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OVERVIEW 

Catalyst 

This profile analyzes the political, economic, social, technological, legal, and environmental (PESTLE) structure in Japan. 

Each of the PESTLE factors is explored on four parameters: current strengths, current challenges, future prospects, and 

future risks. 

Summary 

Key findings 

The country has a strong democratic setup, but political instability could derail reforms 

Japan has a robust democratic setup. According to the World Bank’s 2009 governance indicators, the country scored high 

on governance, with an 81.0 percentile ranking in terms of the voice and accountability parameter. Voice and accountability 

measures the extent to which a country's citizens are able to participate in selecting their government, as well as freedom 

of expression, freedom of association, and freedom of the media. The country’s ranking among 213 countries proves the 

strength of democracy in Japan. However, political instability is looming large; with the House of Representatives and the 

upper house controlled by two different parties, at present there is plenty of political one-upmanship and disagreement on 

important bills and legislation. The political gridlock, coupled with increasing public resentment towards Prime Minister 

Naoto Kan’s leadership and calls for a grand coalition from some quarters, is expected to lead to even more political 

turmoil, which could derail reforms.  

Japan has well-developed industrial and services sectors, but its budget deficit and poor government 

finances pose a challenge   

Japan has a well-developed manufacturing and services industry, with an unparalleled manufacturing base and 

technological knowhow. The manufacturing sector, dominated by the electronics and automotive industries, accounted for 

25% of gross domestic product (GDP) in 2010. The country also has one of the world’s largest financial sectors, and 

Japanese banks are better positioned than banks in the US and Europe because of limited exposure to mortgage-backed 
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securitized debt products. The services sector recorded growth of 5% in 2010. However, government finances are in a bad 

shape. The export driven economy has taken a beating in recent years, and the country's exports decreased from around 

$924bn in 2008 to $631bn in 2010. The budget deficit hovered close to an average of 5% between 2000 and 2009. Japan's 

initial budget for FY2011, announced in December 2010, envisaged expenditure of JPY92.4tn ($1.11tn). It is anticipated 

that public spending will increase public debt. Additionally, the government cannot afford huge expenditure when its budget 

deficit is so high.  

The country is strong in terms of human development and welfare, but a declining population and labor 

force could impact its future wellbeing   

A major portion of Japan’s national budget is set aside for social welfare initiatives. Around $192bn was spent on 

supporting the country's aging population up until 2008. Bills have been passed to make tuition free for public high school 

students and provide allowances to families raising children. A major portion of the country's FY2011 budget was assigned 

towards social security. Poverty levels in the country have also declined, with the total population living on $1–2 per day 

declining from 6.8 million in 2000 to 6.2 million in 2010.  

However, the country is facing the problem of an aging population, with the proportion of people aged 65 and above 

standing at 29.5 million in 2010. The fertility rate declined between 2000 and 2010, and at the current growth rate, the 

population of Japan will decline by more than 25% by 2050. With declining fertility rate and an increasing elderly population, 

the percentage of individuals fit for the labor force will also decline. The population that contributes to the labor force (15–64 

year olds) has steadily declined since 1996, and constituted around 64% of the population (or 81.5 million) in 2010. If 

proper measures are not taken by the government to increase the population and enhance the labor force, these factors 

could affect the country's overall productivity and economic stability. 

Japan has a strong knowledge base and significant research and development expenditure, but high wage 

costs are a concern 

Japan is historically known to be a land of innovation. Over the years, the country has developed many cutting edge 

technologies in advanced fields like robotics. The country maintains the world's third largest research and development 

(R&D) budget at $174bn, and was home to over 840,300 research and development personnel in 2010. Japan leads the 

world in the production and use of robots, possessing more than half (402,200 of 742,500) of the world's industrial robots 

used for manufacturing. In 2010, the company filed 46,978 patents with the US Patent and Trademark Office. However, 

Japan has the highest wage costs in the world in the technological sector, topping the list with an average annual salary of 

more than $86,000. Japan is followed by Australia and the US, with average annual salaries of around $80,000 and 

$75,000 respectively. It is these high wage costs that could ultimately result in China and India developing into first choice 

R&D outsourcing centers. To compete against these nations, the Japanese government has to come up with innovative 

policies to create an attractive R&D climate.          

The Japanese legal system is similar to the US and Germany, but rigid and slow legal procedures could 

turn away investors 

The Japanese legal system is conducive to new business investors due to its similarity to the German and US legal 

systems. A familiar judicial system makes it easier for foreign investors to operate in Japan, especially because the US and 

Germany are two of Japan's most important technology partners. The government has announced new measures to attract 
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more foreign firms, introducing a package that includes tax relief, speedy immigration procedures, and improved logistics 

and infrastructure. However, legal procedures in the country are extremely complicated and rigid. Judges have to deal with 

a heavy backlog of cases, which is leading to trials becoming prolonged. The slow legal procedures are taking a toll on 

foreign investment in Japan. 

The country has strong environmental policies; however, air pollution remains a challenge 

The country has been on an ecologically sustainable mode of development since the 1980s. The government has enforced 

standards such as environmental reporting, environmental accounting, environmental labels, environmental management 

systems, lifecycle assessment systems, and environmental performance ratings in a bid to maintain effective pollution 

control. It also regulates the production of ozone-depleting substances in order to protect the ozone layer. The country has 

undertaken initiatives to develop environmentally friendly technologies to reduce CO2 emissions. Some of the automotive 

majors have invested in low emission vehicle development. However, there has been an increase in CO2 emissions due to 

the increased use of fossil fuels, as many nuclear plants have been temporarily shut down for maintenance activities in the 

wake of the tsunami-related nuclear accident at Fukushima Daiichi. The country is facing increasing pollution levels due to 

rising nitrogen dioxide emissions in China. China is expected to grow at a brisk pace over the next two decades, so 

considerable amounts of Chinese pollution is likely to affect Japan in the future.  

PESTLE highlights 

Political landscape 

 The government has embarked on e-governance initiatives that are expected to introduce greater transparency to 

Japanese politics and improve political administration in the country.  

 The continued diplomatic row with North Korea is a cause for concern, as the nation’s provocative actions have led to 

the destabilization of peace in the region.  

Economic landscape 

 Japan's foreign reserves were $1.14tn at the end of May 2011. Japan is the second country after China with official 

reserves exceeding $1tn.  

 The March 2011 earthquake and tsunami had a detrimental effect on the country’s business and economy, as the 

tsunami wiped out towns and industrial zones that supplied essential components. The supply disruption has 

negatively affected economic activity.  

Social landscape 

 The government has launched several initiatives including the Angel Plan, the Nursing Care Insurance Law, the Child 

Allowance Law, the Childcare Leave Law, and the Child Welfare Law in an attempt to alleviate the declining birth rate.  

 The population that contributes to the labor force (15–64 years) has steadily declined since 1996, and constituted 

around 64% of the population (or 81.5 million). This situation could easily lead to a shortage of both labor and 

industrial productivity.  
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Technological landscape 

 Government expenditure on R&D has increased by around 36% from $128bn in 2001 to $174bn in 2010.  

 Japan should work on improving its R&D environment, as it faces challenges from China and India, both of which have 

quickly developed as strong R&D outsourcing centers due to the low costs and skilled labor they can offer. 

Legal landscape 

 In December 2010, the country announced plans to reduce its effective corporation tax rate from 40.9% to around 

36%. 

 According to the World Bank's 2011 Doing Business Report, getting a business up and running in Japan takes at least 

eight procedures and 23 days, which is both a longer period of time and greater level of complexity than the 

Organisation for Economic Co-operation and Development (OECD) average of 5.6 procedures and 13.8 days. 

Environmental landscape 

 Japan has registered with the UN its intention to slash greenhouse gas emissions by 25% from 1990 levels by 2020. 

 The country is one of the largest producers of CO2 in the world. As of 2008, it was the 5th largest producer at 1,214.2 

million metric tons. In 2010, it emitted around 1,160 million metric tons.  

Key fundamentals  

 

Table 1: Japan – key fundamentals 

 

 2009 2010 2011 2012 2013 2014 2015 

GDP, constant prices ($bn) 4,822.0 5,006.0 5,066.0 5,163.0 5,262.5 5,362.0 5,461.4 

GDP growth rate (%) -6.3 3.8 1.2 1.9 1.9 1.9 1.9 

GDP, constant 2000 prices, per capita ($) 37,816.6 39,281.1 39,855.8 40,739.0 41,661.9 42,606.0 43,571.5 

Inflation (%) -1.4 -0.8 -0.3 0.0 0.3 0.5 0.7 

Exports, total as a percentage of GDP 12.9 11.2 11.4 11.6 11.8 12.0 12.1 

Imports, total as a percentage of GDP 12.8 13.8 14.0 14.1 14.3 14.5 14.6 

Mid-year population (millions) 127.5 127.4 127.1 126.7 126.3 125.8 125.3 

Unemployment rate (%) 5.1 5.1 5.0 4.8 4.5 4.4 4.3 

Mobile penetration (per 100 people) 86.8 90.7 94.4 97.7 100.9 103.8 106.5 

 

Source: Datamonitor D A T A M O N I T O R 
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KEY FACTS AND GEOGRAPHIC LOCATION 

Key facts 

 

Table 2: Japan – key facts 

 

Country and capital  

Full name Japan 

Capital city Tokyo 

  

Government  

Government type Constitutional monarchy with parliamentary government 

Head of state Emperor Akihito 

Head of government Prime Minister Naoto Kan 

  

Population 127.4 million 

  

Currency Yen 

  

GDP per capita, adjusted by purchasing power parity (PPP)  $39,281 

  

Internet domain .jp 

  

Demographic details  

Life expectancy 82.25 years (total population) 

 78.96 years (men) 

 85.72 years (women) 

  

Ethnic composition (2000 data) Japanese 98.5%, Korean 0.5%, Chinese 0.4%, 

 other 0.6% 

  

Major religion (2001 census) Buddhism and Shintoism 90.2%, Christianity 2%, other 7.8%  

  

Country area 377,915 sq km  

  

Language  Japanese 

  

Exports Transport equipment, motor vehicles, semi-conductors, electrical 
machinery, chemicals  

  

Imports Machinery equipment, raw materials, fuels, food stuffs, textiles, 
chemicals 

  

Source: Central Intelligence Agency (CIA) D A T A M O N I T O R 
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Geographical location  

Japan is a chain of islands in Eastern Asia, located east of the Korean Peninsula between the North Pacific Ocean and the 

Sea of Japan. 

 

Figure 1: Map of Japan 

 

 

 

Source: CIA, The World Factbook D A T A M O N I T O R 
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PESTLE ANALYSIS   

Summary 

Japan has one of the world’s largest economies, with a very strong democratic set up and stable macroeconomic policies. 

However, the political landscape is characterized by instability, with the Democratic Party of Japan (DPJ) controlling the 

House of Representatives and the upper house controlled by the Liberal Democratic Party (LDP). Political disagreements 

on important bills and legislation and Prime Minister Naoto Kan’s indecision have led to political instability in the country.   

The Japanese economy is facing a severe crisis in the form of mounting government debt, a high budget deficit, and high 

unemployment. In 2008, the economy recorded negative growth of 1.2%, declining further in 2009 to -6.3%. The economy 

is suffering from the growing proportion of elderly individuals in the country. More than 20% of the population is now aged 

65 or above. Consequently, the government has been trying to address the problems associated with an aging population, 

and has increased the budgetary allocation for the social welfare sector. It has also implemented policies supporting and 

encouraging families to have more children.  

Japan is known across the world for its advanced technological innovations. The country has long been a pioneer in 

robotics, and is now starting to build technologies that protect the environment. It has a strong knowledge base. In 2010, its 

research and development (R&D) budget reached $174bn and the country was home to over 840,300 research and 

development personnel. However, the high wage cost of scientific personnel is a problem currently faced by the country. In 

contrast, developing countries such as China and India not only provide low cost research facilities, but also have low 

wages.  

The Japanese legal system is similar to those of Germany and the US. Having previously followed the Chinese system, the 

country later switched to a system that resembles German law. The knowledge of Western law has brought a growing legal 

services market into Japan, which had a revenue base of $6.6bn in 2009. The judicial system is dogged by political 

interference and discrimination of minorities by police officials, due to which there has been a recent move to adopt a new 

quasi-jury system. The country’s slow legal system and the cumbersome procedures involved in starting a business are 

likely to dissuade investors.  

The Japanese government has strong environmental policies, and the implementation of these policies is closely 

monitored. Due to rigorous implementation of policies, the level of environmental damage has reduced, emission levels 

have been under control, and water quality has improved. The government has adopted a "3R" policy (reduce, reuse, and 

recycle) to create a recycling-oriented economic system. However, increasing levels of air pollution are a cause for 

concern. The country has also witnessed increasing occurrences of smog, exacerbated by rising Chinese pollution levels.  
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Political analysis 

Overview 

Japan has a strong democratic setup with stable macroeconomic policies. The emperor is the head of state, but holds 

minimal power in terms of the administration of government affairs. The country has a strong democratic set up, and the 

current government has embarked on a New Growth Strategy to improve the economy and employment in the country. The 

government has also embarked on e-governance initiatives to improve political administration. However, the political 

landscape is characterized by instability. With the DPJ controlling the House of Representatives and the upper house 

controlled by the LDP, there is political one-upmanship, discord, and disagreement on important bills and legislation. Prime 

Minister Naoto Kan is likely to face a bleak political future due to growing criticism from the opposition and the general 

public about his handling of the earthquake and subsequent tsunami and nuclear crisis. His flip-flop on resigning and 

paving the way for a new leader has only increased political instability in the country. 

 

Table 3:    Analysis of Japan’s Political landscape  

 

Current strengths Current challenges 

■ Strong democratic setup 

■ Strong relations with the US 

 

■ Political instability 

■ Inability to pass reforms 

Future prospects Future risks 

■ New Growth Strategy  

■ E-governance initiatives  

 

■ Diplomatic row with North Korea  

■ Grand coalition 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong democratic setup  

Japan has a robust democratic setup. There are national-level and prefecture-level elections, all of which require citizens to 

exercise their vote. According to the World Bank’s 2009 governance indicators, the country scored high thanks to its strong 

democratic set up. For any country, a percentile rank of 0 corresponds to the lowest possible score and 100 corresponds to 

the highest possible score. As per the study, Japan was ranked in the 81.0 percentile in terms of the voice and 

accountability parameter. Voice and accountability measures the extent to which a country's citizens are able to participate 

in selecting their government, as well as freedom of expression, freedom of association, and freedom of the media. Japan 

ranks high due to deep-rooted democratic principles and respect for freedom of expression and the media. The country’s 

high ranking among 213 countries proves the strength of its democracy.    
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Strong relations with the US  

Japan maintains strong diplomatic relations with most world nations. It participates in peacekeeping operations despite 

having reserved views on open military assistance. The main objectives of Japan’s foreign policy are to maintain the US-

Japanese security alliance; foster and work for international peace and security; and aggressively fight against terrorism.  

Although its close relations with the US are considered to be the foundation of various Japanese foreign policies, the 

country has strong ties with other countries, which it tries to maintain via economic assistance and regular diplomatic visits. 

Japan has also played an active part in fighting global warming and greenhouse gas emissions.   

Current challenges 

Political instability 

DPJ won the 2009 elections and, in coalition with the Social Democratic Party and the People's New Party, formed a 

government with Yukio Hatoyama as prime minister. However, in June 2010 Hatoyama quit, with finance minister Naoto 

Kan taking over the role. In July 2010, the ruling coalition lost its majority in elections to the upper house of parliament. 

While DPJ has a majority in the House of Representatives, the upper house is controlled by the LDP, which has led to 

political one-upmanship and discord, and disagreement on important bills and legislation. The nuclear accident at 

Fukushima Daiichi following the tsunami in March 2011, as well as a series of economic woes, have damaged the prime 

minister’s approval rating. Still, Kan has been reluctant to resign even after several of his own party members have rebelled 

against him. He survived a no-confidence vote after offering to resign without fixing a date for his departure. All these 

developments have led to political instability in the country. 

Inability to pass reforms 

The LDP, the main opposition party in Japan, has refused to co-operate with the ruling government over negotiations for a 

supplementary budget for post-earthquake and tsunami reconstruction work. With the House of Representatives controlled 

by the DPJ and the upper house controlled by the LDP, there is a continuing impasse, and bills are not being passed in the 

upper house. Reportedly, the LDP is deliberately obstructing the bills, which has led to important reform legislation being 

stalled. 

Future prospects 

New Growth Strategy 

Under the New Growth strategy, the government has planned a revision of taxes, the creation of Comprehensive Special 

Zones, and other institutional and regulatory reforms intended to improve the economy and employment in the country. It 

plans to lower the effective corporate tax rate by 5%, lower the tax rate for small- and medium-sized enterprises, and 

provide tax incentives to Comprehensive Special Zones. Under the Fourth Science and Technology Basic Plan, the 

government will spend an additional 1% of gross domestic product (GDP) on research and development (R&D), totaling 

JPY25tn ($268bn). The government also aims to provide every household with broadband service by 2015 under the 

Initiative of Optical Fiber Highways.  
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E-governance initiatives 

In March 2010, the Japanese government announced plans to sign a memorandum of understanding with the South 

Korean government to establish an e-government system. This tie up came to consensus after the Japanese Security 

Ministry was won over by South Korea’s e-government technology. The South Korean government expects the agreement 

to pave the way for its domestic IT companies to partake in Japan’s efforts to establish an e-government system. 

Furthermore, the system is expected to bring about greater transparency as far as Japanese politics are concerned, with 

government offices being virtually connected throughout the country. Under the New Growth Strategy, the government 

plans to promote e-governance along with work process reforms. 

Future risks 

Diplomatic row with North Korea 

Japan’s relations with North Korea have been worsening in recent years. North Korea’s aspiration to develop its nuclear 

weapon armament has been worrying both Japan and the US. The already poor relations received a further setback when 

North Korea launched a missile across the Japanese archipelago in April 2009. Furthermore, the Japanese government 

extended sanctions against North Korea in early April 2010, citing a lack of progress on nuclear talks. In November 2010, 

North Korea shelled some parts of South Korea, a move which attracted international condemnation. The Japanese 

government supported South Korea's position on the incident, expressing the belief that North Korea's provocative shelling 

destabilized stability in the region. Such troubled relations pose potential threats to the country. 

Grand coalition 

Amid the economic challenges and political turmoil faced by the country, calls have been getting louder in some sections 

for a grand coalition or unity government of the country’s two major parties, the DPJ and the LDP. The idea of a grand 

coalition maintained until the next scheduled elections in 2013 has received support among some senior members of both 

parties. However, this could lead to the DPJ having to drop policies opposed by the LDP. The coalition may end up 

sacrificing reforms for populist policies that could prove detrimental to the country’s economy, which is already under 

tremendous pressure.  
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Economic analysis 

Overview 

Japan is the second largest economy in the world after the US. Its GDP per capita is among the highest in the world. 

Deregulation in some of the country's sectors resulted in consumer spending increasing, which led to rising demand during 

the 1980s and the first half of the 1990s. The economy has experienced an economic downturn in recent years, with the 

real GDP growth rate averaging 0.6% during 2002–09. However, the global economic crisis hit the Japanese economy 

hard, as the country is heavily dependent on exports. In 2008, the economy recorded negative growth of 1.2%, which 

declined further in 2009 to -6.3%. In addition, prices have been falling across the Japanese economy. The economy 

entered into a deflationary phase in 2009 and 2010, which is expected to continue during 2011.  

 

Table 4:    Analysis of Japan’s economy 

 

Current strengths  Current challenges 

■ High per capita GDP 

■ Well-developed manufacturing and financial services industry  

■ Budget deficit 

■ High unemployment 

■ Low economic growth 

 

Future prospects Future risks 

■ Growing foreign exchange reserves  

■ Current account surplus 

 

■ Sustainability of government finances 

■ Rising costs of social welfare 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

High per capita GDP 

In terms of GDP, Japan is behind the US. In real terms, however, Japan is on better ground due to its per capita GDP, 

which demonstrates a country's average standard of living. Japan's per capita GDP has increased from under $33,000 in 

1990 to more than $40,000 in 2008. GDP per capita increased at a rate of 2.1% during 2005–08, slightly higher than the 

1.9% recorded by the US and the 1.4% recorded by Germany. In 2010, it ranked second among the G8 economies in 

terms of per capita GDP at $39,281, behind only the US. High per capita GDP represents broad-based economic growth, 

which in turn creates a good economic base for further growth.     

Well-developed manufacturing and financial services industry  

After World War II, Japan moved quickly towards industrialization, and emerged as an economic power by setting up a 

large number of technologically advanced industries. Before the economic crisis set in, the country had an undisputed 

leadership position in the electronics and automotive segments, and its manufacturing base and technological knowhow 
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remain unrivalled. The manufacturing sector, dominated by the electronics and automotive industries, accounted for 25% of 

GDP in 2010. 

Japan has undertaken large-scale structural reform measures and privatized Japan Post, which was previously Japan's 

largest financial institution as well as its only national postal delivery system. After years of liberalization, Japan has one of 

the world’s largest financial sectors. Although the credit crisis has adversely affected Japanese banks, they are better 

positioned than the majority of their peers in the US and Europe because of limited exposure to mortgage-backed 

securitized debt products. The services sector had growth of 5% in 2010, meaning that there is reason to be optimistic that, 

once the economic revival begins, Japan's financial services industry will be in a strong position to reap the benefits of 

recovery.  

Current challenges 

Budget deficit 

The Japanese government's finances are in a bad shape. The country had an average budget deficit of $200bn during 

2000–09, with average annual expenditure around 40% more than average revenues. Japan's initial budget for FY2011, 

announced in December 2010, promised to spend JPY92.4tn ($1.11tn), nearly 50% of which was assigned for social 

security and tax grants, while around 23% was allotted for national debt service, and 11% went towards education, science, 

and public works. The country is under pressure to issue a record JPY44.3tn (over $475bn) of new bonds. Japan’s export 

driven economy has taken a beating in recent years due to a dip in demand for the cars, high-tech goods, and machinery. 

Japan’s exports decreased from around $924bn in 2008 to $631bn in 2010, while its budget deficit hovered close to an 

average of 5% between 2000 and 2009. These challenges do not augur well in terms of economic revival.   

High unemployment  

Unemployment has been a perennial problem in Japan during the past two decades. In 1991, the unemployment rate was 

around 2.2%, and by 2002 it had increased to 5.4%. Unemployment consistently hovered close to 5% between 2001 and 

2010. Due to the recessionary conditions prevailing since 2007, the labor force declined by 3.6%, from 64.12 million in 

2007 to 61.83 million in 2010, while the unemployment rate increased from 3.9% to 5.1% during 2007–10. Large-scale 

unemployment and lower real wages have been detrimental to consumption expenditure.   

Low economic growth  

Japanese economic growth is slow. After recording growth of 2.4% in 2007, economic conditions began to deteriorate, and 

the economy contracted in both 2008 and 2009, by 1.2% and 6.3% respectively. However, the economy revived and grew 

by around 4% in 2010. However, progress has been severely affected by the devastating earthquake and tsunami that 

struck the country in March 2011. The natural devastation led to supply disruption and crippled power supplies, which have 

affected business activity. The Fukushima Daiichi nuclear accident caused by the tsunami has also affected domestic 

consumption, due to persistent fears of radioactive contamination. The natural disaster led to annual exports declining for 

the first time since October 2009. Exports declined more than 3% in May 2011 compared to May 2010, with electronics 

shipments declining 26%. The decline in business activity, the budget deficit, the deflationary risks, high government 

spending, and political instability have led to lower economic growth. According to Datamonitor’s forecast, the economy is 

expected to grow by 1.2% in 2011, and by an average of 1.9% between 2012 and 2015.    
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Future prospects 

Growing foreign exchange reserves 

Japan's foreign exchange reserves were $1.14tn at the end of May 2011, compared to $1.04tn at the end of May 2010 and 

$911bn at the end of May 2007. The country’s foreign reserves increased due to higher foreign bond prices, particularly US 

treasury bonds and profits on foreign asset holdings. Japan is the second country after China with official reserves 

exceeding $1tn. Japan, China, and South Korea have also reached an agreement to contribute to a reserve pool on a 2:2:1 

ratio to help tide over any foreign capital flow shortages. 

Current account surplus 

Japan posted current account surplus growth consistently between 2001 and 2007. The current account surplus increased 

to more than $211bn in 2007. Despite recessionary trends in 2008, it still managed to post a surplus of around $155bn. 

Although current account surplus declined in 2009 to $142bn, in 2010 it recovered to $196bn. Current account surplus as a 

percentage of GDP averaged around 3.5% between 2005 and 2010, reflecting the country’s strong external trade and the 

strength of the Japanese economy.  

Future risks 

Sustainability of government finances 

Government spending programs will have significant implications for the future of the Japanese economy. Japan's initial 

budget for FY2011, announced in December 2010, promised to spend JPY92.4tn ($1.11tn), nearly 50% of which was 

assigned for social security and tax grants, while around 23% was allotted for national debt service, and 11% went towards 

education, science, and public works. It is anticipated that public spending will increase public debt without making 

proportionate contributions to economic growth. In addition, there are reservations about financing such expenditure 

considering that the budget deficit is hovering around the 5% mark. Since revenue sources are drying up, the government 

may find it difficult to maintain this level of proposed spending. 

Rising costs of social welfare  

As of 2010, Japan’s population included nearly 29 million people over the age of 65. This has become a major cause for 

concern, with the number of citizens drawing a pension becoming correspondingly higher. The government’s expenditure 

on social security is growing, with most of it going into pensions, medical care, nursing, and welfare. The problem of an 

aging population will plague Japan in the coming years, as people continue to retire in increasing numbers. In the budget 

for FY2011, a large chunk has been allotted for social security. With the country's aged population increasing every year, 

the cost of social welfare will only rise, which could have serious implications on the country’s finances as well as its 

economic activity. With the government already plagued by debt, rising welfare costs are something it cannot afford. 
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Social analysis 

Overview  

Japan is one of the most highly developed nations in the world, with one of the highest GDPs per capita. The country's 

poverty level has declined considerably, and the number of households in the $20,000 and above income bracket has 

inched closer to 90% of the total population. The country is also building compact cities around metropolitan towns to 

reduce congestion, and to enable it to improve delivery of its welfare benefits. However, the country is beset with the 

problem of an aging population, while a declining fertility rate has compounded the problem. The declining population has 

serious implications on the availability of labor in the future. The Japanese government has reacted to this situation boldly, 

increasing its budget allocation for social welfare and implementing various policies supporting childcare. Furthermore, the 

Japanese government is making efforts to increase the population through various measures, including childcare incentives 

and employee benefits for those with children.  

 

Table 5:    Analysis of Japan’s social system 

 

Current strengths  Current challenges 

■ Social welfare initiatives  

■ Low poverty levels 

■ Aging population  

■ Decreasing fertility rate 

Future prospects Future risks 

■ Compact cities 

■ Government initiatives to increase the population 

■ Declining labor force 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Social welfare initiatives  

A major portion of Japan’s national budget is set aside for social welfare initiatives. Around $192bn was spent on 

supporting the country's rapidly aging population in 2008, an increase of 3% from 2007. In March 2010, the lower house of 

parliament in Japan passed a bill that will make tuition free for public high school students, and will provide allowances to 

families raising children. Under the bill, households with children of junior high school age (16) or younger will be entitled to 

JPY13,000 ($144) per month to help with child-rearing costs, while private and state high schools will be paid between 

JPY120,000 ($1,330) and JPY240,000 ($2,660) towards the tuition costs of young people. Young individuals attending 

state-run high schools will not have to pay tuition fees under the bill. The country's initial budget for FY2011, announced in 

December 2010, promised to spend JPY92.4tn ($1.11tn), nearly 50% of which was assigned for social security and tax 

grants.         
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Low poverty levels 

Japan is considered to be a modern, prosperous, and socially equitable country. In terms of the Gini coefficient, which 

ranges from zero (perfect equality) to 100 (perfect inequality), Japan scored 24.9 for 2000–10. Poverty levels in the country 

also declined between 2000 and 2010, with the population living on $1–2 per day declining from 6.8 million in 2000 to 6.2 

million in 2010. In 2010, more than 87% of households had income of $20,000 or more.      

Current challenges 

Aging population  

Japan, like many other developed countries, is facing the problem of an aging population. The proportion of the population 

aged 65 and above has consistently increased in the country. In 2010, the population of people aged 65 and above was 

29.5 million, constituting around 23% of the total population, one of the highest percentages in the world. Previously, the 

elderly accounted for around 7% of the population in 1970 and 14% of the population in 1994. On the other hand, the 

percentage of the younger population (0–14 years) has been on the decline since 1982. In 2010, this age group accounted 

for around 13% of the population. The burden caused by the aging population has increased due to factors such as 

decreasing fertility rates, increasing abortions, late marriages, the increasing participation of women in the workforce, and 

small living spaces. Due to improved healthcare facilities, life expectancy has increased in the country. Life expectancy in 

the country is 82 years, one of the highest in the world. It is expected that by 2025 the aged population will comprise more 

than 28% of the total population.           

Decreasing fertility rate  

The main cause for the decrease in Japan's fertility rate is early adoption of population control. The Japanese government 

followed a policy of “the more the better” until 1941. From 1948, the new population policy of the government has been 

formulated around the Eugenic Protection Law, which relaxed laws restricting abortions to limit the number of births. 

Therefore, during 1949–57 total fertility rates in country fell from 4.54 per woman to 2.04. During 1957–73, there was no 

significant change. Furthermore, during 1973–2003 the total fertility rate fell from 2.14 per woman to 1.29. In 2010, the 

fertility rate was very low, at only 1.2 children per woman. A lower birth rate creates an imbalance in terms of the country’s 

demographics. If the country continues to grow at its current rate, the population of Japan will decline by more than 25% by 

2050. 

Future prospects  

Compact cities 

Japan is home to one of the most populated cities in the world. Tokyo, the capital of Japan, is inhabited by around 9 million 

people, making it the most congested city in the country. In addition, there are many other highly populated cities in the 

country that also suffer from limited living space and heavy traffic. To reduce congestion in Japan's cities, the government 

has introduced the concept of compact cities. The government initiated this plan in 2006, and it is now starting to take 

shape. The concept revolves around constructing well-planned infrastructure. The government succeeded in its attempts to 

extend this plan by introducing the Eco-Model Cities concept. As of 2009, more than 13 were developed under this model, 

which prominently features plans to achieve drastic reductions in terms of greenhouse gas emissions. The compact cities 
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also limit urbanization by focusing on commercial and residential facilities, avoiding a dependence on high rise buildings. 

Compact cities are constructed in such a manner as to reduce the distance between offices and homes, easing the kind of 

traffic congestion prevalent in larger cities. Moreover, when commercial and public facilities are within walking or cycling 

distance, access for senior citizens improves. The concentration of urban infrastructure not only encourages consumption 

but reduces the costs of maintenance and renewal. In addition, the reduced need for cars results in a reduction of exhaust 

emissions, thereby improving the environment. The cities of Sendai and Aomori are the best examples of compact cities in 

Japan.  

Government initiatives to increase the population  

The Japanese government is taking several measures to increase the country's population. The government has launched 

several initiatives including the Angel Plan, the Nursing Care Insurance Law, the Child Allowance Law, the Childcare Leave 

Law, and the Child Welfare Law. Under these projects, citizens are provided with various incentives to support their family 

and children. The government also introduced the 40 hour working week for individuals who have children, making it easier 

for working people to spend time with their families.   

Future risks 

Declining labor force  

The steady decline in birth rate is a cause for concern. With declining fertility rate and an increasing elderly population, the 

percentage of the total population that will be part of the labor force will also decline. The population that contributes to the 

labor force (15–64 years) has steadily declined since 1996, when it constituted around 64% of the population at 81.5 

million. According to a government study, the labor population is forecast to decline from 66.57 million in 2006 to 62.17 

million in 2017 and to 55.84 million in 2030. If proper measures are not taken by the government to enhance the labor 

force, there will be consequences with regards to the overall productivity and output levels of the nation’s economy.   
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Technological analysis 

Overview  

Japan is one of the most technologically advanced countries in the world. Its most important asset is its strong knowledge 

base, which has earned the country many accolades. It maintains the world's third largest R&D budget at $174bn, and was 

home to over 840,300 research and development personnel in 2010. The country is the world leader in robotics. An aging 

population and corresponding rise in wage costs are the major problems Japan is faced with in the technology arena. In the 

coming years, emerging nations such as China and India may become strong competitors, due to their low cost research 

facilities and wages.  

 

Table 6:      Analysis of Japan’s technology landscape 

 

Current strengths Current challenges 

■ Strong knowledge base 

■ Leader in robotics 

■ High wage costs 

 

Future prospects  Future risks 

■ Increasing patents 

■ Increasing R&D expenditure  

■ Growing threat from China and India 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong knowledge base 

Japan is historically known to be a land of innovation. Over the years, the country has developed many cutting edge 

technologies in advanced fields like robotics. The researchers of Japan are one of the country's most important assets, as 

they are responsible for developing sophisticated and innovative technology products. Japan is a leading nation in the fields 

of scientific research, technology, machinery, and medical research. It maintains the world's third largest R&D budget at 

$174bn, and was home to over 840,300 research and development personnel in 2010. Japanese researchers won a 

significant number of Nobel prizes between 1973 and 2002. With increasing budget allocation to R&D, the government’s 

intention to improve its R&D and innovation track-record is clear.  

Leader in robotics  

Japan leads the world in the production and use of robots, possessing more than half (402,200 of 742,500) of the world's 

stock of industrial robots used for manufacturing. The country also produced the QRIO, ASIMO, and AIBO models. Sony's 

QRIO is a bipedal humanoid entertainment robot, designed specifically to recognize voices and faces as well as memorize 

the preferences of individuals. ASIMO is a humanoid robot created by Honda, while AIBO is a robotic pet designed and 

manufactured by Sony. It can walk, see its environment through a camera, and recognize spoken commands. AIBO is 

considered to be an autonomous robot, as it is designed to learn and memorize from external stimuli and the environment. 
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Japanese companies have agreements with various large corporations around the world to develop robotic technologies. 

Microsoft recently joined forces with Japanese humanoid maker Tmsuk to promote its newly launched Microsoft Robotics 

Studio. The country is integrating robotics into its space programs to ensure precision and safety on space missions. Space 

Oriented Higashiosaka Leading Association, a private space agency, aims to send a robot to the moon by 2015. The 

$10.5m robot, named "Maido-kun," is being developed in co-operation with the Space Exploration Agency of Japan.  

Current challenges 

 High wage costs  

Japan has the highest wage costs in the world in the technological sector, and tops the list with an average annual salary of 

more than $86,000. Japan is followed by Australia and the US, with average annual salaries of around $80,000 and 

$75,000 respectively. Compared to other emerging Asian nations such as India and China, Japan is becoming a costly 

place to conduct scientific research. Moreover, the proportion of people in its technical labor force is dropping due to the 

aging population, which is leading to increased wage rates and reducing the competitive edge of Japanese companies, as 

products are becoming costlier in order to absorb the rising wage costs. 

        Future prospects 

Increasing patents 

Japan has one of the highest number of patents in the world after the US. The country is ahead of scientifically advanced 

countries such as Germany, France, and Canada. Statistics show that of all the new patents filed in the world each year, at 

least 40% belong to Japan. In 2010, Japan filed 46,978 patents with the US Patent and Trademark Office, positioning the 

country as one of the most active in the world. An increasing numbers of patents offers a positive signal as to scientific 

growth, and positively influences further research and development.       

Increasing R&D expenditure 

Japan’s R&D expenditure has consistently risen since 2001, except for a slight dip in 2006. However, as a percentage of 

GDP it averaged 3.1% between 2001 and 2010. Government R&D expenditure increased by around 36%, from $128bn in 

2001 to $174bn in 2010. It is also expected that R&D will remain one of the Japanese government's priorities, irrespective 

of other economic policies. Increasing R&D expenditure augurs well for the country. 
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Table 7: Japan’s R&D expenditure  

 

Year Expenditure ($bn)  Expenditure as a percentage of GDP  

2001 128 3.1 

2002 124 3.1 

2003 135 3.1 

2004 146 3.1 

2005 151 3.2 

2006 148 3.2 

2007 151 3.2 

2008 167 3.1 

2009 170 3.1 

2010 174 3.1 

 

Source: Datamonitor D A T A M O N I T O R 

 

Future risks 

Growing threat from China and India 

With China and India fast developing into R&D outsourcing centers, Japan faces strong competition in the future. Factors 

working to the advantage of both China and India include low costs and the availability of a highly skilled labor force. China 

is also welcoming foreign investors with special economic zones to support R&D initiatives. To compete against these 

nations, the Japanese government has to come up with innovative policies to create an attractive R&D climate.          

 

 

 

 

 

 

 

 

Table 8: R&D personnel in Japan, FY2004–10 

 

Year Number of people employed in R&D (000s) Growth rate (%) 

2004 787.3 4.0 

2005 790.9 0.5 

2006 819.9 3.7 

2007 826.6 0.8 

2008 827.3 0.1 

2009 839.0 1.4 

2010 840.3 0.2 

 

Source: Datamonitor D A T A M O N I T O R 
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Legal analysis 

Overview  

Japanese law was previously based on ancient Chinese law, but the country adopted a system similar to those of Germany 

and the US at the beginning of the 20th century. This turned out to be advantageous for Japan, as it made its legal system 

compatible to that of the Western world. The knowledge of Western law has brought a growing legal services market into 

Japan, which had a revenue base of $6.6bn in 2009. However, the country’s slow legal system and the cumbersome 

procedures involved in starting up a business turn investors away from the country. The legal system is also plagued with 

human rights violations, especially of prisoners.  

 

Table 9:      Analysis of Japan’s legal landscape 

 

Current strengths Current challenges 

■ Legal system similar to the US and Germany 

■ Strong legal service market 

 

■ Slow legal procedures 

■ Starting a business is cumbersome 

Future prospects Future risks 

■ Tax relief for foreign firms  

 

■ Violation of human rights 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Legal system similar to the US and Germany 

The Japanese legal system is similar to the legal systems of Germany and the US. The constitution of Japan was 

influenced by Chinese law, but since the late 19th century it has been influenced by the civil law of Germany. Following US 

occupation in the 1940s and 1950s, the country adopted certain American laws. Japan's judicial law is thus compatible with 

that of the US, as well as being similar to several European countries, meaning the nation's legal system is at least partly 

familiar to many foreign investors. This makes it easier for such investors to operate in Japan, and to be aware of 

acceptable behaviours in the country. Furthermore, with the US and Germany being among Japan's top technology 

partners, their business operations in the country have become similar to those used in their domestic markets.           

Strong legal service market 

With all-round expertise in terms of US and European law, Japan is becoming a center for legal services. The Japanese 

legal services market had total revenues of $6.6bn in 2009, representing a compound annual growth rate (CAGR) of 4.2% 

for 2005–09. In comparison, the Chinese and Indian markets recorded CAGRs of 10.1% and 8.2% respectively over the 

same period, reaching values of $23.2bn and $7.7bn in 2009. The number of qualified legal professionals in Japan 

increased at a CAGR of 3.2% between 2005 and 2009, reaching a total of 26,100 in 2009. The number of qualified legal 
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professionals in Japan is expected to rise to 34,700 by the end of 2014, representing a CAGR of 5.9% for 2010–14. The 

legal services market includes practitioners of law operating in every sector of the legal spectrum, including commercial, 

criminal, insolvency, labour/industrial, family, and taxation law, as well as legal aid. This is a growing area in the services 

market, providing strong employment opportunities to individuals who are pursuing an education in this area.  

Current challenges 

Slow legal procedures 

Japan’s legal procedures are extremely complicated and rigid. Although the courts do not discriminate against foreign 

investors in particular, they are considered to be incompatible for proceedings involving investment and business disputes. 

Furthermore, Japanese courts are also slow, and there are few procedures in place to compel the disclosure of evidence 

from an opposing party; in addition, the courts lack disapproval powers to compel a witness to testify or a party to comply 

with an injunction. Moreover, the lack of sufficient judges to deal with the country's heavy caseloads is leading to trials 

becoming extremely prolonged. These slow legal procedures are taking a toll on foreign investment in Japan. 

Starting a business is cumbersome 

Compared to Japan, it is relatively easy to start a business or make a direct investment in just about any other developed 

nation. According to the World Bank's 2011 Doing Business Report, getting a business up and running in Japan takes at 

least eight procedures and 23 days, which is longer and more complex than the OECD average of 5.6 procedures and 13.8 

days. The country’s ease of business ranking has also slipped from 90th in 2010 to 98th in 2011. The country was ranked 

44th in terms of obtaining a license or construction permit, which takes 15 procedures and up to 187 days.   

Future prospects 

Tax relief for foreign firms 

The Japanese Ministry of Economy, Trade, and Industry drew up a package of measures intended to attract more foreign 

firms. In April 2010, the ministry came up with a consensus to provide tax relief to foreign firms operating in the country. 

The package includes tax relief to foreign firms that set up research facilities or Asian headquarters in Japan. The ministry's 

move came amid concerns that the US and other European firms are increasingly shifting their Asian bases from Japan to 

other countries in the region, such as Singapore and South Korea. The package also includes speeding up immigration 

procedures, improving logistics and infrastructure, and developing human resources with advanced language skills. The 

government hopes that these measures will encourage foreign firms to invest in Japan and create jobs in the country. 

Future risks   

Violation of human rights 

In Japan, occurrences of human rights violations are mainly a result of the faulty criminal justice system, which has been 

criticized on several grounds. The Japanese police have the right to detain suspects for a long period of time, and although 

torture is rarely reported, it is occasionally used as a means of extracting confessions under pressure. Individuals are 

detained and interrogated by police for long periods, although interrogation often induces a confession which is later 

corroborated. Furthermore, there have been problems relating to the social and legal handling of minorities. Although 
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Japanese society is considered to be largely homogeneous, minorities do exist, and they often suffer prejudice. It is 

estimated that there are 2–4 million "hisabetsu buraku," meaning persons from a discriminated community, largely 

descendants of the outcast occupational groups of Japan. People of Korean or Chinese ancestry, along with other foreign 

residents, face differing degrees of discrimination. The Japanese government needs to introduce measures to alleviate the 

problems of torture and discrimination against minorities. The continued police harassment will not only reduce the 

credibility of Japan's judicial system, but also damage its relations with the Koreas and China.   
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Environmental analysis 

Overview  

Japan has strong environmental policies in place. The country has raised its environmental protection standards by 

increasing corporate accountability regarding the environment. Many standards, such as environmental accounting and 

reporting, have been introduced to tighten emission levels in the country. The country is also taking serious measures to 

control ozone layer depletion. The government has  adopted a "3R" policy to create a recycling-oriented economic system 

that stresses the importance of reducing, reusing, and recycling different resources. The country’s automotive industry is 

developing low-emission vehicles. However, the increasing levels of air pollution are a cause for concern. In addition, the 

country has witnessed increased occurrences of smog, and there is evidence to suggest that the country's pollution 

problems are exacerbated by the rise in Chinese pollution.  

 

Table 10:      Analysis of Japan’s environmental landscape  

 

Current strengths  Current challenges 

■ Strong environmental policies 

■ Ozone layer protection law 

■ Air pollution 

■ Natural disasters 

Future prospects Future risks 

■ Emerging technologies for reduction of CO2 emissions 

■ Low-emission vehicles  

■ China’s pollution levels affecting Japan 

 

Source: Datamonitor D A T A M O N I T O R 

 

Current strengths 

Strong environmental policies 

After going through a period of rapid industrialization during the 1970s and 1980s, Japan realized the importance of having 

a sustainable method of utilizing natural resources and protecting the environment. From the late 1980s, the country has 

adopted an ecologically sustainable mode of development. Japan is the only Asian country that has managed to keep its 

pollution levels down to acceptable standards with regards to international pollution control regulations. It has adopted strict 

measures to counter the problems of waste disposal and energy conservation, which have improved environmental 

protection in the country. The government has adopted policies to promote environmental awareness among the business 

houses, and has enforced standards such as environmental reporting, environmental accounting, environmental labels, 

environmental management systems, lifecycle assessment systems, and environmental performance ratings. All of these 

standards act as effective control measures when it comes to reducing pollution levels.  

Ozone layer protection law 

There is a growing concern that depletion of the ozone layer will increase the amount of harmful ultraviolet radiation that 

reaches the earth, leading to health hazards such as skin cancer and cataracts, as well as hindered growth of plants and 
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plankton. The ozone layer over Japan decreased in the 1980s, but has since remained constant. In order to prevent 

depletion of the ozone layer, the production of ozone-depleting substances in Japan is now regulated in accordance with 

the ozone layer protection law. Furthermore, recovering and destroying fluorocarbons at the disposal stage of products is 

mandated by the home appliance recycling law, the fluorocarbons recovery and destruction law, and the end-of-life vehicle 

recycling law. With these laws in place, Japanese industries are regulated to reduce the emission of chemicals that 

damage the ozone layer.   

Current challenges 

Air pollution 

Large-scale industrialization has led to deterioration in the environmental quality of Japan. In 2007, a total of 28 out of 

Japan's 47 prefectures issued photochemical smog warnings; these are issued when the density of photochemical oxidants 

tops 120 parts per billion per hour. Any increase in density will affect both plant and human life. Since plants are even more 

sensitive to ozone than humans, if the density continues to increase, wheat and soybean production will  decline 

significantly, affecting the country's food supply. Increased use of fossil fuels in the wake of the temporary closure of many 

nuclear plants due to maintenance activities is also increasing CO2 emissions in the country.    

Natural disasters 

Japan accounts for around 20% of all worldwide earthquakes of magnitude 6 and above. These earthquakes also lead to 

tsunamis that damage life, property, and the economy. The March 2011 earthquake was the country’s biggest and 

deadliest. The 8.9 magnitude earthquake and resulting tsunami killed an estimated 21,000 people and wiped out entire 

towns and industrial zones that supplied critical components to the electronics and automotive sectors. The supply 

disruption, coupled with crippled power supplies due to the Fukushima Daiichi nuclear power plant being damaged by the 

tsunami, has had a negative impact on economic activity. Domestic consumption and industrial investment have both 

declined. The issue of radioactive contamination from the stricken nuclear plant still persists, and has not helped improve 

domestic consumption. The natural disaster led to annual export decline for the first time since October 2009. Exports 

declined more than 3% in May 2011 compared to May 2010, with electronics shipments declining 26%. 

Future prospects 

Emerging technologies for reduction of CO2 emissions 

Japan is undertaking initiatives to develop environmentally friendly technologies to reduce CO2 emissions. In March 2008, 

the Japanese government came up with a roadmap for the development and introduction of 21 technologies to help reduce 

global greenhouse gas emissions. One of the projects, The Cool Earth Innovative Technology Plan, calls for the 

development of a solar power generation system at least four times more efficient than existing systems. It also seeks to 

develop electric vehicles which can drive at least 500 kilometers with a single charge from a home power outlet. The plan 

calls for both of these targets to be achieved by 2030. Other technological breakthroughs envisaged under the program 

include a 50% efficiency improvement for coal thermal power generation, and the reduction of the cost of collecting CO2 

emitted from thermal power plants and manufacturing factories from $42 per ton to $20 per ton by 2020. These 

developments will ensure sustainable development, and should help reduce greenhouse gas emissions.  
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Low-emission vehicles  

Diesel-powered vehicles are very popular in the European market, accounting for 50% of new car sales because of the 

relatively lower cost of the fuel they burn. Their fuel economy is around 30% higher than gasoline engines, and they also 

emit less carbon dioxide, advantages that have caught consumers' attention, and prompted even Japanese automakers to 

introduce diesel automobiles. In April 2010, Japanese truck manufacturer Mitsubishi Fuso released a large diesel engine 

with low gas emissions to help fight pollution. The company invested $1.5bn in developing the new engine, and it was 

created for use in all new models of heavy-duty commercial big trucks and dump trucks with large engines produced by 

Mitsubishi Fuso.  

Many of the Japanese automotive majors are now working on low-pollution vehicles in order to cut down on CO2 

emissions. Toyota is in the process of testing a hybrid ship that runs on both diesel and solar energy, to transport the 

company’s hybrid vehicles. The company aims to cut costs, fuel consumption, and pollution. The other automobile giants 

will follow suit, which will result in reduced vehicular emissions in the future.   

Future risks 

China’s pollution levels affecting Japan  

China’s rapid economic growth, which is largely driven by heavy industrialization, has led to increased pollution that is 

spreading east towards Japan. A total of 28 out of Japan's 47 prefectures issued photochemical smog warnings in 2007, 

the largest number ever reported in the country. Despite worsening pollution, Japan is yet to finalize regulations on the 

emission of nitrogen oxides and volatile organic compounds, the reactions of which create photochemical oxidants. 

Researchers point to China as the cause of the problem, and feel that the rise of photochemical oxidants is due to pollution 

in the country. China's nitrogen dioxide emissions have multiplied 3.8 times in the last 25 years, and if such emissions 

continue to increase, the annual average ozone density in Japan will reach the environmental standard of  60 parts per 

billion in 2020. China is expected to grow at a brisk pace for the next two decades, so considerable amounts of Chinese 

pollution can be expected to affect Japan in the future.      
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POLITICAL LANDSCAPE  

Summary 

Japan has evolved democratically since its founding in 660 BC. The country’s first constitution was established in the 7th 

century. In 1889, Emperor Meiji introduced a new constitution, popularly known as the Meiji constitution, which abolished 

feudalism and established a modern military. The leaders under the emperor also established the House of 

Representatives. Meiji was in power until 1912. After the US invaded Japan during World War II, General Douglas 

MacArthur forced the government to replace the Meiji constitution with a new parliamentary-based constitution that 

eventually came into effect in 1947. The new constitution reduced the emperor’s role to that of a titular head.  

The major political parties in the country are the Liberal Democratic Party (LDP) and the Democratic Party of Japan (DPJ). 

The LDP was in power for nearly four decades until it was ousted by a vote of no-confidence in the lower house in 1993. 

The LDP came to power again in the 1996 elections in coalition with the New Party Sakigake and the Social Democratic  

Party (SDP). However, in the 2009 elections DPJ were victorious, and in coalition with SDP and the People's New Party, 

formed a government with Yukio Hatoyama as prime minister. In June 2010, he was replaced by Naoto. In July 2010, the 

ruling coalition lost its majority in the elections to the upper house of parliament. Therefore, Japan’s House of 

Representatives is controlled by the DPJ, while the upper house is controlled by the LDP, which has led to an impasse as 

bills are not being passed in the upper house. Reportedly, the LDP is deliberately obstructing the bills, which has led to 

important legislation stalling. The nuclear accident at Fukushima Daiichi after the tsunami in March 2011, coupled with 

other economic woes, have brought down the prime minister’s approval rating and led to political instability in the country. 

Evolution 

Pre 1945 

Japan is believed to have been founded by Emperor Jimmu in 660 BC, but the earliest records of a government or reign of 

some sort date back to 250 AD, or the Yamato period, when the Japanese imperial court ruled from the Yamato province. 

However, between 710 and 1867 AD, the members of the Yamato dynasty were reduced to nominal rulers, and the actual 

power came to rest with the Japanese court rulers known as the Shoguns. In the 7th century, under the rule of Prince 

Shotoku, a new constitution based on the Chinese model was created. The contact with the western world gradually 

changed the attitude of Japanese towards the Chinese influence and the shogunate. The Yamato period lasted till 1867, 

when the Tokugawa shogunate conceded power to Emperor Meiji. This heralded the onset of the Meiji era, during which 

Japan made tremendous development in the areas of politics, the economy, the military, education, industry, and society. 

The Meiji restoration, in essence a political and social revolution that restored imperial rule in Japan, took place in 1868. 

The restoration fueled the modernization drive by initiating many reforms – such as abolition of the feudal system, adoption 

of a Western-influenced legal system, and assumption of constitutional government – that helped transform Japan from a 

feudal state to a modern nation. In 1889 the Meiji constitution was established, forming the basis for the current 

constitutional framework. This constitution was rooted in the traditional nationalistic outlook of the contemporary Japanese 

population, and was influenced by German legal and political concepts. 

Figure 2 provides a snapshot of Japan’s political evolution since independence. 
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Figure 2: Japan – key political events since independence 

   

 

Source: Datamonitor D A T A M O N I T O R 

 

1945–93  

Japan was occupied by the allies during 1945–52 under the leadership of General Douglas MacArthur, who encouraged 

the establishment of a new constitution. General MacArthur brought about political and economic liberalization without 

imposing US ideologies on the country. There was, however, a conflict between the MacArthur camp and the Japanese 

camp when it came to the contents of the new constitution. He encouraged the Japanese officials to formulate their own 

democratic reforms. Finally, on November 3, 1946 the new draft was approved by the Privy Council, the House of Peers, 

and the House of Representatives, and came into effect on May 3, 1947. The new constitution was essentially founded on 

the British model of parliament. In September 1951, a peace accord was signed with Japan in San Francisco, in the 

presence of 51 nations. The Japan-US Mutual Security Assistance Pact was signed, assuring the security of Japan. In the 

1960s, the LDP brought in a robust policymaking process and parliamentary reforms. The LDP was in power for nearly four 

decades from 1955. However, the 1993 elections – held against a backdrop of bribery and corruption scandals and 

economic decline – culminated in the LDP being removed from power, with a seven-party coalition taking over.  
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1993–2010 

The Japan New Party had broken off from its parent party, the LDP, and won in collaboration with other parties including 

the Shinseito (Japan Renewal) party, the Sakigake (Harbinger) party, the Komeito party, and three other socialist parties. 

The primary goal of the coalition was to pass effective political reform which the LDP had failed to carry out.  

However, the LDP bounced back to power in the general election of October 1996, led by the incumbent Prime Minister 

Hashimoto Ryutaro in coalition with the New Party Sakigake and the SDP. The LDP won a majority during the 2000 general 

election, and also won the 2003 election with incumbent Prime Minister Junichiro Koizumi at the helm, but by a reduced 

majority. The 2005 general election was held two years before schedule, as Koizumi called the election after his bill to 

privatize the Japan Post failed. The 2007 election was won by Prime Minister Shinzo Abe of the LDP. However, Shinzo Abe 

stepped down from the prime minister’s position on September 12, 2007 due to political pressure and health problems. He 

was succeeded by Yasuo Fukuda, who resigned suddenly on September 1, 2008. He was succeeded by Tara Aso on 

September 24, 2008. In July 2009, former Prime Minister Taro Aso called for an election following the LDP's defeat in local 

elections in Tokyo. In the August 2009 elections, the DPJ won by a landslide, and Yukio Hatoyama was elected as prime 

minister. The DPJ formed the government in coalition with the SDP and the People's New Party. In May 2010, the SDP 

withdrew support to the coalition due to the government’s policy on Okinawa. In June 2010, Yukio Hatoyama was replaced 

by Naoto Kan as prime minister. In July 2010, the ruling coalition lost its majority in elections to the upper house of 

parliament.   

Structure and policies  

Key political figures  

Key political figures in Japan are: 

 Prime Minister Naoto Kan 

 Head of State Emperor Akihito. 
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Figure 3: Japan – key political figures  

Naoto Kan is the 94th prime minister (PM) of Japan. He became a patent attorney

in 1971. In June 1980, he was elected to the House of Representatives. He

became Chairman of the Committee on Foreign Affairs, House of Representatives

in 1993. Between 1998 and 2006, he held senior positions within the DPJ, twice as

president. Between 1996 and 2010, he also served as a minister in various

departments. In September 2009, he was sworn in as deputy PM. He was sworn in

as deputy PM again in January 2010. He was elected as prime minister in June

2010.

Emperor Akihito is the 125th emperor according to the Japanese order of

succession. His role is limited and does not carry any executive functions. The

emperor is also the highest authority of the Shinto religion. He acceded to the

throne in 1990 after his father Hirohito died in 1989. Since his crowning as

emperor, he has been improving the country’s relationship with China, South Korea

and other Asian countries that were under Japanese rule during World War II. The

emperor gave his f irst ever television address af ter the March 2011 earthquake and

tsunami.

 

Source: Datamonitor  D A T A M O N I T O R 

 

Structure of government 

Japan is a bicameral parliamentary democracy with a constitutional monarchy. The emperor of Japan is the country's 

monarch and head of state. He is the head of the Japanese imperial family. The constitution provides for the separation of 

powers into the executive, legislative, and judicial branches of the government.     

Center/federal 

The legislative branch of the government is the bicameral Japanese parliament called the Diet. Under the constitution, the 

Diet is the most powerful branch. It consists of two houses: the House of Representatives, which has 480 members; and 

the House of Councilors, which has 242 members. The executive branch contains the head of government and reports to 

the Diet. The prime minister of Japan is the head of the Japanese government, and is also referred to as the prime minister 

of the cabinet. The chief of the executive branch, the prime minister is ceremonially appointed by the emperor as directed 

by the Diet. He must be a civilian, and a member of either house of the Diet. 
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Figure 4: Japan – structure of government   
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proportional representation  

Japanese Parliament

  

Source: Datamonitor D A T A M O N I T O R 

 

State/provincial 

The local governments in Japan are divided into various levels, such as prefectures, sub-prefectures, districts, towns, and 

villages. Japan is divided into 47 administrative divisions, each of which has a governor and a unicameral assembly, both of 

which are elected every four years. Cities are self-governing units administered independently of the larger jurisdiction 

within which they are located. The cities are headed by a mayor elected for a term of four years. The towns of Japan are 

known as wards, and have separate mayors. Villages also have a similar governing set up of mayors and councils.       

Structure of legislature 

Key political parties 

The LDP is Japan's largest political party. It is a conservative party, and is made up of various conservative and reformist 

factions. The party regards the protection of liberty, human rights, democracy, and the parliamentary system as its 

fundamental mission. The LDP has been in power almost continuously since 1955, and has an image of being very 

traditional on social and foreign issues. In the 2009 elections for the House of Representatives, the party won 119 of 480 

seats. In the July 2010 elections, the party won 83 seats in the House of Councilors. 

DPJ was formed in 1998, after many likeminded opposition parties merged into one. The DPJ’s focus is primarily on 

bringing large-scale social reforms to Japan. The party was instrumental in introducing the manifesto (party platform) to 

Japanese politics, marking the commencement of genuine policy debate. Specific policy proposals include increasing 
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consumption tax to fund the overburdened pension system and moving from a system of tied subsidies to one providing 

independent budgets. The party won a landslide victory in the 2009 elections for the House of Representatives. The party 

achieved the single largest majority, winning 308 out of the total 480 seats. The DPJ formed the government in coalition 

with the Social Democratic Party and the People's New Party. Party leader Naoto Kan is the current prime minister. After 

the July 2010 elections, the party has 106 seats in the House of Councilors.  

The Shin Komeito Party (Japanese name for the New Komeito) is Japan's third largest party and the governing party's 

junior partner. It was formerly known as the Clean Government Political Assembly and the Komeito. The party is supported 

by Buddhist organizations like the Soka Gakkai.   

The Japanese Communist Party is the country’s fourth largest party. The party’s avowed policies include socialism, peace, 

and severing Japan’s ties with the US.  

The SDP was originally formed in November 1945 through the merger of various pre-war proletarian parties. Later it split 

into the Rightist Socialist Party of Japan (moderate and social-democratic, 1948–55) and the Leftist Socialist Party of Japan 

(extreme socialist, 1948–55). In 1955, both groups came together to form the Socialist Party of Japan. The party has 

always been part of coalition governments, but never in power as an individual party. In the August 2009 elections for 

House of Representatives, the party won only seven seats, but formed part of the coalition government. However, the SDP 

withdrew support to the ruling coalition in May 2010. 

Composition of parliament  

Currently, DPJ is the largest party with 57% of seats in parliament, including the party’s seats in both the House of 

Councilors and the House of Representatives. It is followed by the LDP with 28% of seats, New Komeito with 5.5%, Your 

Party with 2%, the Japanese Communist Party with 2%, and independents and others with around 5.5%.  
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Figure 5: Japan – current composition of parliament 
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Key policies 

The DPJ-led administration has formed the Government Revitalization Unit, which looks into major independent 

administrative institutions such as the Japan International Cooperation Agency, which co-ordinates the nation's official 

development assistance. This was initiated to determine the amount of wasteful expenditure in the name of different 

developmental projects. In 2010, the government embarked on the New Growth Strategy with 21 National Strategic 

Projects to revive the economy. To open up the country for further trade, the Council on the Realization of the New Growth 

Strategy stressed that economic partnership agreements (EPAs) and free trade agreements (FTAs) with Asia Pacific 

countries were important. The government also set up the Basic Policy on Comprehensive Economic Partnerships. The 

country plans to achieve medium- and long-term economic growth through initiatives covering science and technology, 

education and human resources development, the supply of risk money, adjustment of the labor market, tax reforms, 

regulatory and institutional reforms, and promotion of EPAs and FTAs. 

Economic 

The Japanese government has determined that the best way to bring about an effective economic recovery is by 

institutionalizing aggressive and competitive structural reforms. The structural reforms implemented thus far – such as the 

steady progress in disposal of non-performing loans (NPLs), the broad range of efforts for regulatory reform, reorganization 

and revitalization of corporations, and promotion of expenditure and tax reforms – have been successful in steering the 

path of the economy towards growth and prosperity. To fight the bad debts and to dispose of NPLs, the Japanese 

government plans to implement a policy called the Financial Revitalization Program, which will be a periodic activity 

reinforcing the functions of small and medium-sized financial institutions.  
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Under the New Growth Strategy, the government has also embarked on a macroeconomic policy covering the economy 

and employment sector in response to the appreciation of the yen and the risk of downturns due to poor growth in overseas 

economies. The government plans to revise taxes and create Comprehensive Special Zones and other institutional and 

regulatory reforms. In FY2011, the government plans to lower the effective corporate tax rate for combined national and 

local taxes by 5%, lower the tax rate for small- and medium-sized enterprises, provide tax incentives to promote 

Comprehensive Special Zones, and promote environmental investment and employment. 

Japan is also working on its airport infrastructure to strengthen the flow of people and goods into the country. It plans to 

revise the Port and Harbor Law to regulate international container ports as a new type of port, and to create a port 

management corporation system for unified management of ports. The Council to Promote the Revitalization of the Food 

Industries, Agriculture, Forestry, and Fishery will oversee policies to improve the country’s food self-sufficiency, strengthen 

the agricultural industry, and foster sustainable agriculture. The council is expected to come out with a medium and long-

term perspective in October 2011.  

Under the Fourth Science and Technology Basic Plan, the government plans to spend an additional 1% of gross domestic 

product (GDP) totaling JPY25tn ($268bn) on research and development (R&D), other than the combined government and 

private sector research and development investment of at least 4% of GDP. A proportion of grants for scientific research 

will be transferred to a fund for ease of use on projects spanning many years. The government is working towards meeting 

its targets under the Initiative of Optical Fiber Highways, which aims to provide every household with broadband service by 

2015. The government plans to revise the Law on Temporary Measures concerning Telecommunications Infrastructure 

Improvement, the Telecommunications Business Law, and the Radio Law to promote infrastructure upgrades in remote 

areas and promote competition. The government also plans to promote e-governance along with work process reform. The 

country plans to create a comprehensive exchange (stock/finance/commodity), and plans to prepare necessary bills for 

2012 parliament session. 

Social 

On the social front, Japan has had to fight two problems: an aging population and immigration. In 1989, Japan came up 

with a 10-year plan that not only supported the elderly by building a national infrastructure, but also reduced costs. The 

Golden Plan, as it was known, proposed a shift from long-term institutionalized care in hospitals and nursing homes to 

home programs and community-based rehabilitation facilities. In 1997, following the success of the Golden Plan, Japan 

formulated a new plan to make long-term care services universally available to older individuals, which came into effect in 

2000.  

To discourage the flow of immigrants, the Japanese government made amendments to its Immigration Control Act in 1990 

to restrict easy entry of migrants from other Asian countries by barring illegal workers and fining hirers, employers, or 

brokers found to be employing people with no working visa or work permit. This law was relaxed in 2000 to make Japanese 

policy more open to immigrants.  

In order to support healthcare delivery, the government plans to quicken the evaluation and confirmation process for 

advanced medical treatment, drugs, and medical devices. The government also plans to promote university-level 

interaction among Japan, China, South Korea, and other Asian countries by supporting credit transfers, grades, and 

student exchange programs (involving up to 14,000 students). As part of its career enhancement policies, the government 
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plans to set forth evaluation standards and training programs for practical occupational skills in nursing, energy 

conservation and greenhouse gas reduction, and industrialization of agriculture in 2011. The country plans to tackle labor 

issues including long work hours, fixed division of labor by gender, and an increase in non-regulated employment. 

Foreign 

Japan's foreign policies are mostly neutral, so it maintains diplomatic relations with most of the nations in the world. Japan 

participates in peacekeeping operations despite having reserved views on open military assistance. The main objectives of 

Japan’s foreign policy are to maintain the US-Japanese security alliance; foster and work for international peace and 

security; and aggressively fight against terrorism. Although its close relations with the US are considered to be the 

foundation of its foreign policy, Japan has strong ties with other countries, which maintains in part via economic assistance 

and regular diplomatic visits. Japan has taken an active role in fighting against global warming and greenhouse gas 

emissions.  

Japan is an active participant, along with the US and South Korea, in formulating the policy towards North Korea. It also 

participates in regular talks on ending North Korea's nuclear ambitions. In 2007, Japan refused to provide assistance to 

North Korea, until the abduction issue is successfully resolved (it is alleged by the Japanese government that around 17 

Japanese citizens were abducted by North Korean government agents over 1977–83). In August 2008, following North 

Korea’s promise to reinvestigate those cases, Japan entered into an agreement with North Korea. However, North Korea 

has failed to implement the agreement. Japan is working towards improving its ties with South Korea. Although economic 

and cultural ties have improved between the two, political differences – including territorial disputes involving the Liancourt 

Rocks – are yet to be resolved. In another significant development, Japan came closer to Russia as the two nuclear powers 

decided to expand their co-operation in the nuclear industry. Such an agreement will open the doors for joint uranium 

mining, nuclear reactor construction, and treatment of spent nuclear fuel for a period of at least 25 years. Russia has 

expressed its willingness to resolve its territorial disputes with Japan. 

Under the New Growth Strategy, the country plans to accelerate its economic partnership agreement (EPA) negotiations 

with Australia, resume negotiations on a Japan–South Korea EPA, open negotiations on an EPA with Mongolia, and 

promote bilateral EPAs with major countries/regions in the Asia Pacific region. In addition, it plans to enter into negotiations 

with the EU. The country will look to introduce domestic reforms to strengthen its economic partnership with major countries 

and regions.    

Defense 

Japan has maintained a passive defence policy since the end of World War II. After the two Gulf wars, and in the wake of 

various terrorist activities, Japan has now become a more active and assertive power. Japan's allocation to the defence 

sector for 2009 was $50.23bn, the fourth largest provision in the world after the US, China, and Russia. Japan's only 

security treaty, the 1960 Treaty of Mutual Co-operation and Security with the US, gives Japan unilateral responsibility for its 

internal security, with the US agreeing to defend Japan if it were attacked. Japan is host to nearly 50,000 US military 

personnel under the terms of the treaty. According to a bilateral agreement made in 2006, the forces are to be reduced to a 

large extent.  
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Environment 

Under the New Growth Strategy, the government has launched a comprehensive Green Innovation Strategy to implement 

various measures against climate change. In order to introduce renewable energy, the New Energy Committee wil l issue a 

report on a feed-in tariff system. The government is promoting the Future City Initiative in select cities. As part of the Forest 

and Forestry Revitalization Plan, the government plans to submit a revision of the Forest Law to the National Diet that 

enhances mechanisms for establishing forest management plans. Under the National Forest Plan, the government has set 

directions for prefectures and municipalities based on the Law for the Promotion of the Utilization of Lumber in Public 

Buildings, and will implement reforms in the domestic lumber trade and support individual forestry businesses. 

Performance  

Governance indicators 

The World Bank report on governance uses voice and accountability, political stability and absence of violence, 

government effectiveness, regulatory quality, rule of law, and control of corruption as indicators for 213 countries and 

territories over 1996–2009. The study was conducted by Daniel Kaufmann of the Brookings Institution, Massimo Mastruzzi 

of the World Bank Institute, and Aart Kraay of the World Bank Development Economics Research Group. For any country, 

a percentile rank of 0 corresponds to the lowest possible and a percentile rank of 100 corresponds to the highest possible 

score. 

As per the findings of the study, Japan was ranked in the 81.0 percentile in the voice and accountability parameter in 2009. 

Voice and accountability measures the extent to which a country's citizens are able to participate in selecting their 

government, as well as freedom of expression, freedom of association, and freedom of the media. Japan ranks high due to 

its deep-rooted democratic principles and respect for freedom of expression and the media. Japan is the highest ranked 

nation in the Asia-Pacific region after Australia, which is ranked in the 94.3 percentile. 

Japan was ranked in the 83.5 percentile on political stability and absence of violence in 2009. Political stability and absence 

of violence measures perceptions of the likelihood that the government will be destabilized or overthrown by 

unconstitutional or violent means, including domestic violence and terrorism. It ranked higher than Australia, which had a 

percentile rank of 76.4.  

Japan ranked in the 86.7 percentile on government effectiveness in 2009. Government effectiveness measures the quality 

of public services, the quality of the civil services and the degree of its independence from political pressures, the quality of 

policy formulation and implementation, and the credibility of the government's commitment to such policies. Japan’s rank is 

high due to successive governments from different political parties having broadly pursued similar economic policies , 

leading to stability in policy formulation and implementation. However, Japan scores lower than Australia, which boasted a 

percentile rank of 95.2.   

In 2009, Japan’s performance in terms of regulatory quality was ranked in the 81.0 percentile. Regulatory quality measures 

the ability of the government to formulate and implement policies and regulations that permit and promote private sector 

development. A high ranking indicates effective implementation of policies and regulations in the private sector. Australia 

was ranked higher than Japan, placing in the 98.1 percentile.  
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Japan ranked in the 88.2 percentile on rule of law in 2009. Rule of law measures the extent to which agents have 

confidence in and abide by the rules of society; in particular the quality of contract enforcement, the police, and the courts, 

as well as the likelihood of crime and violence. In comparison, Australia was ranked in the 95.3 percentile.  

Japan ranked in the 87.1 percentile on control of corruption in 2009. Control of corruption measures the extent to which 

public power is exercised for private gain, including both petty and grand forms of corruption, as well as the capture of the 

state for private interests. Australia had a higher percentile rank of 96.2 on this parameter.  

 Outlook 

Under its New Growth Strategy, the country plans to achieve medium- and long-term economic growth through initiatives in 

science and technology, education and human resources development, the supply of risk money, adjustment of the labor 

market, tax reform, regulatory and institutional reforms, and promotion of EPAs and FTAs. The government also plans to 

revise taxation and create Comprehensive Special Zones, as well as introducing other institutional and regulatory reforms. 

In FY2011, the government plans to lower the effective corporate tax rate for combined national and local taxes by 5%, 

lower the tax rate for small- and medium-sized enterprises, provide tax incentives to promote Comprehensive Special 

Zones, and promote environmental investment and employment. The country is working on its airport infrastructure to 

strengthen the flow of people and goods. 

Under the Fourth Science and Technology Basic Plan, the government intends to spend an additional 1% of GDP totaling 

JPY25tn ($268bn) on R&D, in addition to the combined government and private sector R&D investment of at least 4% of 

GDP. The government is working towards meeting its targets under the Initiative of Optical Fiber Highways, which aims to 

provide every household with broadband service by 2015. The government plans revisions of the Law on Temporary 

Measures concerning Telecommunications Infrastructure Improvement, the Telecommunications Business Law, and the 

Radio Law to promote infrastructure upgrades in remote areas and to promote competition. The government plans to 

promote e-governance along with work process reform. The country plans to create a comprehensive exchange 

(stock/finance/commodity), and plans to prepare the necessary bills for the 2012 parliament session.  

Prime Minister Naoto Kan is under tremendous pressure to resign due to the opposition’s charge that his handling of the 

March 2011 tsunami and subsequent nuclear crisis was far from efficient. With the House of Representatives controlled by 

the DPJ and the upper house controlled by the LDP, important bills are being stalled. The prime minister had earlier 

promised that he would quit as soon as certain reconstruction and other bills were passed in parliament. However, he 

continues to hold on to his position even after several of these bills went through successfully. The handling of the nuclear 

accident at Fukushima Daiichi, coupled with other economic woes, have damaged the prime minister’s approval rating and 

resulted in political instability in the country. 
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ECONOMIC LANDSCAPE   

Summary 

Japan recorded average economic growth of 10% over 1950–60. The country displayed an impressive growth pattern 

following World War II, up until the oil crisis in 1973, which brought down the gross domestic product (GDP) growth rate to 

a modest 4%, supported only by the industrial sector. In 1980, the country entered a phase of high economic growth and 

high inflation known as the "bubble economy." The bubble burst in the early 1990s and the country’s economy plummeted, 

with low real growth of 1%, low prices, and bad debts. Thereafter, the country adopted much-needed monetary and fiscal 

reforms to bring about economic stability. During 2002–07, the economy experienced downturn with a real GDP growth rate 

average of 1.8%; subsequently, the global economic crisis was damaging for Japan, which is heavily dependent on 

exports.  

In 2008, the economy recorded negative growth of 1.2%, which declined further in 2009 to -6.3%. Besides negative GDP 

growth, prices have been falling across the Japanese economy. This led to a deflationary phase in 2009, with deflation of 

1.4% recorded. Moreover, capital investment was adversely affected by a credit squeeze and lower profit margins. The 

government undertook large-scale economic spending programs aimed at reviving the economy, entailing an increase in 

the government’s borrowing program to worsen fiscal health; however, the country’s huge foreign exchange reserves  

provided leeway to the government in managing the economic crisis. The country’s GDP grew by 3.8% in 2010, and 

deflation was halved to almost 0.8% compared to 2009. Yet any return to economic growth has been hampered by the 

March 2011 earthquake and tsunami, and the subsequent nuclear accident at Fukushima Daiichi. According to 

Datamonitor’s forecast, the economy is expected to grow by 1.2% in 2011.    

Evolution 

Pre 1950  

Japan’s economy grew on the basis of industrialization. It has gone through two phases of economic development, the first 

from 1868 up to World War II, and the second from 1945 up to the mid-1990s. In 1868, the Tokugawa government opened 

up the country to Western ideas and industrialization. During 1868–1912, the government adopted a Western system of 

education, and built roads and railways to further economic development. It also opened up the market to private 

enterprises. Government-built factories and shipyards were sold to entrepreneurs at a low cost. As a result, many small 

businesses grew into major conglomerates. The government promoted private enterprises through favorable business 

policies, including low corporate taxes. By the late 1920s, mining's and manufacturing's share of the country’s GDP was 

23%. The great depression of the 1930s had little impact on Japan, as the country grew at a rate of 5% annually. Although 

the country’s industrial infrastructure was completely destroyed during World War II, it was rapidly rebuilt. During the early 

post-war years major investments were made in electric power, coal, iron and steel, and chemical fertilizers to rebuild 

industrial capacity. 

1950–90 

Industrial production matched pre-war levels by the mid-1950s. The economy surpassed its earlier growth rates, with GDP 

growing 9% annually between 1953 and 1965. During this period, construction grew by 11%, manufacturing and mining 

grew by 13%, and infrastructure grew by 12%. In 1965, more than 41% of the labor force was employed by these sectors, 
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with agriculture accounting for 26%. The mid-1960s heralded rapid industrial development due to international competition. 

The country developed heavy and chemical manufacturing plants, and produced more automobiles, ships, and machine 

tools. Manufacturing and mining grew 17% annually between 1965 and 1970, and 8% between 1970 and 1973, with the 

gap between services sector growth and industrial growth reduced. New services sectors such as finance, retail trade, 

information services, and real estate streamlined their operations.  

In 1973, Japan faced a severe economic challenge due to the world oil crisis. Its imports-based economy was severely 

affected, leading to lower industrial production and severe price inflation. This led to a shift in energy use, with a major drive 

towards energy conservation, and adoption of alternative sources of energy that had high investment costs. Many high 

energy industries successfully shifted from conventional sources of energy to alternate sources of energy during the late 

1970s and 1980s, while also enhancing their productivity. The advent of advanced micro-circuitry and semiconductors 

during this period also led to the growth of the consumer electronics and computers sector, while also enhancing 

productivity in established sectors. Industrial investments continued through the 1980s, with capital expenditure on 

equipment amounting to more than 20% of gross national product (GNP) during the period, while GDP grew by 4%. The 

rapid development of research and development led to many Japanese companies achieving an improved market status 

for their technological innovations.  

1990–2010 

Japan witnessed weak economic performance from the beginning of the 1990s to the end of 2003, largely due to over-

investment during the late 1980s and the Bank of Japan's failure to cut interest rates. As a result, Japan fell into a liquidity 

trap. To create overall economic stability, Japan ran up massive budget deficits to finance large public works programs. By 

1998, Japan's various projects could not stimulate demand and bring the economy out of stagnation. The Japanese 

government undertook structural reform policies to even out speculative excesses from the stock and real estate markets. 

Unfortunately, these policies led to deflation between 1999 and 2005. The government’s financial standing deteriorated 

during the 1990s, with an average deficit of around 6% between 1993 and 2005, and a high of 11% in 1998. As a result, the 

ratio of public debt to GDP grew from around 60% in 1991 to around 190% in 2009. Meanwhile, the country's fiscal deficit 

has hovered above 4% of GDP since 2001. The structural amendments and expansion in economic activities helped the 

primary budget deficit to fall from 6.7% of GDP in 2002 to 1% in 2006. The country recorded average real GDP growth of 

around 0.7% between 2001 and 2010.  

Although GDP contracted in 2008 and 2009, it grew by 3.8% in 2010. However, further economic growth has been 

hampered by the March 2011 earthquake and tsunami and its detrimental effect on the country’s business and economy. 

The tsunami wiped out entire towns and industrial zones on the northeast coast, which housed firms that supplied critical 

components to the electronics and automotive sectors. This supply disruption, coupled with crippled power supplies due to 

the Fukushima Daiichi nuclear power plant accident, is expected to have a severe impact on economic activity for several 

months. Domestic consumption and industrial investment have declined. The reconstruction that has followed the natural 

disaster is expected to have a positive impact on the economy; however, the issue of radioactive contamination from the 

stricken nuclear plant persists, and has not helped improve domestic consumption. Low domestic consumption, the budget 

deficit, the risk of deflation, high government spending, and political instability are all expected to keep the economy on a 

slow growth path over the next few years. According to Datamonitor’s forecast, the economy is expected to grow by 1.2% 

in 2011, and by an average of 1.9% between 2012 and 2015. 
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Figure 6: Japan’s historical GDP growth, 1991–2010  
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Structure and policies  

Financial system 

Overview 

The main elements of Japan's financial system are similar to other major industrialized nations. The commercial banking 

system accepts deposits, deals in foreign exchange, and extends loans to businesses, while some government-owned 

financial institutions provide funds for various sectors. While securities companies provide brokerage services and 

underwrite government and corporate securities, capital markets provide the means to raise public and private debt as well 

as sell stakes in companies. The money markets provide liquidity to the banks, and a method for the Bank of Japan to 

implement monetary policies.  

Japan's traditional banking system was segmented into clearly defined components in the late 1980s. During this decade, a 

rapidly growing group of non-banking financial institutions (such as consumer loan, credit card, leasing, and real estate 

organizations) were allowed to perform the traditional functions of banks. The country has a total of 203 banks, including 

five city banks, 18 trust banks, 106 regional banks, 57 foreign banks, and 17 other financial institutions. The country also 

has 16 bank holding companies. 
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Financial authorities/regulators 

The Bank of Japan is the country's central bank and was established under the Bank of Japan Act (announced in June 

1882); it commenced operations as of October 10, 1882. The bank was restructured on May 1, 1942 in compliance with the 

Bank of Japan Law (the Law of 1942), which was introduced in February 1942. The Law of 1942 was revised completely in 

June 1997, with independence and transparency becoming the two major principles. This law came into effect on April 1, 

1998. The Bank of Japan has a three-tier system, consisting of the policy board, which is the highest decision-making body; 

the bank executives and departments; and branches and overseas representative offices. The policy board formulates 

guidelines for currency and monetary control. It also sets the basic principles for the bank's operations, and supervises the 

duties of bank executives. The Bank of Japan issues banknotes, puts in place currency and monetary controls, and 

ensures settlement of funds between banks and other financial institutions. The bank strives towards the pursuit of price 

stability and development of the national economy.   

The Financial Services Agency (FSA) is the government regulator overseeing the banking, insurance, and securities and 

exchange sectors, with the Securities and Exchange Surveillance Commission and the Certified Public Accountants and 

Auditing Oversight Board both falling under its purview. The FSA has established many councils and other bodies to 

support it in its regulatory activities. These include the Financial System Council, which works on domestic financial 

systems and other issues; the Business Accounting Council, which works on business accounting and auditing standards, 

standardizing cost accounting, and developing and improving accounting systems; the Certified Public Accountants 

Investigation, which works on disciplinary actions against certified public accountants and auditing firms; and the 

Compulsory Automobile Liability Insurance Council, which works on the premium rate, and terms and conditions of  

automobile insurance. All insurance companies operate under the supervision of the FSA. The FSA secures the stability of 

domestic financial institutions and protects depositors, insurance policyholders, and securities investors. The FSA uses the 

Insurance Business Law passed in 1995 to take action against insurance companies. The objective of this law is to protect 

policyholder interests by ensuring the sound management of insurance companies and the fairness of insurance-soliciting 

activities. In June 2011, the European Securities Markets and Authority and the FSA established a co-operation framework 

on credit rating agencies. 

Stock markets  

The first Japanese stock exchange was founded in 1878, and was later merged with 10 other small exchanges to form one 

single Japanese stock exchange. The Securities and Exchange Law was enacted in March 1947. This was revised entirely 

in April 1948. On April 1, 1949, three stock exchanges were established in Tokyo, Osaka, and Nagoya. In July of the same 

year, five additional stock exchanges were established: Kyoto (which was merged with the Osaka Securities Exchange in 

March 2001), Kobe (which was dissolved in October 1967), Hiroshima (which was merged with the Tokyo Stock Exchange 

[TSE] in March 2000), Fukuoka, and Niigata (which was merged with the TSE in March 2000). The six stock exchanges in 

Japan are the Fukuoka Stock Exchange, the JASDAQ Securities Exchange, the Nagoya Stock Exchange, the Osaka 

Securities Exchange, the Sapporo Securities Exchange, and the TSE. The biggest of these is the TSE, which is the world’s 

third largest stock market in terms of market capitalization, after the New York Stock Exchange and Nasdaq. As of May 

2011, the TSE listed around 2,286 domestic companies and around 12 foreign companies. The TSE works closely with the 

London Stock Exchange to develop jointly traded products and share technology. The TSE established its own regulations 

in August 2007, which became operational from November 2007. The market capitalization of the TSE stood at around 

$3.54tn at the end of 2010, an increase of 7% compared to 2009.  
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Figure 7: Market capitalization of Tokyo Stock Exchange, 2001–10 
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Insurance    

The Japanese insurance market has experienced fluctuating growth in terms of gross premium income over recent years. 

There are 47 life insurance and 52 non-life insurance companies in the country, including 26 foreign companies. Nippon 

Life Insurance and Dai-ichi Mutual Life Insurance are the two biggest companies in the life insurance sector. In April 2010, 

Sompo Japan Insurance and Nipponkoa Insurance established a joint holding company, while Mitsui Sumitomo Insurance, 

Aioi Insurance, and Nissay Dowa General Insurance combined into another joint holding company. Following industry 

reorganization, the non-life insurance sector effectively consists of just three groups: the NKSJ Group, the MS&AD Group, 

and the Tokio Marine Group, which together account for a market share of 90%. 

Between 2005 and 2007 gross premium income was seen to decline; however, the market returned to growth in 2008. The 

market had total gross written premiums of $505.8bn in 2009, representing a compound annual growth rate (CAGR) of             

-3.3% for 2005–09. In comparison, the Chinese and Indian markets recorded CAGRs of 22.6% and 26.6% respectively 

over the same period, reaching values of $162.8bn and $63.8bn in 2009. The life insurance segment was the market's 

most lucrative in 2009, with total gross written premiums of $399bn, equivalent to 78.9% of the market's overall value. The 

non-life insurance segment contributed gross written premiums of $106.8bn in 2009, equating to 21.1% of the market's 

aggregate value. 
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The performance of the market is forecast to accelerate, with an anticipated CAGR of 3% for  2010–14, which will drive the 

market to a value of $585.9bn by the end of 2014. Comparatively, the Chinese and Indian markets will record CAGRs of 

21.8% and 11.1% respectively over the same period, reaching values of $435.9bn and $107.9bn in 2014. 

Asset management 

The Japanese retail savings and investment market profile covers four non-life retail savings and investment products: 

deposits, mutual funds, direct investment in equity, and direct investment in bonds. The Japanese retail savings and 

investments market had total investments of $9.81tn as of 2009, representing a CAGR of -0.6% for 2005–09. In 

comparison, the Chinese and Indian markets recorded CAGRs of 10.9% and 11% respectively over the same period, 

reaching values of $3.54tn and $301.9bn in 2009. The deposits segment was the market's most lucrative in 2009, with total 

investments of $8.04tn, equivalent to 81.9% of the market's overall value. The equities segment contributed investments of 

$1.04tn in 2009, equating to 10.6% of the market's aggregate value. The performance of the market is forecast to 

accelerate, with an anticipated CAGR of 2.6% for 2010–14, which will drive the market to a value of $11.14tn by the end of 

2014. Compared to deposits and equity, mutual funds had a market share of only 3% in the retail savings and investment 

market.  

Key policies  

Japan's initial budget for FY2011, announced in December 2010, promised to spend JPY92.4tn ($1.11tn), nearly 50% of 

which was assigned for social security and tax grants, while around 23% was allotted for national debt service, and 11% 

went towards education, science, and public works. The country has also issued a record JPY44.3tn (over $475bn) of new 

bonds. The Bank of Japan is buying JPY1.8tn ($19.3bn) of long-term Japanese government bonds per month to provide 

liquidity to the market, as per the new government that took over in late 2009.The government’s most important goal is to 

reduce its debt, which was around 200% of GDP for 2009. In the wake of the earthquake and tsunami in March 2011, the 

government announced a supplementary budget in April 2011 that planned to spend around JPY4tn ($48bn) on disaster 

relief, public works, reconstruction, and other related expenses. However, the government planned to secure the funds for 

the supplementary budget by reallocating and reducing expenditure, not by additional bond issuance.  

Performance  

GDP and growth rate 

Throughout the 1960s and 1970s, the Japanese economy maintained high rates of growth to emerge as the world’s second 

largest economy. However, during the second half of the 1980s, an equity and real estate property price hike led the 

country into recession. Real growth was around 1% in the 1990s, after Japan tightened its monetary and fiscal policies to 

control soaring real estate and stock prices, in order to create a stable investment environment by maintaining price 

stability. In 2000, the economy posted a growth rate of around 3%, and settled down to an average growth rate of 1.7% 

over 2000–06. After recording growth of 2.4% in 2007, economic conditions began to deteriorate, and the economy 

contracted in both 2008 and 2009, by 1.2% and 6.3% respectively. However, the economy revived and grew by around 4% 

in 2010. However, this progress did not last long, as a devastating earthquake and tsunami struck the country in March 

2011. The natural devastation, along with low domestic consumption, the budget deficit, the risk of deflation, high 

government spending, and political instability are all expected to keep the economy on a slow growth path over the next 
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few years. According to Datamonitor’s forecast, the economy is expected to grow by 1.2% in 2011, and by an average of 

1.9% between 2012 and 2015.      

 

Figure 8: GDP and GDP growth rate in Japan, 2004–14  
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GDP composition by sector 

Japan has been an industrially active nation ever since it adopted Western technology and gained industrial supremacy in 

the early part of the 20th century. Although it is made up of 15% of arable land, agriculture was a major source of economic 

and social sustenance before industrialization. In the modern era, the major contributor to Japanese GDP is the services 

sector. In 2010, the agricultural sector contributed just 1% to GDP. The industrial sector's contribution of 25% was more 

significant, but the services sector led the way, contributing a colossal 74% to the country's economy.    
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Figure 9: GDP composition by sector in Japan, 2010 
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Source: Datamonitor D A T A M O N I T O R 

 

Agriculture 

In the 1940s, agriculture, forestry, and fishing dominated the Japanese economy. In the late 19th century, these sectors 

were responsible for more than 80% of employment in the country. Although employment in the agricultural sector declined 

in the pre-war period, the sector still accounted for around 50% of the labor force by the end of World War II. However, its 

share steadily declined over the years that followed, and stood at just 4% in 2009. The share of net agricultural production 

in terms of GNP came down from 4.1% to 3% between 1975 and 1989, and fell to just 1% of GDP by 2009. The country is 

self-sufficient in rice production, and the sector is well-subsidized. The country accounts for almost 15% of global fishing 

output. During 2002–09, the agricultural output growth rate was negative except for in 2008. However, in 2010 the sector 

grew by 3.3%. 
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Figure 10: Agriculture output of Japan, 2005–10 
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Industry  

Industrialization has provided stable growth to the country, with manufacturing being a primary driver of the Japanese 

economy since the 1960s. The manufacturing sector, dominated by the electronic and automotive industries, accounted for 

around 30% of GDP between 2000 and 2007, but declined to a 25% share in 2010. The country is a major manufacturer of 

machine tools, as well as home to several big iron and steelmakers, including Nippon Steel. The country is also one of the 

world’s largest producers and exporters of motor vehicles, semiconductors, electrical machinery, and chemicals. Despite 

this, the sector registered negative growth between 1998 and 2002. After achieving average growth of 1.4% between 2003 

and 2007, the sector slumped to negative growth in 2008, and is yet to recover. Lower business investments and exports 

have affected the sector, while the March 2011 tsunami wiped out entire industrial zones on the northeast coast, which 

housed firms that supplied critical components to the manufacturing sector, in particular the electronics and automotive 

industries. This supply disruption, coupled with crippled power supplies due to the Fukushima Daiichi nuclear power plant 

accident, is expected to have a severe impact on economic activity for several months. Industrial output is expected to grow 

at a modest 0.5% in 2011. 
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Figure 11: Industrial output of Japan, 2005–10 
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Services  

The country's services sector includes banking, real estate, insurance, retail, transport, and information and 

communications technology, and accounted for 74% of GDP in 2010. The Japanese financial sector features some of the 

largest financial services companies, business groups, and banks in the world; for example, companies such as Sony, 

Sumitomo, Mitsubishi, and Toyota all own major banks in the country. The sector has registered low growth of under 2% 

since 1999, and contracted by 7% in 2009. However, it rebounded in 2010, recording growth of 5%.   
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Figure 12: Services output of Japan, 2005–10 
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Fiscal situation  

Fiscal deficit/surplus situation 

The Japanese government's finances are in a bad shape. In April 2010, Japan's parliament approved an all time high of 

JPY44.3tn ($475bn) in new bond issuances, underlining the country’s dire financial condition. Japan's initial budget for 

FY2011, announced in December 2010, planned expenditure of JPY92.4tn ($1.11tn). The country’s public debt, which 

stood at around 200% of GDP in 2009, is high compared to other advanced economies. A public debt of this order also 

indicates that interest payments will further increase if the cost of borrowing rises in the future. Moreover, the Japanese 

budget deficit increased from 2.3% of GDP in 2008 to around 5% in 2009 and around 10% in 2010, totalling JPY46tn 

($524bn). The country’s budget deficit is estimated at 9.1% and 8% for FY2011–12 and FY2012–13.  

Current account 

As of the end of 2010, Japan’s international trade reached $1.406tn, up from $1.4tn in 2009. The current account balance 

in 2010 stood at a surplus of around 3.5% of GDP, compared to a surplus of 2.6% in 2009.  
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Figure 13: Current account position in Japan, 2005–10 
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External trade  

Japan is an export-oriented country, and thus has had a balance of trade surplus throughout 1985–2008. Japan is also one 

of the strongest players in the world market in terms of trade and the value of its currency, the yen. However, the country’s 

external trade performance has declined since the beginning of 2009. In 2009, its single most important trade partner was 

China (accounting for around 19% of exports), followed by the US (16%), South Korea (8%), Taiwan (6%), and Hong Kong 

(5%). Its most important import partners were China (accounting for around 22% of imports), the US (11%), Australia (6%), 

South Korea (4%), Indonesia (4%), and Taiwan (3%). The country’s exports decreased from over $924bn in 2008 to less 

than $704bon in 2009, while imports fell from $921bn to $696bn over the same period. The March 2011 tsunami and 

earthquake impacted upon exports in a big way. Growth of exports declined 10% in 2010 compared to 2009, while imports 

grew 11% in 2010 compared to 2009.       
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Figure 14: Japan’s external trade , 2006–10 
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International investment position 

Foreign direct and portfolio investments 

Foreign investment in Japan is relatively low compared to other major economies, such as the other G8 countries and 

China. Since 2001, the Japanese government has recognized the need to increase the country’s stock of foreign direct 

investment (FDI) as one of its priorities. In 2003, the Ministry of Economy, Trade, and Industry started a project to support 

activities that attract foreign investments, especially FDI; as part of that project, several trade barriers were removed. As a 

result of these positive measures, Japan’s FDI stock has grown from less than 1% of GDP in 2001 to around 3% as of the 

end of 2008. In 2008, FDI inflows grew 9% to around $25bn. However, the global slowdown adversely affected FDI inflows 

into the country, which declined by more than 50% in 2009, dropping to $12bn. Japan’s outward FDI flow increased from 

around $31bn in 2004 to $136bn in 2008. However, FDI outflow declined to $75bn in 2009 due to the recession in the 

country.  
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Figure 15: FDI net inflow in Japan, 2005–09 
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Credit rating 

In April 2011, Standard & Poor’s downgraded its long-term rating for the country to AA- and retained the A-1+ short-term 

local and foreign currency sovereign credit rating. The outlook was downgraded to negative from stable. According to the 

rating agency, the country’s high debt and decreasing public finances are a cause for concern, has and have given rise to a 

negative outlook.  

Monetary situation  

Overview 

The Bank of Japan is the country's central bank and implements monetary and credit policy. Its monetary policies are 

framed with the objective of maintaining price stability and inflation. 
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Key monetary indicators 

Inflation 

The consumer price index (CPI) inflation rate was negative during 2002–05. It increased to 0.3% in 2006, but fell to 0.0% in 

2007. However, it registered an increase in 2008, reaching 1.4%. The Japanese economy is currently going through a 

deflationary phase. The county had deflation of 1.4% in 2009 and 0.8% in 2010. This trend is expected to continue into 

2011, with Datamonitor forecasting deflation of -0.3%.  

 

Figure 16: CPI and CPI-based inflation in Japan, 2004–14 
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Money supply and interest rate 

The key measure of Japan’s money supply, M2, was around JPY798.3tn ($9.82tn) in May 2011. M2 consists of cash in 

circulation, demand and time deposits, and certificates of deposit (CDs) at domestic banks including the Bank of Japan and 

Japanese branches of foreign banks. The balance of CDs surged by 2.3% in May 2011 compared to May 2010, while the 

balance of quasi-money, which largely consists of time deposits, declined by 0.2% during the same period. In May 2011, 

M1 that refers to cash in circulation and demand deposits increased 4.6% year-on-year to JPY520.5tn ($6.4tn). M3, a wider 
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gauge that corresponds to M2 plus CDs at all depository institutions, including Japan Post Bank, was up 2.1% to 

JPY1,099.1tn ($13.52tn). 

In October 2008, for the first time in seven years the Bank of Japan slashed its benchmark interest rate from 0.5% to 0.3%. 

The move followed interest rate cuts by central banks across the world. In December 2008, the Bank of Japan cut interest 

rates to 0.1%, and left them there until April 2010. As of June 2011, the interest rate remained at 0–0.1%.  

Banking sector 

The banking system of Japan is one of the largest in the world. The Japanese banking structure consists of three mega-

banks, regional banks, foreign banks, trust banks, governmental institutions, and Shinkin banks. The Japanese banking 

system offers a wide range of payment methods for both private and corporate customers. The Bank of Japan is an 

important player as a provider of settlement assets and an operator of payment and settlement systems. The BOJ-NET 

funds transfer system and BOJ-NET JGB Services registered the highest levels of activity in terms of value and volume. 

Some of the private sector systems prevalent in Japan include the Foreign Exchange Yen Clearing System (operated by 

Tokyo Bankers Association) and Continuous Linked Settlement. In light of improvements in trading and settlement activity, 

the Bank of Japan will continue to work on enhancing financial arrangements and infrastructure within the country, and 

encourage participants and operators of payment systems to develop their operational capabilities. The country has a total 

of 203 banks, including five city banks, 18 trust banks, 106 regional banks, 57 foreign banks, and 17 other financial 

institutions. The country also has 16 bank holding companies. 

Japan's six major banking groups are Mitsubishi UFJ Financial Group, Sumitomo Mitsui Financial Group, Mizuho Financial 

Group, Resona Holdings, Sumitomo Trust and Banking, and Chuo Mitsui Trust Holdings.The Japanese banks market had 

total assets of $9.28tn in 2010, representing a CAGR of 2.1% for 2006–10. In comparison, the Chinese and Indian markets 

grew with CAGRs of 21.5% and 24.7% respectively, over the same period, to reach respective values of $14.19tn and 

$792.1bn in 2010. The bank credit segment was the market's most lucrative in 2010, with total assets of $5.12tn, equivalent 

to 55.2% of the market's overall value. The other assets segment contributed assets of $3.35tn in 2010, equating to 36.1% 

of the market's aggregate value. 

The performance of the market is forecast to decelerate, with an anticipated CAGR of 1.9% for 2011-2015, which is 

expected to drive the market to a value of $10.20tn by the end of 2015. Comparatively, the Chinese and Indian markets will 

grow with CAGRs of 9.3% and 10.4% respectively, over the same period, to reach respective values of $22.14tn and 

$1.30tn in 2015. 

Employment 

The Japanese workforce is generally well-educated, thanks to the country's excellent education system. The total labor 

force was 61.83 million in 2010. At least 53% of the total population has been economically active since 1995, and this 

trend is predicted to continue. However, due to the recessionary conditions that have prevailed since 2007, the number of 

employed people declined 3.6% from 64.12 million in 2007 to 61.83 million in 2010, while the unemployment rate increased 

from 3.9% to 5.1% during the same period. The economic downturn has adversely affected employment generation in 

Japan, while large-scale layoffs in the manufacturing industry have added to the problem.  
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Figure 17: Unemployment in Japan, 2004–14 
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Source: Datamonitor D A T A M O N I T O R 

 

Outlook  

The Japanese economy has been locked in a deflationary cycle for much of the last decade, with the exception of the slight 

improvements recorded between 2006 and 2008. This deflation, which has its roots in initial asset price correction in the 

early 1990s, has had a number of somewhat disastrous consequences. Deflationary pressure led to a fall in asset prices, 

and a subsequent increase in insolvent companies and banks. In 2009, due to recession, the deflationary pressures 

deepened, with Japan recording deflation of 1.4%. Due to a strong yen, these deflationary pressures continued into 2010, 

and a return to economic growth has been hampered by the March 2011 earthquake and tsunami and the nuclear accident 

at Fukushima Daiichi that followed. Supply disruption, coupled with crippled power supplies, has severely impacted 

economic activity, leading to lower domestic consumption and industrial investment. Radioactive contamination from the 

stricken nuclear plant still persists, and has not helped improve domestic consumption. Although the reconstruction 

expenditure is expected to have a positive impact on the economy, economic growth may not be very high.  

Low domestic consumption, the budget deficit, the risk of deflation, high government spending, and political instability are 

all expected to keep the economy on a slow growth path over the next few years.  According to Datamonitor’s forecast, the 

economy is expected to grow by 1.2% in 2011, and by an average of 1.9% between 2012 and 2015.    
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After the devastation caused by the recent tsunami, the Bank of Japan injected a total of JPY12tn ($146bn) into the 

Japanese market. The central bank’s main intent was to pump funds into the market and normalize the economy's 

deflationary trend. Although independent by law, the central bank is required to work closely with the government to align 

policy, and has in the past caved in to government pressure. However, the country continues to follow a loose monetary 

policy. As of June 2011, interest rate was retained at 0–0.1%, and the central bank announced JPY500bn ($6.2bn) in loans 

to strengthen and support economic growth.  
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SOCIAL LANDSCAPE 

Summary 

Japan is the 10th most populous country in the world. In 2010, Japan’s population stood at 127.4 million. The country’s 

population has been declining since 2005, and will continue to do so until the end of the current decade. Despite the fall in 

birth rates, the population has not declined by a significant margin due to immigration (which accounts for 14.9% of the 

population). Most of the individuals in the country belong to either the Shintoist or Buddhist religions. The Japanese 

healthcare and education systems are among the best in the world, with the former one of the most technically advanced of 

any nation. Health insurance is compulsory for every citizen. Japan's standard of education is on par with any Western 

country, and its educational institutions are equipped with technically advanced teaching staff and well-organized study 

programs. Primary education in Japan is compulsory for children above the age of six, and is provided free of cost up to the 

age of 15. The country is considered a relatively equal society in terms of income distribution and individual income. 

However, the rich/poor divide is widening due to globalization, the aging population, and labor dualism. Unemployment in 

the country is not a major problem.  

Evolution 

Japan accounts for 2% of the world’s population. Japan’s population has been on the decline since 2005, a fact that has 

become a major cause of concern for the country's authorities. The decline in population can be attributed to various 

interrelated demographic factors such as birth rates, death rates, and fertility rates. While both birth and death rates have 

been declining since 2002, the birth rate is dropping faster, with detrimental consequences to the already diminishing 

population of Japan. In terms of direct impact to the economy, a decrease in the size of the economically active sector of a 

population exerts downward pressure on economic growth. As a result, the government implemented a policy named the 

Angel Plan in 1994, which encouraged people to have children by providing allowances for childcare, an increased number 

of childcare centers, and childcare leave available to all citizens. In 1997 and 1998, working hours were reduced to 40 

hours per week, and a restriction on night work was implemented under child welfare laws. In 2000, childcare leave 

payments were raised to 25–40% of wages. The social insurance system in Japan comprises employee health insurance 

for salaried workers and national health insurance for self-employed and unemployed individuals. The insurance system is 

managed by the social insurance agency in Japan.   

Structure and policies  

Demographic composition 

Composition by age and gender 

Japan is the 10th most populated country in the world, with a recorded population of more than 127.4 million people in 

2010. As of 2010, around 13% of the population belonged to the 0–14 age group, around 64% of people belonged to the 

15–64 age group, and around 23% were in the 65 and above category. The gender ratio in 2010 was 95.06.  

 

 



Social Landscape  

 

 

Country Analysis Report: Japan   Published 08/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 60 

Table 11: Mid-year population by age (millions), 2010 

 

Mid-year population by age Female Male 

0–4 2.5 2.6 

5–9 2.8 3.0 

10–14 3.0 3.1 

15–19 3.0 3.1 

20–24 3.2 3.4 

25–29 3.7 3.8 

30–34 4.2 4.4 

35–39 4.9 5.1 

40–44 4.3 4.4 

45–49 3.9 4.0 

50–54 3.8 3.8 

55–59 4.4 4.3 

60–64 5.0 4.8 

65–69 4.3 3.9 

70–74 3.7 3.1 

75–79 3.3 2.5 

 80+ 5.4 3.3 

 

Source: Datamonitor D A T A M O N I T O R 

 

Urban/ rural composition and immigration 

Japan is an almost completely urbanized nation, with only 5% of the population involved in agricultural activities. Many 

Japanese farmers work on a part-time basis in nearby cities and towns; these individuals form the floating population. 

Tokyo is one of the biggest cities in the world, with a population of around 9 million; the Tokyo metropolitan area is home to 

more than 35 million people. The government has built regional cities such as Saitama, Chiba, and Kanagawa around 

Tokyo to discourage people from moving into the capital. Similarly, the government has also built cities around other urban 

centers such as Osaka and Kyoto in order to limit migration.  

Japan has followed a closed door policy with regards to immigration. Unlike other advanced economies such as the US and 

the UK, the Japanese government does not encourage foreigners to enter the workforce. Since 2007, the population has 

been declining, with a lower birth rate creating imbalances in the country’s demographics. The fertility rate has declined 

from 1.5 in 1991 to 1.2 in 2010. As per the current growth rate, the population will have declined by more than 25% by 

2050. The Japanese government is planning to lift restrictions on immigration in order to prevent future demographic crises 

and to tide over the problems of an aging population. With this in mind, recently 1,000 Filipino nurses were granted 

permission to work in Japan. There have also been discussions regarding increasing the number of foreign students in the 

country, as any such move would add to the pool of skilled labor. Under the new growth strategy, the country plans to 

double its number of highly skilled foreign personnel over the next decade. 
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Religious composition 

Shinto and Buddhism are the major religions of Japan, with the two claiming a combined share of 90.2%. Christianity 

accounts for 2% and other religions account for 7.8%.  

 

Figure 18: Major religions in Japan 

Buddhism and 
Shintoism 90.2%

Christianity 2.0%

Others 7.8%

 

Source: Datamonitor D A T A M O N I T O R 

 

Education 

Overview  

The Japanese take pride in their high quality education system. Japan has boasted a 99% literacy rate since 2005, and has 

one of the highest university enrolment rates in the world. The earliest kind of formal education in Japan began with the 

Chinese introducing their education system to the country; this was later reformed when students and scholars were sent to 

European nations to learn their teaching techniques. After World War II, America helped transform the Japanese education 

system by westernizing it. Science and technology have become a priority among both students and teachers. 

System of education 

Japan provides free and compulsory primary education to all of its citizens. Preschool starts at the age of three, primary 

education is undertaken between the ages of six and 15, and secondary education between the ages of 15 and 18. After 
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secondary education, students can opt to either work or take up tertiary education. Tertiary education consists of either a 

four year university degree course or a two year college course. There are very few dropouts in the system. Although 

secondary education is not compulsory, at least 94% of those who finish primary school opt to go on to secondary level, 

and at least 40% enroll in tertiary education. The basic education system was modeled on a mixture of the British, French, 

and American systems, with the latter having the most prominent role. 

There are around 500 universities in Japan. According to the world university rankings compiled by the Times in the UK, 11 

Japanese universities rank among the top 400 universities in the world. The University of Tokyo and Kyoto University were 

ranked 19th and 25th in 2010.   

Healthcare  

Healthcare services 

The Japanese healthcare system is highly regulated. On average, Japan spends close to 8% of its gross domestic product 

(GDP) on the national healthcare system every year. The Japanese government endorses a mandatory universal health 

insurance system, and also provides free screening and examination of prenatal and infectious diseases. The healthcare 

system is equipped with state-of-the-art technology. It is mainly centralized in urban areas, and efforts are ongoing to 

decentralize at regional levels.  

The healthcare industry is made up of both public and private services, but is dominated by private physicians and 

hospitals. More than 80% of Japan's healthcare facilities are privately run hospitals, with the remaining 20% publicly owned, 

state-run, or teaching hospitals.  

Social welfare 

Social welfare policies 

Health insurance is mandatory and health insurers are required, by law, to offer a basic package of benefits to every 

Japanese citizen. There are three systems of insurance and health coverage for people, depending on their employment 

and social status. Firstly, all employed individuals are offered an insurance scheme from their employers called Employee 

Health Insurance. This system is funded by both employers and employees. The former contribute around 50–80% of the 

cost, and the remaining amount is deducted from the employee's monthly salary.  

Secondly, there is the National Health Insurance (NHI) program in place for the unemployed, self-employed, and retired. 

The NHI system is funded by the government and employed members of the system. The self-employed pay roughly 37% 

of the premium.  

Finally, there is also long-term insurance especially for the older population, half of which is funded by the government and 

half by individuals aged 40 or older. To qualify for this insurance, patients must be certified as in need of long-term care by 

a regional review board. 
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Performance  

Healthcare 

Government expenditure on the healthcare sector was nearly 6.34% of GDP in 2009, Total healthcare expenditure was 

around $316bn.  

 

Figure 19: Expenditure on healthcare in Japan, 2002–13 
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Source: Datamonitor D A T A M O N I T O R 

 

Income distribution 

Standard of living 

Japan is considered to be a modern, prosperous, and socially equitable country. In terms of the Gini coefficient, which 

ranges from zero (perfect equality) to 100 (perfect inequality), Japan scored 24.9 for 2000–10. Poverty levels in the country 

also declined between 2000 and 2010, with the population living on $1–2 per day declining from 6.8 million in 2000 to 6.2 

million in 2010. However, the trend of Japanese companies hiring temporary workers in large numbers is cause for 

concern. By the end of 2008, one-third of the country's total employed population were non-regular workers. The 
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Organisation for Economic Co-operation and Development's (OECD’s) 2008 Economic Survey of Japan notes that non-

regular employment reduces costs for firms, but also creates equity and efficiency concerns. 

     Education  

According to the 2002 census, 99% of the Japanese population (both male and female) were literate. However, 

government expenditure on education as a percentage of GDP steadily declined from 2002 to 2009. From a high of 3.65% 

of GDP in 2002, it fell to 2.7% in 2009. According to the 2008 edition of Education at a Glance: OECD Indicators, Japan's 

budget for education to GDP ratio was among the lowest in the OECD (the average was 5%). In 2009, the government’s 

expenditure on education stood at around $149bn. The Japanese tertiary education system is in need of reform, if it is to 

meet changing global requirements. The usage of English language in Japanese universities is also being encouraged, in 

the hope of creating opportunities for Japanese students in global firms.  

 

Figure 20: Expenditure on education in Japan, 2005–09 
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Outlook  

According to the UN Development Programme’s Human Development Report for 2010, the country was ranked 11th out of 

169 countries on the Human Development Index with a score of 0.884. This high ranking indicates the above average 
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standard of living of Japanese individuals. However, as far as the social sector is concerned, the country faces a major 

challenge in the form of its rapidly aging population. Japan ranks first on the world list of countries with the greatest number 

of elderly individuals. Alongside this, the healthcare system is faced with other problems, such as the high percentage of 

nicotine addicts, the threat of HIV/AIDS spreading unabated, and the lack of preventive healthcare. The younger sections of 

society are becoming outnumbered by the older population, with the government unable to fund the insurance needs of the 

elderly.  

The government’s plans to encourage immigration have received a lukewarm response because of the economic 

meltdown, which has also left the existing Japanese population grappling with the problems of unemployment and 

deteriorating income levels. Under the New Growth Strategy, the country plans to double the number of highly skilled 

foreign personnel over the next decade. 

Moreover, the Japanese healthcare and education systems do not compare favorably with other advanced economies, 

mainly because of lower expenditure in these sectors. A handful of steps have been initiated in order to reform the 

educational system; for example, universities have been granted greater flexibility. However, more still needs to be done. 

Similarly, given the increasing burden of an aging population the Japanese healthcare system needs significant reforms. 

The government is taking all social problems into account, but burgeoning pension expenditure still remains a huge 

problem.   
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TECHNOLOGICAL LANDSCAPE 

Summary 

Technology has been one of the principal factors that have driven Japan’s competitive advantage in the global market. 

Japan is the second most technologically advanced country in the world, behind only the US. It has proved its mettle in the 

field of research and development (R&D) with advanced technological innovations like robotics. Japan has been trying to 

reduce foreign funding in R&D activities, and to this end has strived to set up its own facilities. Although government 

expenditure on R&D has steadily increased from $148bn in 2006 to $174bn in 2010, as a percentage of gross domestic 

product (GDP) it has declined marginally over the same period, from 3.2% to 3.1%. Government support to the 

development of the telecommunications industry has been vital, with the sector being one of the most technologically 

advanced in the world. The telecoms industry is the highest revenue-generating sector of the Japanese economy, and the 

country boasts the highest mobile phone penetration rate in the world. It ranked 19th in terms of global Internet penetration 

rate in 2009. Japan has fostered an atmosphere for evolving new and indigenous products, which resulted in the country 

filing for a significant number of patents in 2010, more than double the number of patents filed by Germany, Italy, and 

France combined. 

Evolution 

Japan is one of the most scientifically and technologically advanced countries in the world. Its technological superiority is 

undeniable on the global front. Early in the 1980s, Japan realized the need to break free from its dependence on foreign 

research for its technological developments, and thus started a period of advancement known as the “Era of Technological 

Independence.” In 1995, the Ministry of International Trade and Industries (MITI) started to fund national research projects 

in the R&D sector. These projects cover areas such as neural computers, intelligent manufacturing, basic technologies for 

future industries, superconductivity, solutions to energy security, and improving the quality of life with limited resources. The 

main objective of these policies is to successfully carry out the R&D activities planned for the future within the set financial 

and industrial constraints, and to take technological progress to a higher level. The MITI, however, takes the lead as a 

supporter of R&D and international research co-operation. From a figure of $128bn in 2001, government expenditure on 

R&D reached $174bn in 2010. As a percentage of GDP, it averaged 3.1% during 2001–10.  

Structure and policies  

Intellectual property 

Japan’s innovation is reflected in the number of patents filed by the country every year. Japanese patent law is based on 

the first-to-file principle, and is mainly given force by the Patent Act of Japan, which consists of 204 articles. A patent 

passed by the government comes into force by being registered under Article 66, once the first three years of annual fees 

have been paid. The commissioner issues the patent certificate to the filer, and the patent is valid for 20 years from the 

filing date.  

Japan has a highly dynamic and active R&D sector that is constantly thriving to outperform itself by inventing new and more 

technologically advanced products and services. Statistics show that of all new patents filed in the world annually, at least 

40% belong to Japan. In 2010, Japan filed 46,978 patents with US Patent and Trademark Office, one of the highest 

numbers in the world.   
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Table 12: Patents received by the US Patent and Trademark Office, 2003–10 

 

Year Japan US Germany China India Australia 

2003 37,248 98,590 12,140 424 356 1,049 

2004 37,032 94,128 11,367 596 376 1,093 

2005 31,834 82,586 9,575 565 403 1,032 

2006 39,411 102,267 10,889 970 506 1,538 

2007 35,942 93,691 10,012 1235 578 1,546 

2008 36,679 92,001 10,085 1874 672 1,613 

2009 38,066 95,038 10,353 2270 720 1,550 

2010 46,978 121,179 13,633 3303 1137 2,079 

 

Source: Datamonitor D A T A M O N I T O R 

 

Research and development 

While most research in Japan is carried out by private agencies, research institutes and universities are abundantly funded 

by the government and its ministries. Japan donates a greater percentage of its GDP to the R&D sector than most of its 

European and American counterparts. The number of personnel involved in R&D as of March 31, 2009 stood at 839,000. 

The priority sectors wherein R&D is carried out extensively are IT, computer hardware, semiconductors, nanotechnology, 

environment, precision machinery, transportation equipment, electrical machinery, electronic parts and devices, and drugs 

and medicines.  

Technology agreements/pacts 

Japan has had a technology agreement with the US since 1980. Both countries are involved in R&D in the fields of 

information sciences, manufacturing technologies, automation and process control, superconductors, environmental 

science, nanotechnology, and energy. The country has an agreement with Switzerland to mutually exchange various R&D 

initiatives, and to protect intellectual property. A science and technology agreement between Japan and India was reached 

in 2006, with the two countries agreeing to strengthen their R&D co-operation. The countries have extended their 

agreement into the information and communication technology (ICT), biotechnology, and nanotechnology fields. 

Additionally, Japan holds technology agreements with Germany, the Netherlands, Vietnam, and Egypt, among others.  

Performance  

Opportunity sectors 

Automotive technologies and electronics are sectors in which Japan is ahead of every other country in the world. 

Furthermore, the country has contributed to the fields of machinery, robotics, optics, chemicals, and semiconductors.   
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Telecommunications 

 Japan was the first country to introduce wireless Internet, camera phones, 3G, and 3.5G. The Japanese mobile 

phone market had total revenue of $13.2bn in 2009, representing a compound annual growth rate (CAGR) of      

-2.1% for 2005–09. In comparison, the Chinese and Indian markets recorded CAGRs of 16.4% and 23.1% 

respectively over the same period, reaching values of $23.1bn and $6.1bn in 2009. Market consumption 

volumes decreased at a CAGR of 1.1% between 2005 and 2009, reaching a total of 42.9 million units in 2009. 

The market's volume is expected to rise to 59 million units by the end of 2014, representing a CAGR of 6.6% for 

the 2010–14 period, driving the market to a value of $18.8bn by the end of 2014. Comparatively, the Chinese 

and Indian markets will record CAGRs of 17.2% and 16.3% respectively over the same period, reaching values 

of $50.9bn and $12.9bn in 2014.  

 

Figure 21: Growth of mobile and fixed line subscribers in Japan, 2002–12 
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Source: Datamonitor D A T A M O N I T O R 

 

Broadband and Internet 

 In 2009, there were around 100 million Internet users in Japan; however, growth for the year was just 3%.  



Technological Landscape  

 

 

Country Analysis Report: Japan   Published 08/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 69 

 The Japanese Internet market generated total revenues of $8.7bn in 2009, representing a CAGR of 3.9% for 

2005–09. In comparison, the Chinese and Indian markets recorded CAGRs of 19.9% and 23.6% respectively 

over the same period, reaching values of $22.4bn and $3bn in 2009. The number of subscribers in Japan 

increased at a CAGR of 6% in 2005–09, reaching a total of 35.8 million in 2009. The number of subscribers is 

expected to rise to 39.3 million by the end of 2014. 

 The performance of the market is forecast to decelerate, with an anticipated CAGR of 1.9% for 2009–14, which 

will drive the market to a value of $9.6bn by the end of 2014. Comparatively, the Chinese and Indian markets will 

record CAGRs of 13.3% and 15.6% respectively over the same period, reaching values of $41.9bn and $6.2bn 

in 2014. 

  

Figure 22: Number of Internet users in Japan, 2005–09  
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Source: Datamonitor D A T A M O N I T O R 

 

Biotechnology 

 The Japanese biotechnology market had total revenues of $33.7bn in 2009, representing a CAGR of 13% for 

2005–09. In comparison, the Chinese and Indian markets recorded CAGRs of 20.3% and 16.6% respectively 

over the same period, reaching values of $7.7bn and $4.3bn in 2009. The medical/healthcare segment was the 

market's most lucrative in 2009, with total revenues of $13.5bn, equivalent to 40% of the market's overall value. 
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The food and agriculture segment contributed revenues of $9.8bn in 2009, equating to 29% of the market's 

aggregate value.  

 The performance of the market is forecast to decelerate, with an anticipated CAGR of 8.8% for 2010–14, which 

will drive the market to a value of $51.5bn by the end of 2014. Comparatively, the Chinese and Indian markets  

will record CAGRs of 15.9% and 16.2% respectively over the same period, reaching values of $16bn and $9bn in 

2014.   

Research and development  

R&D expenditure 

Japan’s R&D expenditure has consistently risen since 2001, except for a slight dip in 2006. However, as a percentage of 

GDP it averaged 3.1% between 2001 and 2010. Government expenditure on R&D increased by around 36% over 2001–10, 

up from $128bn in 2001 to $174bn in 2010. During FY2008, more than 30% of R&D expenditure went to the IT and life 

sciences sectors. Based on initiatives including the New Industrial Structure, the New IT Reform Strategy, and the Strategic 

Technology Roadmap, the government has decided to conduct R&D in advanced ICT equipment, device platform program, 

and software development.   

Knowledge base 

Japan is historically known to be a land of innovation. Over the years, the country has developed many cutting edge 

technologies by gaining expertise in advanced fields like robotics. The scientific personnel of Japan, who produce these 

niche technology products, are one of the country's most important assets. As of the end of March 2009, the number of 

researchers in the fields of science and technology (including social sciences and humanities) totaled 839,000, up from 

762,000 in 2000. As of the end of March 2009, researchers in business enterprises numbered 493,000, while the number of 

researchers in universities and colleges was 306,000. In FY2008, business enterprises accounted for 72.5% of total R&D 

expenditure, while universities and colleges spent 18.3%. While universities and colleges spend more than 90% of their 

R&D expenditure on natural sciences, business enterprises spend 70% of their budget for development purposes. 

Outlook  

Despite being short on natural resources, Japan was quickly rebuilt after the devastation of World War II, and has since 

attained prosperity due to its rapid advances in science and technology. Under the third Science and Technology Basic 

Plan (2006–11), a new theme entitled "science and technology to be supported by the public and to benefit society," was 

adopted by the cabinet council, with government investment in R&D targeted at $25bn. The Organisation for Economic Co-

operation and Development has established the Working Party of National Experts on Science and Technology Indicators 

(NESTI) as a subsidiary within the Council for Science and Technology Policy. NESTI is working to improve methods of 

collecting internationally comparable data concerning science and technology activities  (including R&D) and the 

development of new indicators.  

Despite a difficult economic situation, the country managed to retain second position in terms of global patenting, obtaining 

46,978 patents in 2010. In October 2009, the Ministry of Education, Culture, Sports, Science, and Technology reduced the 

total grants for 30 of the projects under the Funding Program for World-Leading Innovative R&D on Science and 
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Technology from JPY270bn ($3bn) to JPY100bn ($1.11bn). As a result, R&D activities and the development of priority 

technologies are likely to be hit in the medium term.  
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LEGAL LANDSCAPE 

Summary 

The legal framework of Japan is based on the German system of civil laws. It uses a unitary judicial system, with ultimate 

authority residing in the Supreme Court. The justice system is divided into five major categories: summary courts, district 

courts, family courts, high courts, and the Supreme Court. The judicial process is quick, and judges are well-educated and 

expected to make judicious decisions in the interest of the common people. It is relatively difficult to set up and run a 

business in the country, as at present there is too much regulation. It takes eight procedures and 23 days to get a business 

up and running in the country. All Japanese residents have to pay taxes to the government according to their employment 

status, assets, income, and source of income.  

Evolution  

The Japanese legal system was initially influenced by Chinese law. However, it has been largely based on German civil law 

since the 19th century. The National Diet enacts the statutory law with the approval of the emperor. The highest body in the 

judiciary is the Supreme Court, followed by several high courts, district courts, and summary courts. Established in 1875, 

the Supreme Court was abolished in 1947 and reinstated under the new constitution.  

The country’s statutory law has six codes: the civil code (1896), the commercial code (1899), the criminal code (1907), the 

constitution of Japan (1946), the code of criminal procedure (1948), and the code of civil procedure (1996). The emperor 

has no power to revoke or cancel laws passed by the National Diet.  

Japanese corporate law is based on a corporation code implemented in 2006, which is very similar to laws in the US. 

Companies can be established as business corporations, limited liability companies, limited partnerships, general 

partnerships, and limited liability partnerships (LLPs), among others. The Ministry of Justice had regulatory authority over 

the legal system until 1947. In 1948, the administration of courts came under the Supreme Court. The ministry has six 

bureaus for correction, rehabilitation, immigration, human rights, criminal affairs, civil affairs, and the minister's secretariat.        

Structure and policies  

Judicial system 

The current legal system of Japan was put in place after the restoration of the constitution in 1947. After the US and its 

allies ruled Japan for a brief period after World War II, the country made changes to the judicial system in accordance to 

US laws.  

Structure of the system 

The structure of the legal system is divided into five varying levels of judicial authority. The highest court of justice in Japan 

is the Supreme Court, followed by the high courts, district courts, family courts, and summary courts.   

 



Legal Landscape  

 

 

Country Analysis Report: Japan   Published 08/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 73 

Figure 23: Japan – judicial structure 
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Source: Datamonitor D A T A M O N I T O R 

 

The Supreme Court is the highest court of authority in Japan, and consists of the grand bench and three petty benches. 

The grand bench is headed by associate justices, who are appointed by the cabinet with the emperor’s approval. The petty 

benches have five justices each, who hear appeals and recommend them to the grand bench. Under Article 81 of the 

Japanese constitution, the Supreme Court is authorized as "the court of last resort with power to determine the 

constitutionality of any law, order, regulation, or official act." It also nominates judges to lower courts, determines judicial 

procedures, and manages the judicial system. Additionally, it is responsible for the activities of public prosecutors, and for 

disciplining judges and other judicial personnel. 

There are eight high courts in Japan, each monitoring various prefectures. A Japanese high court generally comprises 

three judges (and five judges in special cases). A president is appointed by the cabinet to manage the affairs of every high 

court.  

In Japan, all 47 prefectures have a single district court, except the prefecture of Hokkaido, which is divided into four districts 

with four courts. The district courts have jurisdiction over civil and bankruptcy cases. The court is headed by a judge, plus 

two associate judges in certain cases. The district courts defer to the high courts for any other judicial hearings.  

The 438 summary courts in Japan have jurisdiction over small claim civil cases and minor criminal offences. Each summary 

court is presided over by one judge. While civil cases pending in the summary courts are appealed in the district courts, 

criminal cases are appealed in high courts.  

Each district court has a connected family court. In addition to this, there are around 200 family courts in branch offices 

spread across the country; cases related to family disputes can be addressed in these branch offices. Although their 

jurisdiction covers all forms of domestic disputes, they mostly deal with divorce proceedings. Their power is limited to 

mediation and, if there is no consensus, the case must be transferred to a district court.  



Legal Landscape  

 

 

Country Analysis Report: Japan   Published 08/2011 

© Datamonitor. This brief is a licensed product and is not to be photocopied Page 74 

Legislation affecting business 

Industrial acts, legislations, and regulations  

In Japan, there are more than 190 legal acts covering various areas like the economy, industry, trade, industrial science, 

commerce, small- and medium-sized enterprises, the environment, and patents. The most important is corporate law based 

on the corporation code implemented in 2006. The new corporation law was passed by the National Diet on June 29, 2005 

and announced by the government on July 26, 2005. The principle behind the law is to renew the overall corporate 

legislation in response to varying societal and economic conditions. The law is intended to encourage the creation of new 

companies, and allow for more flexible corporate management. Furthermore, the law eases limitations on mergers and 

acquisitions, and provides new procedures to protect companies against hostile takeover bids.   

Corporations in Japan are taxed on their profits. Taxes include corporate tax (national tax), enterprise tax (local tax), and 

corporate inhabitant tax (local tax). Both corporate inhabitant tax and enterprise tax are predetermined, except in special 

instances. All taxes are levied based on the provisions for corporate tax. 

The remittances of the branch of a foreign entity to its head office in a foreign country are free from taxation. On the other 

hand, remittances made by subsidiary companies to their parent company are treated as payments of costs/expenses, and 

distributions of profits or loans (or repayments of loans). 

Establishing operations as a foreign enterprise 

A foreign company looking at setting up operations in Japan has the option to open a representative office, a branch office, 

a subsidiary, or an LLP.  

In Japan, representative offices are established to enable foreign companies to engage in full-scale business operations in 

the country. These offices conduct market surveys and other forms of information collection, and promote and advertise the 

parent company. However, they are not allowed to engage in sales activities. The establishment of representative offices 

does not require registration; furthermore, these offices cannot open bank accounts or lease real estate in the name of their 

parent company. Hence, agreements have to be signed either by the head office of the foreign company, or by the relevant 

individual at the representative office. 

A foreign company can establish a branch office in the country only when a location is assigned, a representative is 

appointed, and other registration procedures are completed. A branch office is not given a legal corporate status, but 

instead it is included within the corporate status of the foreign company. In general, the foreign company is therefore 

responsible for all debts and credit generated by the activities of its Japanese branch office; however, the branch office can 

open bank accounts and lease real estate in its own name.  

A foreign company can start a subsidiary company in the country in the form of a joint-stock corporation, limited liability 

company, or a similar body as stipulated by the Corporate Law of Japan. A subsidiary is a separate corporation from the 

parent company, so it will bear the liability of an equity participant, predetermined by law for all debts and credit generated 

by the performance of the subsidiary. Other methods to establish a subsidiary include the formation of a joint venture 

corporation with a Japanese enterprise or investment company, and equity participation in a Japanese enterprise. 
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An LLP is not a corporation, but a partnership formed only by the equity participants, who have limited liability. In this form 

of partnership, the internal rules can be freely determined through an agreement between the equity participants. LLPs are 

not directly liable for taxation; instead, taxes are levied on profits allocated to equity participants. 

 

Tax regulations 

Japanese taxation is based on the self-assessment system – taxpayers must calculate their taxable income, file returns, 

and pay taxes due. The Corporation Tax Law governs the principal taxes that companies pay in Japan. The corporate tax 

burden is high compared to that of other countries in the region. The national standard corporation tax rate is 30% for all 

corporations with capital of JPY100m ($1.07m) or less. There is also local enterprise tax, which consists of three 

components: 7.2% of taxable profits, 0.48% of a “value added” factor, and 0.2% of share capital and capital surplus. The 

effective tax rate for corporations is around 41%. In December 2010, the country announced a planned 5% reduction in its 

effective corporation tax rate, which would thus drop to around 36%. Other corporate taxes include capital duty, payroll tax, 

real property tax, social security, stamp duty, registration tax, and license tax.  

Individual income tax  

This tax is paid annually by residents and therefore is also known as “resident tax.” The amount is calculated on each 

individual's net annual income. Tax rates can amount to 5–40% of an individual’s income, depending on the bracket that 

they fall into.  

Withholding tax 

A 20% withholding tax is levied on dividend distributions to non-residents in Japan, unless the rate is reduced under an 

applicable tax treaty. The interest on loans paid to non-resident corporations is generally subject to a 20% withholding tax, 

while deposits and bonds attract 15%. Royalties paid to a non-resident are also subject to a 20% withholding tax, unless 

the rate is reduced under an applicable tax treaty. 

Other local taxes 

In addition to the above, other taxes in Japan include consumption tax, property tax, and social security tax. Consumption 

tax is paid by citizens when purchasing goods and services from retailers and service providers. The present rate of 

consumption tax is 5% (which comprises a 4% national consumption tax and a 1% local consumption tax). Social security 

tax is a compulsory contributory tax that has to be paid by all employed persons; the amount of tax is determined by their 

annual income, with an employer paying 14.794–14.874% and an employee paying 14.009–14.089% of their income as a 

social security tax. Finally, the property tax is a municipal tax paid annually by those who own land, houses, and other 

types of depreciable assets.  

Labor law  

Major Japanese labor statutes include the following:  

 the Labour Standards Law, which regulates working conditions 

 the Labour Union Law, which guarantees workers the right to organize, bargain collectively, and act collectively  
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 the Labour Relations Adjustment Law, which controls labor management adjustments and dispute resolution  

 the Workers’ Accident Compensation Insurance Law, which requires employers to insure workers, with premiums 

borne entirely by the employer  

 the Welfare Pension Law  

 the National Health Insurance Law  

 the Equal Employment Opportunity Law, which guarantees equal opportunities for female employees.  

Other relevant laws include the Minimum Wage Law, the Domestic Labour Law, the Job Security Law, the Law on 

Employment Security for Elderly Workers, the Industrial Safety and Health Law, and the Law Promoting Employment of the 

Handicapped. The Ministry of Health, Labour, and Welfare regulates the administrative guidelines on issues such as 

applying and interpreting labor laws and enforcing safety rules in the workplace. The Labour Standards Law requires 

companies to limit working hours to eight per day and 40 per week. Longer working hours (usually 46 hours per week) are 

allowed for the retail and service sectors. Japan has a multi-layered minimum-wage system, which varies by region and 

industry, meaning that 47 basic levels of minimum wage are set annually by local governments, as well as 249 levels of 

industry-based minimum wage. 

Social security charges  

In Japan, companies pay retirement allowances at age 60. Workers also receive small retirement allowances every time 

they change jobs. Japan has a national pension program, and the employer and employee contribute equally to a 14.01–

14.9% payment of annual salary in the form of monthly installments. There are plans to increase this contribution to 18.30% 

by 2017. Unemployment insurance is an increasingly important part of the typical compensation package. Currently, a 

salaried worker and the employer share premium payments. The average limit of unemployment benefits is 90–360 days. 

Employers may deduct reserves for severance pay from taxable income, but the tax-free status of such reserves is being 

phased out over the next four to 10 years (for small and medium-sized enterprises). 

Corporate governance 

Since the 1990s, the Japanese government has been working on regulations to increase transparency in its investment 

regime. In the initial years, the focus was on strengthening shareholder rights, before shifting to protection of shareholders 

of holding companies. In 2001 and 2002, amendments to the commercial code were aimed at ensuring corporate 

governance, deregulation of capital procurement and stock systems, and IT usage. 

   The amendments to corporate governance were:  

 introduction of a committee system   

 introduction of a major asset committee system   

 simplification of shareholder meetings  

 rationalization of shareholder class actions.  
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Further changes were carried out under the new company law and the Industrial Revitalization Law, which allowed 

allegiance to international corporate governance systems instead of the traditional Japanese statutory auditor system of 

corporate governance known as "Kansayaku."  

Performance  

Effectiveness of the legal system 

Japanese judges are regarded as honest and well-organized. They are politically independent and professionally 

competent. However, the Japanese legal system has a lot of ground to cover as far as depth of justice is concerned. Japan 

is often criticized for its lack of humanism and its poor protection of fundamental human rights. Laws regarding sexual 

harassment and a woman's right to continue working after marriage are fairly new to the country. 

Legal indicators  

Doing business in Japan can be a lucrative proposition. It is the world’s second largest economy, with a skilled and hard 

working labor force, sophisticated infrastructure, and a technologically advanced industry; all of which make it an attractive 

location for investment. However, it is relatively difficult to start a business or make a direct investment in Japan compared 

to other developed nations. This is due to a plethora of regulations and the significant amount of capital required for starting 

a business in the country. According to the World Bank's 2011 Doing Business Report, getting a business up and running in 

Japan takes at least eight procedures and 23 days, making it longer and more complex than the Organisation for Economic 

Co-operation and Development average of 5.6 procedures and 13.8 days. The country’s ease of business ranking has also 

slipped eight places, from 90th in 2010 to 98th in 2011. However, regulation is an issue. The country was ranked 44th in 

terms of obtaining a license or construction permit, which takes 15 procedures and up to 187 days.  

Outlook  

The legal climate for foreign investors in Japan is fair, without any discrimination. The favorable investment climate has 

worked in Japan’s favor in terms of attracting foreign direct investment, despite the financial market turmoil of 2008. Despite 

these advantages, corporate and individual income tax rates continue to be higher than the equivalent rates in other 

advanced economies. High corporate taxes act as a disincentive for foreign investors. Furthermore, the tax base has 

remained narrow and has failed to generate revenues to help ease the government’s financial burden. Further attempts at 

rationalization of tax structure may not be possible, considering the difficulties the country has experienced in recent years.  

On the Wall Street Journal’s 2011 Index of Economic Freedom, Japan was ranked as the 20th freest economy of the 179 

countries considered. The country was ranked 6th out of the 41 countries in the Asia Pacific region. The export-oriented 

Japanese economy has long benefited from global trade, although non-tariff barriers exist. The economy scores above the 

global average in many of the 10 economic freedom indicators, including business freedom, property rights, freedom from 

corruption, and labor freedom. 

In December 2010, the country announced the planned 5% reduction in its effective corporation tax rate to around 36%. 

Japan has a national pension program, and the employer and employee contribute equally to a 14.01–14.9% payment of 

annual salary in the form of monthly installments. There are plans to increase this contribution to 18.30% by 2017. 
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ENVIRONMENTAL LANDSCAPE 

  Summary 

Japan is the only Asian country that has managed to keep its pollution levels within the acceptable standards of 

international pollution control regulations. It has adopted strict measures to counter the problem of waste disposal and 

energy conservation. Efficient techniques are employed to preserve the environment, as well as to maintain cleanliness. 

However, the country needs to adopt tough measures to fight against its steadily rising pollution levels and dwindling 

natural resources. The Fukushima Daiichi nuclear accident has highlighted the need to increase its safety measures 

against radioactive pollution. 

Evolution  

During the industrialization of the 1960s and the 1970s, there was a heavy influx of industrial waste into the water bodies of 

Japan due to high population density and industrial activity in the areas surrounding the country. The Water Pollution 

Control Law of 1970, revised in 1989 and amended in 1997, was formulated to prevent underground water pollution by 

toxic substances, and to restrict the eutrophication of coastal seas by effluents containing nitrogen and phosphorus flowing 

into the waters. 

In order to achieve environmental quality standards for air pollution caused by nitrogen dioxide, the Japanese government 

adopted measures based on the Air Pollution Control Law (Law No.97 of 1968). These measures were implemented to 

protect the health of citizens, and to provide a secure living environment. Japan has a responsible waste disposal 

mechanism that results in a lower water pollution level than other Asian countries.  

Structure and policies  

Environmental regulations 

Overview  

As Japan became more engaged in industrialization and urbanization, it has realized the need to put in place strict policies 

to protect its environment from industrial waste and pollution, and to conserve its dwindling forest and land area so that it 

remains useful for cultivation. Japan's environmental protection regulations are considered to be the most stringent among 

the Asian countries. The pollution index of Japan hovered between 103 and 110 from 1990 to 2006. According to the 

United States Environmental Protection Agency, a reading of between 101 and 150 is usually considered unhealthy for 

certain sensitive groups, but the pollutant levels are in the satisfactory range and pose no acute or immediate health 

hazard.   

Policy 

Japan is the only country in Asia that has managed to do a reasonable job in reconciling development and the environment. 

Air pollution, however, has risen to worrying levels. Carbon dioxide emissions have steadily been growing without showing 

signs of reduction. The major gaseous pollutant in the country is nitrogen dioxide, which is emitted primarily by 

automobiles. The government has brought introduced the Law Concerning Special Measures for Total Emission Reduction 

of Nitrogen Oxides from Automobiles in Specified Areas, and officials plan to increase their efforts to meet the objectives 
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set out in the law, which spells out the responsibilities of national and local governments, enterprises, and citizens towards 

preventing such pollution. With regards to the areas that are affected with severe pollution, the law clearly expresses the 

fundamental policies and plans for the reduction of the total volume of automobile emitted nitrogen oxide. Finally, the law 

establishes nitrogen oxide emission standards for automobiles registered in selected areas, and places a limit on emissions 

of nitrogen oxide from the use of automobiles for business activities.  

Japan's Basic Environment Law, enacted in November 1993, sets out basic principles and directions for the formulation of 

environmental policies. In December 1993, the National Action Plan for Agenda 21 was submitted to the United Nations. In 

December 1994, an action plan called the Basic Environment Plan was adopted. The ultimate goal of this plan is to attain 

sustainable development while continuing to conserve the environment. The long-term objectives are: 

 an environmentally sound material cycle 

 harmonious co-existence of both economic and environmental goals 

 the introduction of, and participation in, the Polluter Pays Principle 

 international activities in environnemental conservation. 

Environmental actions 

The 3R policy 

Japan has undergone a long period of economic growth, stimulated by mass production, consumption, and disposal. 

Consequently, the environmental situation in the country has deteriorated, with limitations including the shortage of landfill 

sites for waste, and resource constraints including the possible depletion of mineral resources in the future. Therefore, the 

government has adopted a 3R policy (reduce, reuse, and recycle) with the hope of creating a recycling-oriented economic 

system. The policy stresses the importance of reducing, reusing, and recycling different resources. Some companies are 

positively implementing the concept at the design and manufacturing stages. However, such approaches depend on the 

efforts of individual companies, and methods are yet to be established for a quantitative assessment of the implementation 

of the initiative. 

Global warming countermeasures 

As a part of global warming countermeasures, the Japanese government adopted a Voluntary Action Plan in 2007. Under 

this plan, 28 manufacturing industries were brought under government scrutiny. In 2007, the emissions by these industries 

amounted to more than 75% of the total emissions generated by the industrial sector, and 26% of total national emissions. 

The government has given these industries a target to collectively reduce their emissions by 40 million tons every year. The 

government has also implemented the Energy Saving Act, which emphasizes rational and efficient energy usage in 

different industries.  

Other environmental laws 

Japan has a comprehensive environmental protection framework in place to cover all known hazards of pollution possible, 

especially in chemical management. The government has put in place the Act on Evaluation of Chemical Substances and 
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Regulation, as well as the Law Concerning Reporting of Releases to the Environment of Specific Chemical Substances and 

the Law Concerning Special Measures against Dioxins. Important laws concerning air pollution include the Air Pollution 

Control Law, the Offensive Odor Control Law, and the Act on Regulation of Emissions from Non-Road Special Motor 

Vehicles. Noteworthy laws regulating water pollution include the Water Pollution Control Law, the Law Relating to the 

Prevention of Marine Pollution and Maritime Disaster, and the Law Concerning Special Measures for Water Quality 

Conservation at Water Resources Areas.  

Participation in global efforts/agreements/pacts 

The Japan Fund for Global Environment 

The Japan Fund for Global Environment is supported by government contributions, individual donations, and corporate 

contributions. The fund has two main programs: a grants program for non-governmental organization activities for 

conserving the environment, and a non-governmental organization support program for groups and companies involved in 

conservation of the environment. It also supports citizens’ environmental conservation efforts by providing information, 

research, and studies, and training for personnel.  

Overseas Environmental Co-operation Center 

The Overseas Environmental Co-operation Center, Japan (OECC) was established in 1990, and is supported by the 

Japanese Ministry of the Environment. The OECC promotes international co-operation in environmental research and 

study. Its activities mostly involve intensive environmental conservation surveys in various member countries, extensive 

research and technology development, and various symposiums and workshops on environmental conservation. These 

activities are funded by the Ministry of the Environment, the Ministry of Foreign Affairs, the Japan International Co-

operation Agency, and the Japan Bank for International Co-operation. 

International environmental co-operation   

As a part of international environmental co-operation, Japan has been instrumental in starting important initiatives. The 

Environmental Conservation Initiative for Sustainable Development is one of the main proposals it adheres to, based on the 

principles of developing environmental technologies and applying Japan's scientific knowledge to the monitoring of 

pollution. The Japanese government has been making efforts to address global warming, pollution control, fresh water 

issues, and conservation of the natural environment. The Kyoto Protocol is another important contribution, setting 

greenhouse gas emission reduction targets for 38 industrialized countries. The Japanese Ministry of the Environment 

contributes actively to environmental policy frameworks, along with several other international organizations in the Asia 

Pacific region such as the Economic and Social Commission for Asia Pacific, the United Nations Environment Programme, 

Asia Pacific Economic Co-operation, and the United Nations Centre for Regional Development. In October 2010, the 

country announced that it will provide $2bn over three years through the Life in Harmony Initiative, in order to assist the 

efforts of partner countries in meeting the post-2010 targets of the Convention on Biological Diversity (CBD). 
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Table 13: International environmental treaties signed and ratified by Japan 

 

International treaty Year of Ratification 

International Convention for the Regulation of Whaling  1951 

United Nations Convention on the Law of the Sea  1968 

Ramsar Convention on Wetlands of International Importance  1980 

Convention on the International Trade in Endangered Species of Wild Flora and Fauna 1980 

Protocol of 1978 Relating to the International Convention for the Prevention of Pollution From Ships, 1973 1983 

Vienna Convention for the Protection of the Ozone Layer  1988 

Montreal Protocol on Substances that Deplete the Ozone Layer  1988 

United Nations Framework Convention on Climate Change (UNFCCC) 1993 

Convention on Biological Diversity  1993 

Protocol on Environmental Protection to the Antarctic Treaty  1997 

Convention to Combat Desertification 1998 

Stockholm Convention on Persistent Organic Pollutants  2002 

Basel Convention on the Control of Transboundary Movements of Hazardous Wastes and their Disposal  2003 

Convention on the Prevention of Marine Pollution by Dumping Wastes and Other Matter 2007 

Kyoto Protocol  2007 

Protocol On Preparedness, Response And Cooperation To Pollution Incidents By Hazardous And Noxious 
Substances 2007 

  

Source: Datamonitor D A T A M O N I T O R 

 

Copenhagen conference on climate change 

The UNFCCC sets an overall framework for intergovernmental efforts to tackle the challenge posed by climate change. It 

recognizes that the climate system is a shared resource, the stability of which can be affected by industrial and other 

emissions of carbon dioxide and greenhouse gases. The convention has universal membership, with 192 countries having 

ratified the convention. In January 2010, Japan agreed to slash greenhouse gas emissions by 25% from 1990 levels by 

2020, on the condition that all major emitters commit to ambitious targets. Through the Life in Harmony Initiative, Japan will 

contribute to the achievement of these post-2010 targets in co-operation with international institutions and initiatives. 

However, increased usage of fossil fuel power plants to tackle electricity shortages following the earthquake and tsunami 

that ravaged the Fukushima Daiichi nuclear plant has increased emission levels in the country. Under the Kyoto Protocol, 

the country is expected to cut its average emissions in the 2008–12 period by 6% from 1990 levels. 

Performance  

Environmental impact   

As of 2008, Japan was the 5th largest producer of CO2 in the world, producing approximately 1,214.2 million metric tons of 

CO2. However, the country managed to lower its emission levels from around 1,192.2 million metric tons in 2009 to around 

1,160 million metric tons in 2010. To reduce emission levels, the Japanese government has initiated many policies, which 

have stimulated co-operation from both consumers and the business community. There is increased awareness of 

environmental concerns among consumers, corporations, and the government. A growing number of companies regard 
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conservation as an essential part of their strategies, and numerous methods have been developed to support investment in 

such companies. Japanese companies are increasingly looking to tackle environmental issues not just within their domestic 

market, but throughout the East Asian region. Furthermore, the government is expanding systems to enable more 

environmentally friendly business, and has developed a recycling economy that balances the environment. From the point 

of view of Japanese companies, conducting environmentally friendly business has changed from a social obligation to a 

possible business opportunity. Many are cutting costs through energy and waste reduction as part of plans to be certified 

under the International Organization for Standardization's ISO 14001 environmental management system standard. 

 

Figure 24: Carbon dioxide emissions in Japan, 2003–10  
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Outlook  

Japan’s environmental sector is presently the most lucrative in the world. For this reason, several government agencies are 

undertaking initiatives aimed at technological development and expansion, in part to enhance fuel cell development. Fuel 

cell technology has been used in hybrid low-pollution cars with low CO2 emissions since 2002, but future popularization of 

such vehicles will require the construction of infrastructure such as hydrogen stations, as well as the introduction of related 

laws. Thus, on the whole there is a sustainable path in the Japanese environmental scenario, whereby the country will not 

only be able to implement control measures effectively, but also maintain a lucrative market. As well as supporting 

renewable energies through fuel cells, in 2008 the Japanese government introduced the Cool Earth Innovative Technology 
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Plan, which envisions the creation of a world-leading solar power generating system by 2030. 

In January 2010, Japan signed an agreement with China on measures to counter air pollution starting mid-2010, as it 

believes that increased photochemical smog in the country may be partly caused by cross-border pollution from China. The 

government plans to offer China technological expertise in tackling air pollution, and has put together a new five-year plan, 

covering 2010–15, in an attempt to reduce nitrogen oxide emissions.  

In October 2010, the country announced that it will provide $2bn over three years through the Life in Harmony Initiative, in 

order to assist the efforts of partner countries in meeting the post-2010 targets of the CBD. Under the Kyoto Protocol, the 

country is expected to cut its average emissions during 2008–12 by 6% from 1990 levels. 
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APPENDIX 

Ask the analyst 

Datamonitor’s Country Analysis Practice consists of a team of economists, analysts, and researchers, all with expertise in 

their given fields. For any questions or comments about this report you can contact the author directly at: 

countryanalysis@datamonitor.com. 

Datamonitor consulting 

We hope that the data and analysis in this brief will help you make informed and imaginative business decisions. If you 

have further requirements, Datamonitor’s consulting team may be able to help you. For more information about 

Datamonitor’s consulting capabilities, please contact us directly at: consulting@datamonitor.com. 

Disclaimer 

All Rights Reserved. 

No part of this publication may be reproduced, stored in a retrieval system or transmitted in any form by any means, 

electronic, mechanical, photocopying, recording or otherwise, without the prior permission of the publisher, Datamonitor.  

The facts of this report are believed to be correct at the time of publication but cannot be guaranteed. Please note that the 

findings, conclusions and recommendations that Datamonitor delivers will be based on information gathered in good faith 

from both primary and secondary sources, whose accuracy we are not always in a position to guarantee. As such 

Datamonitor can accept no liability whatever for actions taken based on any information that may subsequently prove to be 

incorrect. 
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