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1. Introduction 

Since many services are either untradable or at least difficult to trade, a substantial 

part of the international delivery of services is conducted through affiliates established 

within other countries. For this reason, it has been argued that the compilation of 

statistics on international sales of services must include information not only on 

cross-border transactions, as recorded in the balance of payment statistics, but also on 

services delivered through establishment transactions (Kravis and Lipsey 1988; Ascher 

and Whichard 1991). Being aware of this issue, the U.S. Government has made efforts 

to improve official statistics, so that in the case of the U.S., relatively reliable statistics 

on these two types of international transactions of services are available from the 1980’s 

onwards (U.S. Congress 1986; U.S. Department of Commerce 1995a, 1999). In contrast, 

although Japan has the second largest market for services in the world, Japan’s official 

statistics on establishment transactions of services have many drawbacks in comparison 

with U.S. statistics.   

In this paper, we estimate the sales and employment of Japanese affiliates of 

foreign firms (JAFF) and foreign affiliates of Japanese firms (FAJF) in the service 

sector at the 3-digit industry level for the year 1995. Our estimation is based mainly on 

data provided by Toyo Keizai and the results of the Establishment and Enterprise 
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Census of Japan, which is conducted by the Japan Management and Coordination 

Agency. Using our estimates, we compare Japan’s establishment transactions with 

-border transactions at the 3-digit industry level. We also compare Japan’s 

purchases of services from foreigners with U.S. purchases from foreigners. Although 

our new estimates possibly contain large estimation errors due to statistical deficiencies, 

we think that our results are more comprehensive and balanced than existing statistics 

on this issue. 

According to our new statistics, actual foreign activities in Japan are much greater 

than those reported in Japan’s Ministry of International Trade and Industry’s (MITI, 

which is now the Ministry of Economy, Trade and Industry, METI) survey, Gaishi-kei 

Kigyo Doko Chosa (Survey on Trends of Business Activities by Japanese Subsidiaries of 

Foreign Firms).  

Probably the most commonly cited statistics on Japan’s inward direct investment 

are those provided by the Ministry of Finance. (MOF 1999; the data are also available 

in OECD 1999a). According to these data, Japan’s outward direct investment stock in 

the service sector is twelve times greater than the corresponding inward direct 

investment stock (Table 1). Since no other OECD country has an imbalance of this 

magnitude, it has been argued that the imbalance indicates the closedness of the 
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Japanese economy to inward direct investment in the service industries (GATT 1995; 

MITI 1998a; Stern 2000).   

INSERT TABLE 1 

But since the MOF data only record cross-border capital flows, they do not 

necessarily correspond to the extent of affiliates’ actual activities. For example, because 

of Japanese regulations, many foreign banks and insurance companies entered the 

Japanese market by setting up branches rather than founding subsidiary companies. This 

fact makes their investment flows relatively small compared with the actual magnitude 

of their affiliates’ activities measured by sales or employment. According to our new 

statistics, imbalances between the activities of JAFF and those of FAJF are smaller than 

those indicated by the MOF’s FDI statistics. In terms of employment, the JAFF/FAJF 

ratio is 0.22.   

Although our new estimates of foreign activities in Japan are larger than existing 

estimates, we found that foreign activities in Japan are substantially smaller than foreign 

activities in the United States. Japan’s ratio of number of workers employed by 

majority-owned foreign affiliates to total number of workers is 0.4%, which is one 

seventh of the corresponding U.S. ratio of 2.8%. We also found that compared with the 

U.S., Japan’s purchases from foreigners are concentrated in a limited number of 
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industries. Four industries, financial intermediary services, wholesale trade, air 

transportation, and hotels and lodging places account for about 54% of Japan’s total 

purchases of services from foreigners.   

Since our data are compiled at the 3-digit industry level, we can use them for 

cross-industry regression. We estimated an empirical model explaining the determinants 

of Japan’s inward FDI penetration. We found that inward FDI penetration is closely 

related to several characteristics of industries. Japan’s inward FDI penetration is 

relatively high in industries that have higher advertisement intensity, a lower presence 

of government activities, and a lower presence of official restrictions on inward FDI. 

We found that the presence of keiretsu does not have significant negative effects on FDI 

penetration. 

 

The paper is organized as follows: In the succeeding section, we discuss existing 

data on Japan’s international transactions of services through affiliates. In section 3, we 

explain how we estimated sales and employment by JAFF and FAJF in the service 

sector. In section 4, we provide a general overview of Japan’s international transactions 

of services using our new statistics. In section 5, we undertake an econometric 

investigation of the determinants of Japan’s FDI penetration in the service sector at the 
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3-digit industry level. 

 

2. Existing Data on Japan’s International Transactions of Services through 

Affiliates 

In the case of inward direct investment in non-manufacturing industries, MITI’s 

survey Gaishi-kei Kigyo Doko Chosa (Survey on Trends of Business Activities by 

Japanese Subsidiaries of Foreign Firms) is the only official source on the sales and 

employment of foreign firms’ Japanese subsidiaries.1 According to this survey, foreign 

firms’ Japanese subsidiaries employed only 63,000 workers in non-manufacturing 

industries at the end of March 1998. The survey is loosely based on the U.S. 

Department of Commerce’s survey of foreign direct investment in the United States, but 

MITI’s survey has the following serious drawbacks for the purpose of studies on inward 

direct investment in the service sector. 

 

(i) It is not mandatory and suffers from a low response ratio. In the case of the survey 

for the 1997 fiscal year, only 49.5% of the questionnaires sent out were returned to 

MITI. Moreover, usually not all the questions in the returned questionnaires are 

answered. 
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(ii) The survey does not cover subsidiaries in real estate, finance, and insurance. 

(iii) The survey covers only Japanese companies that are more than one-third 

foreign-owned and does not cover branches and other establishments directly owned by 

foreign firms. 

(vi) In MITI’s report on inward FDI, all the data on non-manufacturing subsidiaries are 

aggregated into three industries only: commerce, services, and others (agriculture, 

construction, etc.). In the case of outward FDI, the data on non-manufacturing 

subsidiaries are aggregated into six industries: agriculture, mining, construction, 

commerce, services, and others. No data at a more detailed industry level are published. 

 

Because of the low response ratio and the exclusion of real estate, finance, and 

insurance, the number of subsidiaries covered by MITI’s survey is substantially smaller 

than other surveys on foreign subsidiaries conducted by private companies. For example, 

the number of non-manufacturing subsidiaries covered by the MITI survey for 1997 

was only 983.2 

The results of this survey on Japanese companies majority-owned by foreign firms 

are reproduced in OECD (1999b). In the case of inward direct investment in Japan’s 

service sector, the formats of tables in the OECD publication are quite misleading. 
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According to the publication, Japanese subsidiaries in finance, insurance, real estate, 

and business services which were majority-owned by foreign firms employed only 

3,800 workers in 1996. But this number is in fact only for business service subsidiaries, 

because MITI’s survey does not cover the other sub-sectors. 

Concerning foreign subsidiaries of Japanese firms, MITI conducts the survey 

Kaigai Jigyo Katudo Doko Chosa (Survey on Trends of Japan’s Business Activities 

Abroad), which covers foreign subsidiaries with more than a 10% Japanese ownership. 

This survey has similar setbacks as the survey on inward direct investment. It suffers 

from a low response ratio and does not cover Japanese-owned subsidiaries in the 

finance and insurance sector. According to this survey, foreign subsidiaries of Japanese 

firms employed 487,000 workers in non-manufacturing sectors, excluding agriculture, 

fishery, and mining at the end of March, 1998. 

Compared with these surveys by MITI, Toyo Keizai’s micro-data, Gaishi-kei Kigyo 

Soran: CD-ROM-ban (Directory of Japanese Subsidiaries Abroad: CD-ROM version) 

and Kaigai Shinshutsu Kigyo Soran: CD-ROM-ban (Directory of Japanese Subsidiaries 

Abroad: CD-ROM version) have a substantially broader coverage of subsidiaries. Toyo 

Keizai conducts its own surveys for this database.3 Toyo Keizai also uses additional 

data such as financial reports for non-responding firms. The data covers all industries. 
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In principle, the Toyo Keizai data on inward FDIs cover subsidiaries with a 49% or 

higher foreign ownership. But in the case of listed or large subsidiaries, the data covers 

those with a 20% or higher foreign ownership. The data on outward FDI primarily 

covers foreign subsidiaries with a 20% or higher Japanese ownership in principle. 

Judging by the number of subsidiaries and number of workers employed by subsidiaries, 

the coverage of the Toyo Keizai data is much broader than that of MITI. In the case of 

foreign firms’ Japanese subsidiaries in non-manufacturing sectors excluding the primary 

sector, the Toyo Keizai data for 1997 cover 2,456 subsidiaries, which employed 204,000 

workers.4 In the case of foreign subsidiaries of Japanese firms in non-manufacturing 

sectors excluding the primary sector, the data for 1995 cover 10,378 subsidiaries, which 

employed 865,000 workers. 

 

3. Estimation of Sales and Employment by JAFF and FAJF in Service Sector 

We use Toyo Keizai’s data as the basic statistics for our estimation. Sales and 

employment data for Japanese affiliates of foreign firms (JAFF) and foreign affiliates of 

Japanese firms (FAJF) in service sectors at the 3-digit level are estimated for the year 

1995. We chose 1995 because the most recent I-O tables (Japanese Government 1998) 

are available for this year. 
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Although the coverage is broader, the Toyo Keizai data have several shortcomings. 

We revised the data using additional statistics in the following way. (For details 

regarding the estimation procedures, please see Appendix.) 

(i) Branches and Other Establishments Directly Owned by Foreign Firms 

In the case of the banking and insurance sector, the Toyo Keizai data cover 

Japanese branches and other establishments directly owned by foreign firms. However, 

the data only partially cover such establishments in other sectors.  Statistics Bureau, 

Japan Management and Coordination Agency (1998) records the number of workers 

employed by Japanese branches and other establishments directly owned by foreign 

firms at the 4-digit industry level.5 We used these data for estimations on Japanese 

branches and other establishments directly owned by foreign firms. In the case of 

outward investment, Toyo Keizai’s database covers such establishments. According to 

the Toyo Keizai data, foreign establishments directly owned by Japanese firms 

employed 44,000 workers in 1995. 

(ii) Estimation of Sales 

Although for most subsidiaries, the number of workers is reported in the Toyo 

Keizai data, information on sales is not available for many subsidiaries. In the case of 

Japanese subsidiaries of foreign firms, we calculated each industry’s average value of 
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sales per worker from data on subsidiaries, for which both the number of workers and 

the sales were available. We used these values in order to estimate the sales of 

subsidiaries for which data on sales were not available in the Toyo Keizai database and 

sales by Japanese branches and other establishments directly owned by foreign firms.6 

In the case of foreign subsidiaries of Japanese firms, we used both micro data of MITI’s 

survey and Toyo Keizai’s data to get average values of sales per worker for subsidiaries 

at the 3-digit industry level. Using these values, we estimated the sales of subsidiaries 

for which information on sales were not available in the Toyo Keizai database. Since 

employment data is more reliable than sales data, we will mainly use employment data 

for international comparison and regression analysis. 

For wholesale and retail trade and financial intermediary services, sales are not a 

suitable measure of activities. In the case of trade services, we estimated the distribution 

margins of JAFF. Using 1995 I-O tables, we calculated the average values of 

distribution margins per worker in the wholesale and retail trade sectors. Multiplying 

the total number of workers of JAFF by these average values, we derived our 

estimations for their distribution margins. In the case of subsidiaries in financial 

intermediary services, following Toyo Keizai, we use current incomes instead of sales 

as a measure of activities. 



 12

(iii) Industry Classification 

Toyo Keizai’s industry classification, which has 31 non-manufacturing sectors, is 

not detailed enough for our analysis.7 We therefore re-classified all subsidiaries into 

one of 51 sectors using information on subsidiary’s line-of-business, which is included 

in the Toyo Keizai data. Table 2 shows the correspondence between our own 

classification and several other standard classifications.8,9 In our estimation, affiliates 

are classified according to their primary industry. Therefore, services supplied by JAFF 

that are engaged in industries that are not classified as “services” are excluded from our 

estimation. For example, computer-related services provided by computer makers are 

not included. In the case of the U.S., sales of services by foreign firms’ affiliates in 

manufacturing industry accounted for 6% of total sales of services by foreign firms’ U.S. 

affiliates in 1996 (U.S. Department of Commerce 1999). The data on the sales of 

“services” by JAFF in non-service sector are available from MITI (1998b). We found 

that such sales were negligible.  The data on the sales of “services” by FAJF in 

non-service sectors are only available for U.S. affiliates. According to U.S. Department 

of Commerce (1999), sales of services by affiliates of Japanese firms in manufacturing 

industry accounted for 4% of total service sales of Japanese firms’ U.S. affiliates in 

1996. Our estimates on service sales by FAJF are probably smaller than the actual 
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values because of this problem. There are several other industry classification problems 

in our estimations. For example, since foreign firms supply legal and accounting 

services to Japan mainly through consulting firms, such activities are classified as 

“other business services” instead of “legal and accounting services.” 

INSERT TABLE 2 

(iv) Definition of Nationality 

As we have already explained, Toyo Keizai adopts multiple criteria in the coverage 

of Japanese subsidiaries. For listed or unlisted but large subsidiaries the cut-off capital 

participation rate is 20%.  For unlisted and small subsidiaries the cut-off rate is 49%. If 

we used these data without adjustment, we might get biased results. In order to solve 

this problem, we calculated two sets of estimations for JAFF, one for JAFF with a 49% 

and higher foreign capital participation rate plus all the other establishments directly 

owned by foreign firms and the other for JAFF which include all the JAFF recorded in 

the Toyo Keizai database plus all the other establishments directly owned by foreign 

firms. 

(v) Cross-Border Transactions of Services by Affiliates  

In our estimation, we did not take account of cross-border transactions of services 

by affiliates. JAFF provide services not only to Japanese customers but also to 
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foreigners. FAJF export their services to Japan. To get consistent statistics, we should 

subtract these values from sales by JAFF and sales by FAJF respectively. Similarly, 

Japan’s service imports include imports by JAFF and Japan’s service exports include 

exports to FAJF. To avoid double-counting and to make statistics of cross-border 

transactions of services consistent with our estimates of sales by affiliates, we should 

subtract these values from Japan’s service imports and exports.10 As Table 3 shows, 

JAFF and FAJF in service sectors are quite active in international transactions. But there 

is no data on what percentage of imports and exports by affiliates are service 

transactions. And there is no data at a more detailed industry classification level. 

Because of these deficiencies of the statistics, we could not adjust for this factor. 

INSERT TABLE 3 

Panel A of Table 4 presents the estimates of sales and employment by JAFF and 

FAJF.  

INSERT TABLE 4 

In order to compare our estimates on establishment transactions with Japan’s 

cross-border transactions and the size of each industry, we adjusted the data of Japan’s 

1995 I-O tables to our definitions of sales and industry classifications. Panel B of Table 

4 presents data on Japan’s cross-border transactions of services and sales and 
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employment of Japan’s service industries. In the I-O tables, the output level of the 

financial sector is measured by imputed interests and financial transaction fees. We 

replaced this with the financial sector’s total current income which is reported in MOF’s 

Annual Report of Financial Institutions and the financial report of each firm. 

The Japanese government estimates data on sectoral service trade for the I-O tables, 

using several sources including balance of payments data for internal use which is 

confidential and more detailed than publicly available statistics (Kuwabara 1989). In 

principle, I-O table data on services consist of “special trade (cross-border trade)” and 

irect purchases” and do not include factor incomes, such as compensation of 

employees and construction services provided by non-residents. For trade in 

construction services, we used data reported in the balance of payments statistics. We 

did not take account of compensation of employees since detailed industry level data 

were not available.11 

In order to compare Japan’s purchases of services from foreigners with U.S. 

purchases, we adjusted corresponding U.S. statistics for the year 1992 which are 

reported in U.S. Department of Commerce (1995a, 1995c) to our definition of sales and 

industry classifications. The results are reported in Table 5. We should note that U.S. 

data on inward direct investment cover all the subsidiaries that are more than 10% 
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foreign-owned, i.e. the coverage of U.S. data is broader than Japan’s data in the case of 

purchases from affiliates. For U.S.-Japan comparison, we also prepared Table 6, in 

which we compared sales and number of employees of majority-owned foreign 

affiliates in U.S. and Japan.  U.S. data is taken from the U.S. Department of 

Commerce (1995b). Since the U.S. data is not available at the 3-digit industry level, the 

U.S.-Japan comparison in Table 6 is done at the more aggregated industry level. 

INSERT TABLE 5 AND TABLE 6 

 

4. An Overview of Japan’s International Sales and Purchases of Services 

According to our new statistics (Table 4), JAFF in the service sector employed 

199,000 workers in 1995, which is about three times greater than the number reported in 

MITI (1999a). 

Imbalances between the activities of JAFF and those of FAJF are also smaller than 

those reported in the MOF FDI statistics. In terms of employment, the JAFF/FAJF ratio 

is 0.22 (=199,000/909,000). In terms of sales, the ratio is 0.30 (7.6 trillion yen/25.5 

trillion yen). The MOF statistics exaggerate the gap, probably because for the following 

reasons. 

First, during the second half of the 1980’s, Japanese firms engaged in a large 
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amount of FDI in the tertiary sector especially in the United States. Stock and real estate 

bubbles in Japan at this period enabled real estate companies, general construction 

companies, institutional investors, and other small investors to borrow large funds to 

invest in foreign real estate (Wilkins 1990; Kenneth Leventhal & Company 1994). 

During this period, Japanese firms in the tertiary sector, especially banks and general 

construction companies, also expanded their business in purely domestic markets in 

foreign countries such as retail banking in California or Britain or the development of 

shopping malls in the U.S. (Wilkins 1990; Graham and Krugman 1991). Since a 

substantial part of FDI in the real estate sector was conducted as portfolio investment, 

activities by affiliates measured by sales or employment are relatively small compared 

with capital flows. And although many of Japan’s FDI projects in the tertiary sector 

resulted in failure afterward, withdrawals of equity investment or repayments of loans 

or bonds are not subtracted from the MOF statistics, which are gross data. These factors 

exaggerate Japan’s outward FDI in the MOF statistics. 

Second, as we have already pointed out, because of Japanese authorities’ 

regulations, many foreign banks and insurance companies entered Japan through setting 

up branches instead of founding subsidiary companies. This fact makes their investment 

flows relatively small compared with the actual sizes of their affiliates’ activities 
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measured by sales or employment. 

Using Table 5, we can compare Japan and America’s purchases of services from 

foreigners. For the service sector as a whole, Japan’s ratio of imports to total domestic 

output is 1.8%, which is almost at the same level as the corresponding U.S. ratio, 2.1%. 

But in the case of purchases from majority owned foreign affiliates (Table 6), Japan’s 

ratio of purchases from affiliates to total domestic output is 1.2%, which is less than half 

of the corresponding U.S. ratio of 2.7%. In terms of employment, Japan’s ratio of the 

number of workers employed by majority-owned foreign affiliates to the total number 

of workers is 0.4%, which is one seventh of the corresponding U.S. ratio of 2.8%. It 

seems that Japan’s market for services is more closed for establishment transaction than 

for cross-border transactions. 

In order to test whether Japan’s market for services is more closed for 

establishment transactions than for cross-border transactions, we estimated gravity 

models both for the direction of U.S. service exports and the regional distribution of 

sales of services by U.S. firms’ foreign affiliates. 12, 13 The results are summarized in 

Table 6. The dependent variables are the logarithm of U.S. exports and sales by 

affiliates. As explanatory variable, we use the logarithm of each country’s GDP, the 

logarithm of per capita GDP, the logarithm of distance from the U.S., and a dummy for 
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Japan. The equations are estimated for 1992 and 1997. The Japan dummies are not 

significant both in the U.S. export equations and in sales-by-affiliates equations. In 

other words, we cannot conclude that Japan’s market for services is significantly more 

closed to sales by U.S. firms than other countries’ markets. But it seems that the signs of 

the estimated coefficients of Japan dummies are consistent with our findings from the 

U.S.-Japan comparison based on Table 5 and Table 6. The coefficients of the Japan 

dummies take a positive value in the case of the export equations and a negative value 

in the case of equations for sales by affiliates. The results imply that Japan’s purchases 

of services through establishment transactions from U.S. firms in 1997 were about 50% 

less than the predicted value.   

INSERT TABLE 7 

Next, we study Japan’s purchases of services from foreigners by industry. Figure 1 

shows the industry composition of Japan’s purchases. Purchases are concentrated in a 

limited number of industries. Four industries, financial intermediaries, wholesale trade, 

air transportation, and hotels and lodging places account for 54% of Japan’s total 

purchases of services from foreigners. In the case of financial services, most foreign 

banks and insurance companies entered Japan through setting up branches (see Panel A 

of Table 4). In 1995, Citibank employed 1,100 workers and earned an annual current 
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income of 326 billion yen. Goldman Sachs Ltd. and Salomon Brothers Asia Ltd. 

employed 510 and 450 workers, respectively, at their Tokyo branch. Almost all the air 

passenger transportation services by foreign firms are conducted through their Japanese 

branches. But in the case of airfreight transportation and water transportation there are 

several large affiliates. In 1995, Federal Express Japan and UPS Yamato employed 852 

and 650 workers, respectively. A European water transportation company, Maersk, 

employed 360 workers. Foreign manufacturing firms set up large wholesale affiliates in 

order to promote their sales in Japan. For example, Caterpillar Mitsubishi Construction 

Machinery employed 2,235 workers at their wholesale affiliates. Kodak Japan Ltd. 

employed 1,078 workers. 

In Figure 2, we compare Japan’s and the United States’ sectoral importance of 

purchases from foreigners, which we measure by a ratio of total purchases from 

foreigners to total domestic output. In Japan, differences in this ratio among industries 

are more remarkable than in the United States. Japan’s variation coefficient of this ratio 

among industries is 2.42 compared to a variation coefficient of only 1.59 for the United 

States. 

INSERT FIGURE 1, FIGURE 2, AND FIGURE 3 

Figure 3 shows Japan’s “Revealed Comparative Advantage” measured as the ratio 
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of net exports to total domestic output and the ratio of net purchases from affiliates 

(sales by FAJF minus sales by JAFF) to total domestic output. According to Figure 3, 

Japan is most competitive in industries that support Japan’s international activities, such 

as casualty and life insurance, other business services, agricultural services,14 financial 

intermediary services. Among all of Japan’s FDI, investment in these kinds of 

supporting industries for Japan’s international activities has the longest history. Japan’s 

large trading companies (sogo shosha), banks, insurance companies, transportation 

companies started their FDI before the Second World War. The Japanese government 

sometimes backed up this type of investment. Figure 3 also shows that Japan is least 

competitive in air transportation, computer programming and software, and information 

services both in international trade and in establishment transactions.   

As we have already seen, for the service sector as a whole Japan’s ratio of the 

number of workers employed by majority-owned foreign affiliates to the total number 

of workers is one seventh of the corresponding U.S. ratio. Among our 51 service sector 

categories, in which categories is the Japanese market more closed to international 

establishment transactions than the U.S. market? Figure 4 shows the differences in 

Japan’s inward FDI penetration and the corresponding U.S. penetration by industry. In 

order to minimize the bias in our cross-industry comparisons, we use the data for 
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majority-owned affiliates for Japan's penetration. We should note that the U.S. data 

cover all affiliates where the foreign ownership ratio is 10% or higher. There are some 

similarities between Figure 3 and Figure 4. Japan has a higher penetration ratio than the 

U.S. in air transportation, computer programming and software, and information 

services. Japan has a lower penetration ratio than the U.S. in casualty and life insurance, 

financial intermediary services, hotels and lodging places, and supporting services for 

transport. 

INSERT FIGURE 4 

 

INSERT FIGURE 5 

So far, our analysis was static and mainly based on Japan’s 1995 data. But we 

should note that FDI into Japan is growing at amazing speed. Table 8 shows MOF 

statistics on FDI flows into Japan. According to the statistics, the inward direct 

investment stock in Japan’s non-manufacturing sector has grown six-fold in the last ten 

years. The total of FDI flows in the last three years is greater than the FDI stock at the 

end of the 1996 fiscal year. In recent years, the number of cases of cross-border M&A 

has been increasing especially.15 In 1999, AT&T and British Telecom jointly bought a 

combined 30% share of Nippon Telecom. A British company, Cable and Wireless 
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acquired IDC (International Digital Communications) by a takeover bid. 

INSERT TABLE 8 

Probably the following two factors have contributed to the recent increase of 

inward FDI. First, in recent years, the Japanese government promoted important 

deregulatory and related measures in order to transform Japan’s socio-economic system 

into a new system that is more open to the international community and based on the 

rules of self-responsibility and market principles. As a part of this deregulation program, 

the Japanese government alleviated or abolished several regulations on inward FDI. For 

example, all restrictions on foreign ownership and on foreign board members in Type I 

telecommunications carriers (except for NTT and KDD), including their radio station 

licenses, removed in 1998. In 1999, all restrictions on foreign capital and the 

appointment of foreign directors in all cable TV businesses were removed. Second, the 

recent stagnation of Japan’s land and stock prices created a kind of “fire-sale” situation, 

from which foreign investors benefited.16 

As we have seen in section 2, MOF FDI statistics are not appropriate measures for 

JAFF’s activities. Therefore, using Toyo Keizai data, we compared JAFF’s employment 

in 1997 with that in 1990. Table 9 and Figure 5 show changes in the number of workers 

employed by JAFF and changes in Japan’s imports of services. According to Table 9, 
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the number of workers employed by JAFF in non-manufacturing sectors excluding 

primary industries increased by 36%, which is substantially smaller than MOF FDI 

statistics indicate.17 According to MOF statistics, inward FDI stocks tripled from the 

end of 1990 to the end of 1997. Probably, MOF statistics exaggerate the increase of 

JAFF’s activities in recent years. 

According to Table 9 and Figure 5, increases of JAFF’s employment in service 

sectors are quite uneven among industries. JAFF employment in retail trade, advertising, 

telecommunications, information services, and other business services has doubled, 

while that in wholesale trade, hotels and lodging places, and insurance industries were 

relatively stagnant. 

INSERT TABLE 9 AND FIGURE 5 

 

5. Econometric Analysis of Determinants of Inward FDI Penetration 

As we have seen in the previous section, there are significant differences in inward 

FDI penetration in the various service industries. What industry characteristics affect the 

inward FDI penetration of each industry? In this section, we conduct an empirical study 

on this issue.   

This type of cross-industry analysis on FDI into Japan has been conducted by 
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Lawrence (1993), Weinstein (1996), Nakamura, Fukao, and Shibuya (1997), and 

Horaguchi (1995).18 One of the most hotly debated issues in these studies was whether 

Japan’s keiretsu relationships impede inward FDI.  It has been argued that keiretsu 

relationships reduce inward FDI through cross share-holdings and long-term supplier 

relationships.  Using MITI (1991) data on only ten industries, Lawrence (1993) did a 

cross-industry regression and found that keiretsu relationships significantly impeded 

inward foreign direct investment. By constructing a panel data based on MOF data, 

Weinstein (1996) conducted a similar kind of regression and found that the coefficient 

on the shares of financial group member sales in each sector is negative but not 

significant in many cases. By using their newly compiled statistics on Japan’s inward 

FDI penetration (the share of sales by JAFF in total sales) in 58 manufacturing 

industries from micro-data of MITI’s Kigyo Katsudo Kihon Chosa (Basic Survey on 

Business Activities by Enterprises), Nakamura, Fukao, and Shibuya (1997) conducted a 

cross-industry regression. They found that sales concentration as measured by the 

Herfindahl index has significant negative effects on Japan’s inward FDI penetration, 

while capital intensity and skilled-worker intensity have significant positive effects on 

the FDI penetration. They also found that keiretsu variables and a government barrier 

dummy variable based on the OECD (various issues) do not have a significant effect on 
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FDI penetration. Horaguchi (1995) also found that a coefficient on the keiretsu share 

was not significant.  

These previous empirical studies mainly focused on the manufacturing sectors. No 

empirical analysis on inward FDI penetration in the service sectors has been conducted. 

The lack of analysis on the service sectors is probably due to the deficiency of data as 

we have already suggested in Section 2. 

In this section we estimate an empirical model explaining the determinants of 

Japan’s inward FDI penetration. The variables of this estimation are defined in Table 10. 

Further details on the definitions and sources of the variables are provided in Appendix. 

We use Japan’s FDI penetration ratio in the service industries as the dependent 

variable.19 Japan’s FDI penetration is defined by Japan’s ratio of the number of workers 

employed by majority-owned foreign affiliates to the total number of workers. 

INSERT TABLE 10, 11 

In order to control for differences in the tradability of different services, we used 

FDIUS (U.S. inward FDI penetration). We expect a positive coefficient for this variable. 

To know the effects of government regulations on inward FDI, we prepared a 

variable, RINVJAUS (Japan’s FDI restrictiveness minus U.S. FDI restrictiveness). 

Following Hoekman (1996), we compiled a frequency measure for FDI restrictiveness 
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at the 3-digit industry level, using data from GATS (General Agreement on Trade in 

Services) schedules for Japan and the United States (WTO 1997), APEC (1996), OECD 

(various issues), Japan Investment Council (various years), and the Japanese 

Government (various years). The two countries’ FDI restrictiveness indices are reported 

in Panel B of Table 5. RINVJAUS is defined as the difference between Japan’s and the 

U.S.’s FDI restrictiveness. We expect a negative coefficient for this variable. Inward 

FDI in an industry will be limited, if establishments owned by government dominate the 

industry. To study this effect, we used a variable, PUBEMP (share of workers employed 

by local or central government). We expect a negative coefficient for PUBEMP. 

 

In cases where cross-border transactions of services are not difficult, multinational 

corporations will choose the location where the production costs are lowest. 20 

Therefore, the inward FDI penetration ratio will be affected by Japan’s locational 

advantage for each industry. Since Japan’s land prices and wages of unskilled workers 

are relatively high, Japan probably has a locational disadvantage for land-intensive or 

unskilled-worker intensive industries. Consequently, we would expect a positive 

coefficient for UNIV (skilled-labor intensity) and a negative coefficient for LAND (land 

intensity). It has been argued that firm-specific skills play a more important role in 
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Japanese firms and that this feature has hindered the development of the secondary 

labor market in Japan. This fact might impede new entry of foreign firms (Weinstein 

1996). In order to take account of this factor, we prepared JOBSEP (job separation rate). 

We expect a positive coefficient for this variable. 

In order to take account of the effects of keiretsu, we used three keiretsu variables, 

HORIZ (the share of workers employed by horizontal keiretsu firms), VERT (the share 

of workers employed by vertical keiretsu firms), and KRETS (the share of workers 

employed by horizontal or vertical keiretsu firms). If keiretsu impede inward FDI, we 

will have negative coefficients. 

The standard FDI theory (for example, see Caves 1982 and Dunning 1988) 

emphasizes intangible assets, such as the stock of technological knowledge accumulated 

by R&D or the accumulation of marketing know-how from past advertising as the 

source of multinational enterprises’ advantages. When a firm moves production 

overseas, it is in a disadvantageous position in relation to local firms because of 

differences in terms of language, customs and institutions. Multinational enterprises will 

exist only if the foreign establishments they control and operate attain lower costs or 

higher revenue productivity than the same establishments functioning under local 

management. According to this theory, we will observe more active FDI in 
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R&D-intensive or advertisement-intensive industries. We would expect positive 

coefficients for ADINT (advertisement intensity) and RDINT (R&D intensity). If 

Japanese firms’ productivity level is higher than that of foreign firms, Japanese firms 

will have a higher sales share in the world market and inward FDI will be limited. To 

take account of this factor, we used DPROD (an index comparing Japan’s productivity 

in each industry with the U.S. equivalent) which was taken from Kawai (1996). It is 

problematic to use this variable for the following reasons. First, since Japanese firms 

compete not only with U.S. firms but also with other countries’ firms, DPROD is not an 

appropriate variable. Second, in Kawai’s (1996) methodology, if Japan’s absolute 

producer price level in one industry is higher than the corresponding U.S. price level 

and if this gap cannot be explained by Japan-U.S. differences in factor prices and prices 

of intermediate inputs, then Japan’s productivity in that industry is inferred to be lower 

compared to the United States. But there is a possibility that Japan’s high absolute price 

level (relatively low DPROD) might reveal either Japan’s higher industry rent or 

Japan’s higher fixed costs. Third, there might exist a reverse causality. High inward FDI 

penetration might increase DPROD through either reducing the industry rent or 

improving that industry’s productivity. 

Since there exists a lower bound, zero, for our dependent variable we conduct a 
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Tobit estimation. The results are summarized in Table 11. Among our 51 industries, we 

were unable to obtain data for six industries, that is, postal services, education, research 

institutes on natural sciences, research institutes on social sciences and humanities, 

health and hygiene, and private non-profit organizations’ services. Therefore, the 

maximum sample size is 45. As we have seen in Figure 4, inward FDI in Japan’s air 

transportation industry stands out and seems to be an outlier. We checked the robustness 

of our results by excluding air transportation industry from our sample. 

In the case of policy variables, we got significant results. The estimated 

coefficients of RINVJAUS (Japan’s FDI restrictiveness minus U.S. FDI restrictiveness) 

and PUBEMP (the share of workers employed by local or central government) are 

negative and significant. These results imply that by eliminating its restrictions on 

inward FDI and reducing government activities, Japan can increase inward FDI. 

In the case of locational advantage variables, the estimated coefficient of LAND is 

negative, as we expected, but is not significant. Contrary to our expectations, the 

coefficients of UNIV (skilled-labor intensity) and JOBSEP (job separation rate) are 

negative but insignificant in many cases. The coefficient of DPROD is positive and 

significant. 

In the case of the variables that stand for importance of intangible assets, the 
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estimated coefficient of ADINT (advertisement intensity) is positive and significant. 

Consistent with the standard theory of FDI, Japan’s inward FDI penetration is relatively 

high in industries that have higher advertisement intensity. The coefficient of RDINT 

(R&D intensity) is not significant. In the case of keiretsu variables, we did not get 

significant results, suggesting that keiretsu do not work as an impediment to inward FDI 

in Japan’s service sector. 

  

6. Conclusions 

In this paper, we estimated the sales and employment of Japanese affiliates of 

foreign firms (JAFF) and foreign affiliates of Japanese firms (FAJF) in the service 

sector at the 3-digit industry level for the year 1995. 

We found that imbalances between activities of JAFF and FAJF are smaller than 

those reported in the MOF FDI statistics. In terms of employment, the JAFF/FAJF ratio 

is 0.22. We compared Japan’s purchases of services from foreigners with U.S. purchases. 

For the service sector as a whole, Japan’s ratio of imports to total domestic output is 

1.8%, which is almost at a same level as the corresponding U.S. ratio, 2.1%. But in the 

case of purchases through establishment transactions, Japan’s ratio of the number of 

workers employed by majority-owned foreign affiliates to the total number of workers 
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is 0.4%, which is one seventh of the corresponding U.S. ratio, 2.8%. It seems that 

Japan’s market for services is more closed for establishment transaction than for 

cross-border transactions. 

We also found that compared with the U.S., Japan’s purchases from foreigners are 

concentrated in a limited number of industries. Four industries, financial intermediary 

services, wholesale trade, air transportation, and hotels and lodging places, account for 

about 54% of Japan’s total purchases of services from foreigners. From the viewpoint of 

“Revealed Comparative Advantage,” Japan is most competitive in industries that 

support Japan’s international activities, such as casualty and life insurance, other 

business services, and financial intermediary services. Japan is least competitive in air 

transportation, computer programming and software, and information services both in 

international trade and in establishment transactions. 

Using our cross-industry data, we estimated an empirical model explaining the 

determinants of Japan’s inward FDI penetration. We found that inward FDI penetration 

is closely related to several characteristics of industries. Japan’s inward FDI penetration 

is relatively high in industries that have higher advertisement intensity, a lower presence 

of government activities, and a lower presence of official restrictions on inward FDI. 

We found that the presence of keiretsu does not have significant negative effects on FDI 
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penetration. 

We should note that our new estimates possibly contain large estimation errors due 

to statistical deficiencies as we pointed out in Section 3. We hope that the Japanese 

government will make greater efforts to improve its statistics on Japan’s international 

sales and purchases of services. Some fundamental improvements can be achieved 

without great cost. For example, as we have already discussed in section 3, the Japanese 

government could easily compile reliable statistics on the number of workers employed 

by majority owned JAFF for all the industries at the 4-digit industry level by making 

use of the micro-data of Jigyosho-Kigyo Tokei Chosa (Establishment and Enterprise 

Census of Japan, conducted by Japan Management and Coordination Agency. 
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Appendix: Description of Variables and Data Sources 

Size of Industry:  

Our data on total domestic output, total domestic demand, and number of workers 

for each industry were taken from 1995 Japan Input-Output Tables (Japanese 

Government 1998). In I-O tables, the output level of the financial sector is measured by 

imputed income from interest and transaction fees. We replaced this with financial 

sector’s total current income. We calculated the domestic total current income of the 

financial intermediary services industry by summing up all banks’ current incomes, all 

securities companies’ operating revenues, and all other financial institutions’ operating 

s Annual Report of Financial Institutions; MOF’s Annual Report of 

Securities Companies). 

 

Sales and Employment by JAFF (Japanese Affiliates of Foreign Firms):  

Our data on the number of workers employed by foreign firms’ Japanese 

subsidiaries were taken from the Toyo Keizai’s Directory of Japanese Subsidiaries of 

Foreign Firms. Our data on the number of workers employed in Japanese branches and 

other establishments directly owned by foreign firms were taken from the Statistics 

Bureau, Japan Management and Coordination Agency (1998). We estimated the sales of 
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those Japanese subsidiaries for which such data were not available in the Toyo Keizai 

database as well as the sales of Japanese branches and establishments directly owned by 

foreign firms.  

For details of estimation procedures, please see Section 3. 

 

Sales and Employment by FAJF (Foreign Affiliates of Japanese Firms):  

Our data on the number of workers employed by Japanese firms’ foreign 

subsidiaries were taken from Toyo Keizai’s Directory of Japanese Subsidiaries Abroad. 

Using the Toyo Keizai database, we estimated foreign subsidiaries’ sales in the same 

way as JAFF’s sales. Moreover, we refer to MITI’s (MITI 1999b) micro-data in our 

estimate of FAJF’s sales when data from Toyo Keizai were not available. For details of 

the estimation procedures, please see Section 3. 

 

Cross-Border Trade:  

Our data on Japan’s services imports and exports are primarily taken from statistics 

on Japan’s special trade and direct purchases that are included in the 1995 Japan 

Input-Output Tables (Japanese Government 1998).  

In the context of our analysis, cross-border service trade statistics in Japan’s I-O 
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tables have the following shortcomings: 

i) Imports and exports in I-O tables do not include payments and receipts for 

construction services which, if provided by non-residents, should be considered as 

service imports. 

(ii) As merchandise imports are on a CIF basis, I-O output tables omit those services - 

transportation and insurance - that are associated with the import of goods and already 

included in the value of goods imports.  

(iii) The value of overseas whole-sellers’ activities is included in the value of goods 

imports either on FOB basis or on CIF basis, while the value of domestic whole-sellers’ 

activities for exported goods are properly summed up in the output of wholesale trade 

sector. 

In order to solve these problems, we used Bank of Japan (various issues) data on 

trade of construction and civil engineering, water transportation, and air transportation 

services. For imports of wholesale trade services which are included in the value of 

goods imports, we estimated distribution margins in the following way. We calculated 

the ratio of distribution margins for exported goods to total exports on an FOB basis, 

and estimated margins on imported goods by multiplying imports on a FOB basis by the 

commercial margin ratio. We obtained the value of goods imports on a FOB basis from 
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Bank of Japan (various issues). 

In the case of financial intermediary services, we calculated a measure of import 

quantities which is comparable to our measure of activities for this sector, that is, 

current income. We derived it by multiplying this industry’s import/output ratio of the 

I-O tables with this industry’s total current income.  

 

U.S. Imports and Total Domestic Output:  

Our data on U.S. imports and total domestic output were taken from the 1992 U.S. 

Input-Output Tables (U.S. Department of Commerce 1995c). Due to the same 

shortcomings as in the case of Japan’s Input-Output tables, we revised the data of the 

I-O tables, using data on cross-border transactions of U.S. International Services (U.S. 

Department of Commerce 1999) for construction and civil engineering, railway 

passenger and freight transportation, road passenger and freight transportation, water 

and air transportation, and supporting services for transport. Data on imports of 

financial intermediary services, telecommunications, eating and drinking places, and 

hotels and lodging places were also taken from U.S. Department of Commerce (1999). 

For imports of wholesale trade services, we estimated distribution margins that are 

included in the value of goods imports in the same way as with Japan’s imports. We 
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should note that imports data in U.S. Department of Commerce (1999) excludes imports 

from U.S. firms’ foreign affiliates. 

 

Sales by Foreign Firms’ U.S. Affiliates:  

The data on sales by foreign firms’ U.S. affiliates were taken from U.S. 

Department of Commerce (1995a). Sales data for industries where these are confidential 

are derived by multiplying the number of workers employed by foreign-owned 

establishments by the sales/employee ratio of all establishments. As with the estimation 

of Japan’s purchases from JAFF, sales of the wholesale and retail trade are adjusted to 

be based on margins, using U.S. total output and number of workers employed by all 

establishments in the United States. 

  

U.S. Ratio of Total Purchases from Foreigners to Total Domestic Output: 

This ratio is defined by “(Sales by foreign firms’ U.S. affiliates + imports) / total 

domestic output.” For financial intermediary services and insurance industries, 

definitions of output in U.S. I-O tables differ from those of sales in U.S. establishment 

data in the same way as in Japanese I-O tables. Hence, we used the number of workers 

as a measure of activities in these industries as the following: U.S. Ratio of Total 
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Purchases from Foreigners to Total Domestic Output  = (the number of workers 

employed by foreign firms’ U.S. affiliates / total number of workers) + (the value of 

imports / total domestic output). 

 

Japan’s Inward FDI Penetration (FDIJA):  

The share of the number of workers employed by majority-owned JAFF in Japan’s 

total number of workers in 1995. Our data on Japan’s total number of workers were 

taken from the 1995 Japan I-O Tables (Japanese Government 1995). 

 

 

U.S. Inward FDI Penetration (FDIUS): 

The share of the number of workers employed by foreign firms’ U.S. affiliates in 

s total number of workers in 1992. The data were taken from the U.S. 

Department of Commerce (1995a). 

 

Skilled Labor Intensity (UNIV):  

UNIV is defined as the ratio of the number of university graduate employees to the 

total number of employees in that particular industry. The data were taken from Prime 
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Minister's Office (1995) and Ministry of Labor (1996).  

 

Land Intensity (LAND):   

Our data on LAND is taken from the Development Bank of Japan (2000) and 

Nikkei QUICK Information Technology (2000). We first calculated the ratio of the book 

value (unit: billions yen) of owned land to the number of employees for each firm. 

LAND is a weighted average of the land/employee ratio in each industry. We used the 

number of employees of each firm as a weight. For water supply and sewerage systems 

industries, we calculated the land/employee ratio using MOF (1996). We first regressed 

the ratio calculated by the Development Bank of Japan data on the ratio calculated by 

MOF data for the industries where the ratios calculated by both data were available. We 

then took the adjusted ratios for water supply and sewerage systems industries by using 

the estimated regression equation. 

 

Differences between Japan’s and U.S. FDI Restrictiveness (RINVJAUS):  

 

Following Hoekman (1996), we compiled a frequency measure for FDI 

restrictiveness at the 3-digit industry level, using data from GATS (General Agreement 
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on Trade in Services) schedules for Japan and the United States (WTO 1997). The 

GATS schedule of each country shows to which service sectors and under what 

conditions the basic principles of the GATS - market access and national treatment - are 

applied in that country. The GATS schedule covers 155 service sectors. The 

commitments and limitations are in every case entered with respect to each of the four 

modes of supply, cross-border supply, consumption abroad, commercial presence, and 

presence of natural persons. It seems that commitments on the commercial presence 

mode of supply have the most significant impact on inward FDI. So we used only 

information on this mode of supply. For sectors uncovered by the GATS schedule, we 

got information on each country’s FDI restrictiveness from APEC (1996), OECD 

(various issues), Japan Investment Council (various years), and the Japanese 

Government (various years). RINVJAUS is defined as the difference between Japan’s 

and the U.S.’s FDI restrictiveness. 

 

Share of Public Services (PUBEMP): 

PUBEMP is defined as the ratio of the number of workers employed by the 

establishments owned by the central or local governments to the total number of 

employees in that particular industry in Japan. The data is taken from the Statistics 
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Bureau, Japan Management and Coordination Agency (1998). 

 

Productivity (DPROD):  

DPROD is defined as the productivity of a particular industry in Japan relative to 

that in the United States. The data are based on Kawai (1996). For this data, also see 

Kawai and Urata (1997). 

 

Advertisement Intensity (ADINT): 

ADINT is defined as the ratio of advertising expenses to the gross value-added in 

each industry. The data is taken from the 1995 Japan I-O Tables (Japanese Government 

1998). The advertising expenses are defined as the amount of input from the advertising 

industry to each industry. 

 

R&D Intensity (RDINT): 

RDINT is defined as the ratio of R&D expenses to the gross value-added in each 

industry.  The data is taken from the 1995 Japan I-O Tables (Japanese Government 

1998). The R&D expenses are defined as the amount of input from the research industry 

to each industry. 
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Keiretsu (KRETS):  

KRETS is defined as the share of workers employed by keiretsu firms in the total 

work force. The data on keiretsu were taken from Toyo Keizai Shinpo-sha (2000). We 

treated all the firms that belong to horizontal or vertical keiretsu groups and all the 

subsidiaries of such firms as keiretsu firms. 

 

Horizontal Keiretsu (HORIZ):  

HORIZ is defined as the share of workers employed by horizontal keiretsu firms in 

the total work force. The data on keiretsu were taken from Toyo Keizai Shinpo-sha 

(2000). We treated all the firms that belong to the Shacho-kai (President Clubs) of seven 

corporate groups (Mitsui, Mitsubishi, Sumitomo, Fuyou, Sanwa, Ichikan, and Tokai) 

and all the subsidiaries of such firms as horizontal keiretsu firms. 

 

Vertical Keiretsu (VERT):  

VERT is defined as the share of workers employed by vertical keiretsu firms in the 

total work force. The data on keiretsu were taken from Toyo Keizai Shinpo-sha (2000). 

We treated all the firms that belong to forty-three independent corporate groups (Toyota, 
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Nissan, Hitachi, Toshiba, Matsushita, Taisei, etc.) and all the subsidiaries of such firms 

as vertical keiretsu firms. 

 

Job Separation Rate (JOBSEP):  

The data on job separation rates is taken from Ministry of Labor (1995). 
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ENDNOTES 

                                                   

1  MITI’s other survey, Kigyo Katsudo Kihon Chosa (Basic Survey on Business Activities by 

Enterprises), also collects data on JAFF as a part of information obtained on Japanese firms. But this 

survey covers only the manufacturing and commerce sectors. Moreover, the response ratio of this 

survey is also low. In 1999, the Japan Management and Coordination Agency added questions on 

whether firms were majority owned by foreigners or not to their survey, Service-gyo Kihon Chosa 

(Basic Survey on Service Sector), which covers several service industries. A coming report of this 

survey probably includes some information on JAFF. 

2 Mainly focusing on manufacturing sectors, Kimura and Baldwin (1996) estimated sales and 

procurements by JAFF and FAJF using the results of MITI’s surveys. They did not make 

adjustments to account for these problems. 

3 In the case of inward FDI, Toyo Keizai and Dun & Bradstreet Japan Ltd. jointly conduct their 

surveys for this database. 

4 A private company, Teikoku Data Bank Ltd. provides a database, “Cosmos” which covers 1.1 

million Japanese firms for 1999.  In the case of the non-manufacturing sector, the database contains 

information on 1,236 firms which were more than one quarter foreign-owned.  The database was 

too expensive for us to use for this research.  Some statistics on these firms are available at 

<www.tdb.co.jp>. 
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5 Jigyosho-Kigyo Tokei Chosa (Establishment and Enterprise Census of Japan), conducted by Japan 

Management and Coordination Agency, is the most basic and important survey on Japanese 

establishments and covers all the industries. The survey collects both data on establishments and 

data on enterprises and these two sets of data are linked. In the survey, companies are asked whether 

they are majority owned by foreign firms or not. Therefore, the data collected in this survey are ideal 

for a compilation of statistics on the number of workers employed by all the JAFF. But such 

statistics are not included in the report on this survey and we did not have enough time to get access 

to micro-data of the survey.  

6 We have also examined financial reports. Since the majority of foreign owned firms are unlisted 

and the Toyo Keizai usually reports sales in the case of listed firms, this strategy did not help us 

substantially. We thought that the sales/employment ratio might be different for firms of different 

scale, and so we investigated whether this ratio depended on the scale of firm for several major 

industries, but we found no significant relationship. 

7 Toyo Keizai’s classification contains 11 wholesale trade sectors. For the other non-manufacturing 

subsidiaries, it contains only 20 sectors. 

8 We aimed at setting the target of our analysis as broad as possible. Our classification includes all 

the non-manufacturing industries except agriculture, fishery, forestry, and mining. Our data cover 

electricity, gas, and water supply, which are not covered by GATS, and agricultural services and ship 
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and aircraft repairing, which are not classified in the service sector in Standard Industrial 

Classification for Japan (Statistics Bureau, Japan Management and Coordination Agency 1993).  

9 For definitions of industries in Japan’s, the U.S., and the GATT Secretariat’s classifications 

systems, see United Nations (1991), GATT (1991), Statistics Bureau of Japan Management and 

Coordination Agency (1993), MITI (1995), Japanese Government (1998), and Nijhowne and Usher 

(1999). 

10 To be more rigorous, we should also take account of transactions among JAFF and transactions 

among FAJF. Kimura and Baldwin (1996) makes this point.   

11 According to Karsenty (1999), compensation of employees accounts for only 1.4% of world total 

international transactions in services. But in several industries, such as amusement and recreation, 

this mode of transactions probably plays substantial roles. 

12 There are several empirical studies which estimated an econometric model explaining the regional 

distribution of U.S. direct investment abroad and found that a Japan dummy is negative and 

significant. But these studies are based either on data of FDI in manufacturing industries (Grubert 

and Mutti 1991) or on data of FDI in all the industries (Eaton and Tamura 1994). On this issue, also 

see Lawrence (1993) and Development Bank of Japan (1997). 

13 Francois (1999) estimates gravity models for the direction of U.S. exports of business and 

financial services and construction services. 
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14 Japan’s large trading companies (sogo shosha) own several warehouse companies in the U.S. for 

imports of agricultural products. 

15 According to MITI (2000), there were 129 investments into Japan through cross-border M&A in 

1999.  

16 For more detail on Japan’s recent deregulation measures, see Japan Investment Council (various 

years). 

17 On the other hand, U.S. firms, for example, increased their sales of services through their 

affiliates in Japan by 122% in this period (U.S. Department of Commerce 1999).  

18 In the case of FDI into the U.S., Ray (1989), Kogut and Chang (1991), and Pugel, Kragas, and 

Kimura (1996) conducted similar types of cross-industry analyses. 

19 On the theoretical foundation of cross-industry estimation, see Kogut and Chang (1991), Petri 

(1991), and Lawrence (1993).  On keiretsu, also see Saxonhouse (1993).  

20 Brainard (1993, 1997) discusses this issue for the case of manufacturing products.  For the issue 

of locational advantage, also see Dunning (1988). 






































