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Abstract

China has kept large capital-intensive industries at home, even though its factor endowment
patterns imply that China has comparative advantage in labor-intensive industries. Therefore
liberalizations brought by China’s WTO accession would most likely cause a large-scale industrial

adjustment.

China’s economic development continues to be led by foreign affiliated companies. Japan’s share
among these still remains relatively small. And economic activities of Japanese firms in China,
although rapidly increased in recent years, still lags far behind their activities in North America and
some other regions. Therefore the relocation of production bases from Japan to China has yet to
significantly impact on Japanese economy.

The relocation of production bases to developing countries may increase Japan’s economic welfare,
but it may also negatively affect Japanese economy under certain conditions. To minimize such
negative impact, governmental policy measures such as promotion of new leading export industries
and protection of intellectural property rights should play a major role.
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