually adopted by
manufacturing, but the non-traded sector, the local sector, still lacks the vision and the
courage to widely adopt a technology that offers not only substantial improvements in
productivity, but is a new generation of doing business that offers to transform companies
into the agile enterprises most likely to survive and thrive in the global economy.

Information technology has driven much of the productivity gains in the 20th Century. Large
enterprises have very substantial investments in the legacy systems developed in the older
20™ Century technologies. Companies still depend on these legacy systems to run daily
businesses. However, the IT development life cycle used to create and maintain these legacy
systems is geared to the software life cycles of legacy systems that range from 6 to 10 years.
In contrast, in the new global economy change requires products and services to be developed
and put into production within months not years.

The traditional IT organization that needs to devote close to 80% of development resources to
just maintain legacy systems, leaving only 20% for new product support, is not able to meet
the demands and challenges now facing companies. IT has gone from a force driving
innovation and economic growth within business to being a constraint on growth for which
companies are now actively looking for ways to dramatically reduce IT spending.

In manufacturing one of the largest legacy systems is that of Enterprise Resource Planning
(ERP), used by companies such as Toyota, Boeing and most large manufactures. Around
1998 some ERP developers came to realize that ERP had become too complex and too
difficult to implement and to maintain. To deal with the problem of the complexity of ERP
and to also address the revolutionary challenges coming from the birth of the Internet, such
ERP professionals began to look to a totally new approach *, leading to the creation of BPM.

Simply put, the BPM approach is to leave intact all of the existing core legacy systems of
each enterprise, including those with legacy ERP systems, and to add on top of such systems
a layer of software that utilizes legacy systems while putting system development clearly in
the control of the business, rather than IT. BPM’s approach is to isolate rather than replace
legacy systems, and thereby unlock much of the current 80% of IT resources needed for
legacy system maintenance. BPM also functions by uniting IT and business professional so
that both work from the same Internet enabled graphic development tools. These tools focus
on process innovation and agile implementation, where applications can be made with
minimal or no coding. At a time when IT organizations face unending budget constraints, and
an increasing inability to meet new business requirements, BPM offers a way to transform IT
into organizations that once again drive the implementation of innovation and costs savings.

Although BPM is growing in terms of the number of software vendors, and in terms of BPM
professionals, adoption is slow, mostly because IT organizations see it as simply a better tool

8
Business Operations Improvement: The New Paradigm in Enterprise IT, Jan Baan, Copyright © 2010 by Cordys Holding B.V., September
2010.
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for continuing the existing systems development approach, which is to say there is a lack of
vision. Another hindrance to adoption is that it requires business professionals to transform
the very processes that they have built their careers managing, and thus BPM can be seen as a
threat, in other words a lack of courage, and confidence. But in this multipolar globalized
world, the real threat to companies and employees alike is the relentless need for productivity
increases and the relentless pace of change.

Fortunately, there is good news for a Japan that has a historical advantage in adoption of
innovation, BPM and other such new technologies offer real and sustainable economic
advantage to those Japanese businesses in the local sector willing to view innovation with the
same sense of hope that it once viewed the innovative approach to quality control offered by
Edwards Deming at the start of the Japanese economic miracle.

> BIRICES
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