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ABSTRACT.  Japanese manufacturing small and medium
enterprises (SMEs) have actively undertaken Foreign Direct
Investment (FDI) in Asia since the mid-1980s. FDI contributes
to economic growth of the FDI recipient countries, as it brings
in not only financial resources for investment but also tech-
nologies and managerial know-how, which are important
factors for promoting economic growth. Recognizing these
benefits of receiving FDI, policy makers in developing coun-
tries have formulated various strategies to attract FDI. This
paper examines the factors in the host countries that would
attract FDI by Japanese SMEs. Our results show the impor-
tance of both supply-side and demand-side factors in the
recipient countries for attracting FDI by Japanese SMEs.
Supply-side factors include abundance of low-wage labor,
availability of well-developed infrastructure, and good gov-
ernance of the host government, while an important demand-
side factor is the presence of sizable local market. In addition,
Japanese SMEs regard industrial agglomeration, which has a
element of both supply and demand factors, as an important
factors making FDI decision. Supply-side factors are found
to be important for attracting Japanese FDI in developing
countries, while demand-factors play a role in attracting
Japanese FDI in developed countries. A comparison of the
results for SMEs to those for large firms reveals that SMEs
are more sensitive to the conditions in the host countries in
making their FDI decision. In particular, SMEs regard the
availability of low-wage labor, well-developed infrastructure,
and industrial agglomeration as important elements much more
than large firms. High sensitivity of SMEs to local economic
conditions in their decision on FDI location may be explained
by their limited availability of financial and human resources
and high dependence on overseas production in their business.
In light of these findings, we conclude that countries inter-

ested in hosting FDI have to provide a very attractive business
environment. 

1.  Introduction

Countries gain various benefits, which would
promote their economic growth, by receiving
foreign direct investment (FDI). First, FDI trans-
fers financial resources to recipients or host
countries, which could be used to expand pro-
duction facilities in the host countries. Second,
technology and managerial know-how, which play
crucial roles in promoting economic growth, may
be transferred to the host countries. Third, FDI
enables the host countries to participate in various
networks such as sales and procurement networks
of foreign investors. Using international networks,
host countries could not only expand exports but
also import high quality parts and materials, which
in turn would improve productivity in the host
countries.

Besides these benefits that may be gained
through receiving FDI undertaken by foreign firms
of all sizes, there are some additional benefits that
the host countries may gain by receiving FDI
undertaken by small and medium-sized enterprises
(SMEs). First, parts and components suppliers,
consisting of a supporting industry, which are not
sufficiently developed in most developing coun-
tries but important for promoting industrialization,
may be developed by receiving FDI by SMEs
engaged in metal and machinery production.
Developing a supporting industry has proven
recently to be particularly important for avoiding
the problem of trade account deficits, which was
one of crucial elements behind the recent currency
and economic crisis in East Asia. The presence
of an efficient supporting industry would in turn
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attract FDI by large assembling firms, as they
could utilize locally produced parts and compo-
nents for assembling final products. FDI by SMEs
would also contribute to economic development
of the host country by improving income distrib-
ution, as they provide local people with limited
experiences and education with jobs and income
by utilizing labor-intensive technologies.

Recognizing these benefits from hosting FDI, a
number of developing countries have attempted to
attract FDI by using various incentives such as
preferential tax treatment. In light of these obser-
vations, it is important on the part of potential host
countries to discern the important factors that
would attract or discourage FDI by SMEs. The
purpose of this paper is to identify these factors
by examining the patterns of FDI by Japanese
SMEs by using two approaches; one analyzing the
tabulated results of the survey on the motives of
FDI and the difficulties associated with FDI, and
the other undertaking a statistical analysis of the
locational determinants of FDI by Japanese SMEs.
Japanese SMEs have actively undertaking FDI in
recent years. In terms of the number of FDI cases,
SMEs account for approximately 50 percent of
total number of FDI cases by Japanese firms.

Being more seriously constrained by financial
and human resources compared to large firms,
SMEs are likely to be more sensitive to local
conditions than large firms in undertaking FDI.
Several authors have examined the factors that
determine the location of Japanese FDI in general
(Fujita, 1995a, b), but no previous studies have
analyzed them for Japanese SMEs by explicitly
taking the firm size into consideration.1 Therefore,
the analysis in this paper would be useful not only
for researchers interested in FDI but also for
policy makers engaged in economic development.

Our analysis found that abundance of low-wage
labor, availability of good infrastructure and good
governance, presence of sizable local market and
industrial agglomeration in the host countries are
important factors that would attract Japanese FDI.
It was also found that compared to large firms,
SMEs are more sensitive to local conditions in
making their decision on FDI, especially when
they make investments in developing countries.
Such risk-averse behavior of SMEs may be
explained by their limited availability of financial
and human resources, and high dependence on

overseas production in their business. These
findings suggest that policy makers interested in
hosting FDI have to provide an attractive business
environment to foreign firms.

The structure of the paper is as follows. In
Section 2, we present an overview of the recent
patterns of FDI by Japanese SMEs. In Sections 3
and 4 we examine the motives of FDI by Japanese
SMEs and the problems faced by them, respec-
tively, in order to discern the important factors
determining the location of their FDI. In light of
these findings, in Section 5 we examine the
determinants of FDI location by Japanese SMEs
by conducting a statistical analysis. Finally, in
Section 6 we present some concluding remarks. 

2.  Recent trends of foreign direct Investment 
2. by Japanese SMEs2

2.1. Rapid expansion in the 1980s and 
2.1. subsequent slowdown in the 1990s

Similar to the pattern observed for FDI by
Japanese firms of all sizes, FDI by Japanese SMEs
increased on a large scale and underwent major
changes in its regional and sectoral compositions
in the latter half of the 1980s (Figure 1 and Tables
I–IV). The number of annual FDI cases or projects
increased sharply from around 300 in the early
1980s to more than 1,000 in the latter half of the
1980s. Equally as dramatic as the size of the boom
was the pace at which FDI by Japanese SMEs
declined after reaching a peak in 1988. The decline
in annual FDI cases continued until 1992, when
the number of annual FDI cases amounted to
almost one third of that recorded in 1988. In 1993
the number of FDI cases by Japanese SMEs
increased to around 700, and it remained at around
700 with some fluctuations through 1996.

One identifies both “push” and “pull” factors
behind the recent developments of FDI by
Japanese SMEs. The push factors are those in the
investing country, that is Japan in this case, while
the pull factors are those in the host countries. We
will take up the push factors in this section and
pull factors in turn in the next section in
explaining the recent patterns of FDI by Japanese
SMEs.

Several push factors were responsible for the
rapid growth of FDI by Japanese SMEs in the

80 Shujiro Urata and Hiroki Kawai



latter half of the 1980s. The rapid and steep appre-
ciation of the yen exchange rate against other
currencies was the most important macroeconomic
factor leading to the expansion of Japanese FDI in
the second half of the 1980s. The yen appreciated
by 37 percent between 1985 and 1988 on a real,
effective basis. The drastic yen appreciation
stimulated FDI by Japanese SMEs in two ways.
One way was the dramatic “relative price” effect,
and the other was the “liquidity” or “wealth”
effect. The relative price effect substantially
reduced the international price competitiveness of
Japanese products, resulting in a decline in Japan’s
export volume. To cope with the new international
price structure, a number of Japanese manufac-
turing firms moved their production base to
foreign countries, especially to East Asia, where
production costs were lower.

Yen appreciation had a positive impact on FDI
by Japanese SMEs through the “liquidity” or
“wealth” effect as well. To the extent that yen
appreciation made Japanese firms relatively more
“wealthy” in the sense of increased collateral and
liquidity, it enabled them to finance FDI relatively
more cheaply as a result of the yen appreciation.

Another important push factor was the emer-
gence of the “bubble” economy in Japan. The

liquidity effect discussed above was strengthened
by the bubble economy, in which the prices of
assets such as shares and land increased enor-
mously. Indeed, the average share prices more than
doubled in four years from 1985 to 1989, as the
index of share prices increased from 45.7 in 1985
to 117.8 in 1989. The Bank of Japan injected
liquidity into the economy to deal with the reces-
sionary impact caused by the drastic yen appreci-
ation. Active fiscal spending for the same purpose
of reflating the economy was an additional factor
leading to the bubble economy.

An increasing shortage of labor was a particu-
larly important push factor that has activated FDI
by SMEs. During the bubble economy period,
labor market became very tight as many firms
were expanding their employment. Under such
circumstances, SMEs had difficulty attracting
workers. To deal with the labor shortage situation,
a large number of SMEs shifted their operation
abroad, where low-wage labor was abundantly
available. It is also important to note that a number
of Japanese subcontracting SMEs followed their
parent companies that invested overseas, to
maintain business.3

The decline in the number of FDI cases by
Japanese SMEs in the early 1990s resulted mainly
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TABLE I
Regional distribution of FDI by Japanese SMEs

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Number of cases (#)
World 326 336 247 306 312 318 599 1063 1625 1401 994 619 574 698 684 783 673
Asia 098 107 087 096 119 145 258 0474 0693 0600 384 300 374 533 569 613 450
Latin America 016 011 003 005 008 008 012 0018 0023 0011 019 008 006 008 008 020 016
Middle East 000 003 002 005 001 000 004 0001 0001 0000 000 002 003 002 000 002 004
Africa 000 001 000 000 004 000 001 0000 0000 0002 004 000 000 001 000 000 001
North America 177 169 132 162 152 141 265 0455 0732 0568 442 189 121 098 064 103 154
Europe 026 029 018 031 023 018 039 0052 0117 0136 087 089 049 044 035 030 035
Oceania 009 016 005 007 005 006 020 0063 0059 0084 058 031 021 012 008 015 013

Regional composition (%)
World 100 100 100 100 100 100 100 0100 0100 0100 100 100 100 100 100 100 100
Asia 030.1 031.8 035.2 031.4 038.1 045.6 043.1 0044.6 0042.6 0042.8 038.6 048.5 065.2 076.4 083.2 078.3 066.9
Latin America 004.9 003.3 001.2 001.6 002.6 002.5 002.0 0001.7 0001.4 0000.8 001.9 001.3 001.0 001.1 001.2 002.6 002.4
Middle East 000.0 000.9 000.8 001.6 000.3 000.0 000.7 0000.1 0000.1 0000.0 000.0 000.3 000.5 000.3 000.0 000.3 000.6
Africa 000.0 000.3 000.0 000.0 001.3 000.0 000.2 0000.0 0000.0 0000.1 000.4 000.0 000.0 000.1 000.0 000.0 000.1
North America 054.3 050.3 053.4 052.9 048.7 044.3 044.2 0042.8 0045.0 0040.5 044.5 030.5 021.1 014.0 009.4 013.2 022.9
Europe 008.0 008.6 007.3 010.1 007.4 005.7 006.5 0004.9 0007.2 0009.7 008.8 014.4 008.5 006.3 005.1 003.8 005.2
Oceania 002.8 004.8 002.0 002.3 001.6 001.9 003.3 0005.9 0003.6 0006.0 005.8 005.0 003.7 001.7 001.2 001.9 001.9

Notes: (1) Reported basis and only include those reporting the purchase of new securties (establishment of foreign affiliates or participation in new joint-ventures).
(2) Small and medium firms are defined as follows: in wholesale sector SMEs are those with less than 30 million-yen paid-in capital or with less than 100 employees,
in retail and service sectors they are those with less than 10 million-yen paid-in capital or with less than 50 employees; in manufacturing they are those with less than
100 million-yen paid-in capital or with less than 300 employees.
Source: Small and medium enterpise agency, White Paper on Small and Medium-sized Enterprises, various issues.



from the burst of the bubble economy in 1989. The
depreciation of the yen also contributed to the
decline. The recent increase in FDI in the mid-
1990s is attributable to the substantial apprecia-
tion of the yen, whose real effective exchange rate
increased by 17 percent in a year from 1992 to
1993. The appreciation of the yen set off the
relative price effect discussed above, to result in
the expansion of FDI by Japanese SMEs. It is
worth noting that unlike the remarkable increase
in FDI by Japanese SMEs in the second half of the
1980s, the recent increase in FDI by Japanese
SMEs is taking place in the absence of the bubble
economy. This difference is reflected in the
changes in the regional as well as sectoral distri-
bution of FDI by Japanese SMEs over time, to
which we will turn next.

2.2. Foreign direct investment in Asia by 
2.2. Japanese SMEs

FDI by Japanese SMEs in the first half of the
1980s was directed largely to North America
(Table I). North America absorbed approximately
fifty percent of the FDI cases by SMEs during the
period. Beginning in the second half of the 1980s,
Asia started to attract Japanese FDI by SMEs on
a large scale. Consequently, the share of Asia in
total FDI cases by SMEs started to rise, while the
corresponding share for North America started to
decline. These trends continued through the mid-
1990s, and in 1996 the shares of Asia and North
America in the total FDI cases by SMEs stood at
66.9 and 22.9 percent, respectively. It should be
noted that Asia and North America absorbed as
much as 80–90 percent of overall FDI cases by
Japanese SMEs. The shift of geographical orien-
tation of FDI by Japanese SMEs from North
America to Asia in the early 1990s appears to
reflect the change in SMEs’ strategy, which put
a greater emphasis on reducing production cost
to be competitive in the international market.
Furthermore, rapid economic growth in Asia
contributed to this shift, as it attracted FDI that
was seeking for market. 

Since the mid-1980s, geographical distribution
of Japan’s FDI to Asia has changed significantly,
from the Asian NIEs to ASEAN, and then to
China and other Asian countries (Table II).4 The
NIEs attracted FDI until the late 1980s mainly by

pursuing FDI promotion policies. Policy makers
in Korea, Taiwan, and Singapore, in particular,
promoted inward FDI in their pursuit of high-tech
industrialization. These countries enjoyed positive
growth brought about by the simultaneous expan-
sion of trade and inward FDI.

However, Japanese FDI in the Asian NIEs
reached a peak in 1988. The Asian NIEs started to
lose some of their cost advantages due to rapid
wage increases and currency appreciation. Firms
in Japan and other investing countries therefore
started to look to other East Asian countries such
as ASEAN as hosts for investment. One important
factor behind attracting FDI in manufacturing to
ASEAN has been the ASEAN countries’ shift
from inward-oriented to outward-oriented strate-
gies, which were carried out through their unilat-
eral liberalization of trade and FDI policies. Such
regime changes have been prompted by the earlier
success of outward-oriented policies in the NIEs.

FDI inflows into China have also grown sharply
since 1990 due to China’s gradual but persistent
economic reforms, liberalization in trade and FDI
policies, and its political and social stability
despite the Tiananmen Square incident in 1989.
Since 1990 China has attracted the largest number
of FDI cases by Japanese SMEs in Asia. The
attractiveness of China as a host to FDI has
increased recently, being reflected on the sub-
stantial increase in the share of China in overall
FDI by Japanese SMEs. The attractiveness of
China as a host to FDI from Japan and other coun-
tries increased, as some ASEAN countries have
lost their attractiveness mainly due to the rapid
increase in the production costs including wages,
material and services costs. The increase in the
production costs in turn resulted from the currency
appreciation, shortage of manpower, emergence of
serious bottlenecks in infrastructure and other
factors.5

In recent years, despite at a significantly lower
scale, Japanese FDI to other Asian countries such
as Vietnam has begun to increase (not shown in
the table). Liberalization of FDI policies by these
countries attracted Japanese investors.

Turning to the sectoral distribution of Japanese
FDI by SMEs, there was a dramatic shift from
non-manufacturing to manufacturing from the
1980s to the mid-1990s. Specifically, the share of
manufacturing in total FDI cases increased notably
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TABLE II
Country distribution of FDI by Japanese SMEs in Asia

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Number of cases (#)

Asia total 098 107 087 096 119 145 258 474 693 600 384 300 374 533 569 613 450

NIEs 061 059 047 048 053 058 169 298 315 263 111 074 060 073 047 055 035
Hong Kong 027 018 018 012 014 015 036 064 082 086 026 020 029 035 021 019 004
Korea 006 007 016 012 023 031 065 115 109 056 032 023 009 012 006 010 004
Singapore 058 027 018 011 016 016 013 018
Taiwan 028 034 013 024 016 012 068 119 124 063 026 013 011 010 004 013 009

ASEAN4 240 177 133 063 075 103 109 115
Indonesia 025 027 055 018 022 020 040 024
Malaysia 051 060 026 017 020 020 014 020
Philippines 033 030 005 000 022 016 022 026
Thailand 131 060 047 028 011 047 033 045

China 056 051 049 088 086 069 087 232 372 431 434 262

Country composition (%)

Asia total 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

NIEs 062.2 055.1 054.0 050.0 044.5 040.0 065.5 062.9 045.5 043.8 028.9 024.7 16.0 013.7 008.3 009.0 007.8
Hong Kong 027.6 016.8 020.7 012.5 011.8 010.3 014.0 013.5 011.8 014.3 006.8 006.7 007.8 006.6 003.7 003.1 000.9
Korea 006.1 006.5 018.4 012.5 019.3 021.4 025.2 024.3 015.7 009.3 008.3 007.7 002.4 002.3 001.1 001.6 000.9
Singapore 009.7 007.0 006.0 002.9 003.0 002.8 002.1 004.0
Taiwan 028.6 031.8 014.9 025.0 013.4 008.3 026.4 025.1 017.9 010.5 006.8 004.3 002.9 001.9 000.7 002.1 002.0

ASEAN4 040.0 046.1 044.3 016.8 014.1 018.1 017.8 025.6
Indonesia 004.2 007.0 018.3 004.8 004.1 003.5 006.5 005.3
Malaysia 008.5 015.6 008.7 004.5 003.8 003.5 002.3 004.4
Philippines 005.5 007.8 001.7 000.0 004.1 002.8 003.6 005.8
Thailand 021.8 015.6 015.7 007.5 002.1 008.3 005.4 010.0

China 038.6 019.8 010.3 012.7 014.3 018.0 029.0 062.0 069.8 075.7 070.8 058.2

Note: See notes in Table I.  Empty cells indicate that the information is not available and thus do not necessarily mean that the number is zero.
Source: Small and medium enterpise agency, White Paper on Small and Medium-sized Enterprises, various issues.



from around 30 percent in 1980 to around 70
percent in the mid-1990s, while the corresponding
share for non-manufacturing declined from 70 to
30 percent. (Table III) Among the manufacturing
sub-sectors, FDI was undertaken actively in
textiles and machinery. In particular, the number
of FDI cases rose remarkably in textiles from 6
in 1980 to 293 in 1994, before declining to 180
in 1996. The trends in other sectors were similar,
albeit at a smaller scale. In 1996 the number of
FDI cases in textiles and machinery stood at 180
and 135, respectively, capturing 26.7 and 20.1
percent of all FDI cases. As to FDI in the non-
manufacturing sector, commerce was active in
undertaking FDI. However, the number of FDI
cases declined significantly in the 1990s. The shift
from non-manufacturing to manufacturing, and
especially to textiles and machinery, is mainly
attributable to the fact that the manufacturing
sector, a substantial part of whose output are sold
in international markets, was adversely affected by
the yen appreciation. 

As Asia became a dominant region for
attracting FDI by Japanese SMEs in the middle
of the 1990s, the sectoral patterns of FDI by
Japanese SMEs in Asia are largely reflected on
those of FDI by Japanese firms of all sizes, which
were discussed above. However, one may observe
that a distinct characteristic of FDI by Japanese
SMEs in Asia is the large share of manufacturing
in comparison to other regions. The share of
manufacturing in total FDI by SMEs in Asia
increased from around 50 percent in the early
1980s to 80 percent in the mid-1990s, while the
corresponding share for FDI by all firms increased
from 30 to 70 percent (Tables III and IV). Among
the manufacturing sub-sectors, the number of FDI
cases in textiles increased rapidly from around
3–5 in the early 1980s to more than 200 in the
mid-1990s, registering the largest share of FDI by
SMEs at 38.2 percent in 1996. Textiles was
followed by machinery at 21.3 percent. In non-
manufacturing it is noteworthy that the number
of FDI cases in commerce dropped sharply from
the peak of 132 in 1989 to 24 in 1996.

3.  Motives behind Japanese FDI in Asia

Several factors promoting recent Japanese FDI
were explained in the previous section. This

section examines the motives behind Japanese FDI
in more detail, because these motives influence the
pattern of geographical distribution of Japanese
FDI, which is our main concern in this paper.

Several questionnaire surveys on the motives of
Japanese firms for undertaking FDI are conducted
on a regular basis. The most comprehensive is a
questionnaire survey conducted by the Ministry of
International Trade and Industry (MITI) of the
Japanese government.6 Table V summarizes the
results of the 1992 MITI survey conducted on the
motives behind Japanese FDI in all regions and
in Asia. In the table the survey results are disag-
gregated into those for SMEs and those for large
firms.

For SMEs, the most common motive is the use
of local labor, as 68 percent of the responding
SMEs indicated the use of local labor as one of
their motives for undertaking FDI.7 For the Asian
affiliates of Japanese SMEs, the use of local labor
is even more important motive since as large as
78.6 percent of the respondents indicated such a
motive. One realizes the importance of the use of
local labor as an FDI motive for SMEs, as the
proportion of the large firms indicated the use of
local labor as a motive is significantly smaller at
37.5 (46.1) percent for those investing in all
regions (Asia). The use of labor is the most
important motive for almost all the sub-sectors, as
it captured the largest share in most of them. These
observations suggest that a large number of SMEs
undertook FDI in order to cope with the labor
shortage in Japan.

A large number of SMEs identified local sales
as one of their motives behind undertaking FDI,
as 46.2 percent of responding SMEs indicated
such a motive. The importance of local sales
motive is somewhat less for FDI by SMEs in Asia,
as the proportion of SMEs indicating local sales
as a motive is smaller at 37.8 percent. This is quite
a contrast to the case for large firms. For large
firms, local sales is the most common motive
behind their FDI, as two-thirds of large firms
indicated that expanding local sales as one of their
motives.

Exports, particularly exports to Japan, have
shown to be an important motive behind FDI by
Japanese SMEs. This pattern is more evident for
FDI in Asia. Indeed, 37.8 and 22.4 percent of
SMEs undertaking FDI in Asia indicated exports
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TABLE III
Sectoral distribution of FDI by Japanese SMEs: World

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Number of cases
Total 326 336 247 306 312 318 599 1063 1625 1401 994 619 574 698 684 783 673
Food 014 016 008 012 013 017 027 0035 0065 0029 024 016 011 025 016 020 021
Wood and pulp 005 002 002 004 001 005 005 0012 0021 0018 011 009 011 012 011 016 021
Textiles 006 009 007 007 006 012 012 0034 0081 0067 071 081 121 196 293 275 180
Chemicals 007 012 009 007 008 014 019 0036 0046 0033 028 019 023 013 012 035 032
Ferrous and non-

ferrous metals 007 005 006 004 010 016 013 0045 0091 0042 051 021 022 032 022 046 026
Machinery 043 036 021 029 047 045 131 0196 0249 0211 117 067 50 90 086 110 135
Miscllaneous 017 028 033 031 024 028 072 0111 0171 0135 079 068 053 064 080 071 043
Manufacturing total 099 108 086 094 109 137 279 0469 0724 0535 381 281 291 432 520 573 458
Agriculture, fishery 012 018 002 005 003 006 011 0022 0025 0021 005 008 015 016 012 011 023
Mining 001 002 002 001 001 001 003 0005 0006 0004 003 003 004 002 001 007 009
Construction 003 001 004 010 008 005 003 0006 0020 0053 034 021 010 019 001 008 003
Commerce 152 152 107 150 119 093 139 0187 0309 0304 146 134 107 110 037 059 034
Services 022 004 019 024 025 043 055 0098 0144 0146 105 095 075 050 047 031 068
Others 037 051 027 022 047 033 109 0276 0397 0338 320 077 072 069 066 094 078

Sectoral composition (%)
Total 100 100 100 100 100 100 100 0100 0100 0100 100 100 100 100 100 100 100
Food 004.3 004.8 003.2 003.9 004.2 005.3 004.5 0003.3 0004.0 0002.1 002.4 002.6 001.9 003.6 002.3 002.6 003.1
Wood and pulp 001.5 000.6 000.8 001.3 000.3 001.6 000.8 0001.1 0001.3 0001.3 001.1 001.5 001.9 001.7 001.6 002.0 003.1
Textiles 001.8 002.7 002.8 002.3 001.9 003.8 002.0 0003.2 0005.0 0004.8 007.1 013.1 021.1 028.1 042.8 035.1 026.7
Chemicals 002.1 003.6 003.6 002.3 002.6 004.4 003.2 0003.4 0002.8 0002.4 002.8 003.1 004.0 001.9 001.8 004.5 004.8
Ferrous and non-

ferrous metals 002.1 001.5 002.4 001.3 003.2 005.0 002.2 0004.2 0005.6 0003.0 005.1 003.4 003.8 004.6 003.2 005.9 003.9
Machinery 013.2 010.7 008.5 009.5 015.1 014.2 021.9 0018.4 0015.3 0015.1 011.8 010.8 008.7 012.9 012.6 014.0 020.1
Miscllaneous 005.2 008.3 013.4 010.1 007.7 008.8 012.0 0010.4 0010.5 0009.6 007.9 011.0 009.2 009.2 011.7 009.1 006.4
Manufacturing total 030.4 032.1 034.8 030.7 034.9 043.1 046.6 0044.1 0044.6 0038.2 038.3 045.4 050.7 061.9 076.0 073.2 068.1
Agriculture, fishery 003.7 005.4 000.8 001.6 001.0 001.9 001.8 0002.1 0001.5 0001.5 000.5 001.3 002.6 002.3 001.8 001.4 003.4
Mining 000.3 000.6 000.8 000.3 000.3 000.3 000.5 0000.5 0000.4 0000.3 000.3 000.5 000.7 000.3 000.1 000.9 001.3
Construction 000.9 000.3 001.6 003.3 002.6 001.6 000.5 0000.6 0001.2 0003.8 003.4 003.4 001.7 002.7 000.1 001.0 000.4
Commerce 046.6 045.2 043.3 049.0 038.1 029.2 023.2 0017.6 0019.0 0021.7 014.7 021.6 018.6 015.8 005.4 007.5 005.1
Services 006.7 001.2 007.7 007.8 008.0 013.5 009.2 0009.2 0008.9 0010.4 010.6 015.3 013.1 007.2 006.9 004.0 010.1
Others 011.3 015.2 010.9 007.2 015.1 010.4 018.2 0026.0 0024.4 0024.1 032.2 012.4 012.5 009.9 009.6 012.0 011.6

Note: See notes in Table I.
Source: Small and medium enterpise agency, White Paper on Small and Medium-sized Enterprises, various issues.
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TABLE IV
Sectoral distribution of FDI by Japanese SMEs: Asia

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996

Number of cases
Total 098 107 087 096 119 145 258 474 693 600 384 300 374 533 569 613 450
Food 009 004 002 004 008 011 020 021 040 011 013 009 010 020 012 016 010
Wood and pulp 002 001 002 002 001 001 005 007 016 011 004 007 007 012 011 013 016
Textiles 003 005 003 003 005 011 009 026 066 053 052 071 117 194 290 273 172
Chemicals 002 008 007 002 003 010 013 026 024 022 017 010 017 009 010 031 022
Ferrous and non-

ferrous metals 003 002 002 002 004 007 008 040 061 028 034 014 019 032 021 041 021
Machinery 027 019 013 013 022 027 080 138 153 125 067 040 031 072 066 086 096
Miscllaneous 011 017 016 014 017 020 046 083 115 096 049 041 041 051 076 065 030
Manufacturing total 057 056 045 040 060 087 181 341 475 346 236 192 242 390 486 525 367
Agriculture, fishery 001 005 001 000 003 2 005 008 012 002 004 002 002 007 006 006 007
Mining 001 001 000 000 001 1 000 000 002 002 001 002 000 001 000 000 001
Construction 001 001 002 008 005 005 001 004 008 014 007 008 007 015 000 002 002
Commerce 024 033 023 036 028 017 034 064 092 132 058 066 072 078 027 044 024
Services 006 001 008 008 012 024 021 031 038 037 027 020 029 024 025 007 026
Others 008 010 008 004 010 009 016 026 066 067 051 010 022 018 025 029 023

Sectoral composition (%)
Total 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
Food 009.2 003.7 002.3 004.2 006.7 007.6 007.8 004.4 005.8 001.8 003.4 003.0 002.7 003.8 002.1 002.6 002.2
Wood and pulp 002.0 000.9 002.3 002.1 000.8 000.7 001.9 001.5 002.3 001.8 001.0 002.3 001.9 002.3 001.9 002.1 003.6
Textiles 003.1 004.7 003.4 003.1 004.2 007.6 003.5 005.5 009.5 008.8 013.5 023.7 031.3 036.4 051.0 044.5 038.2
Chemicals 002.0 007.5 008.0 002.1 002.5 006.9 005.0 005.5 003.5 003.7 004.4 003.3 004.5 001.7 001.8 005.1 004.9
Ferrous and non-

ferrous metals 003.1 001.9 002.3 002.1 003.4 004.8 003.1 008.4 008.8 004.7 008.9 004.7 005.1 006.0 003.7 006.7 004.7
Machinery 027.6 017.8 014.9 013.5 018.5 018.6 031.0 029.1 022.1 020.8 017.4 013.3 008.3 013.5 011.6 014.0 021.3
Miscllaneous 011.2 015.9 018.4 014.6 014.3 013.8 017.8 017.5 016.6 016.0 012.8 013.7 011.0 009.6 013.4 010.6 006.7
Manufacturing total 058.2 052.3 051.7 041.7 050.4 060.0 070.2 071.9 068.5 057.7 061.5 064.0 064.7 073.2 085.4 085.6 081.6
Agriculture, fishery 001.0 004.7 001.1 000.0 002.5 001.4 001.9 001.7 001.7 000.3 001.0 000.7 000.5 001.3 001.1 001.0 001.6
Mining 001.0 000.9 000.0 000.0 000.8 000.7 000.0 000.0 000.3 000.3 000.3 000.7 000.0 000.2 000.0 000.0 000.2
Construction 001.0 000.9 002.3 008.3 004.2 003.4 000.4 000.8 001.2 002.3 001.8 002.7 001.9 002.8 000.0 000.3 000.4
Commerce 024.5 030.8 026.4 037.5 023.5 011.7 013.2 013.5 013.3 022.0 015.1 022.0 019.3 014.6 004.7 007.2 005.3
Services 006.1 000.9 009.2 008.3 010.1 016.6 008.1 006.5 005.5 006.2 007.0 006.7 007.8 004.5 004.4 001.1 005.8
Others 008.2 009.3 009.2 004.2 008.4 006.2 006.2 005.5 009.5 011.2 013.3 003.3 005.9 003.4 004.4 004.7 005.1

Note: See notes in Table I.
Source: Small and medium enterpise agency, White Paper on Small and Medium-sized Enterprises, various issues.
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TABLE V 
Motives behind Japanese manufacturing FDI: 1992

# of firms Use of Response to Local Exports Exports Information
local host country sales to third to Japan collection
labor policy countries

A.  All regions

Small-mediun firm 0247 068.0 22.3 046.2 019.8 032.4 012.6
Food 0015 046.7 06.7 020.0 020.0 040.0 020.0
Textiles 0023 082.6 17.4 043.5 004.3 043.5 004.3
Wood product 0005 040.0 20.0 000.0 000.0 060.0 000.0
Furniture 0002 100.0 00.0 000.0 000.0 050.0 000.0
Pulp and paper 0001 000.0 00.0 100.0 000.0 000.0 100.0
Printing 0003 100.0 00.0 100.0 033.3 000.0 066.7
Chemicals 0010 060.0 20.0 080.0 010.0 040.0 010.0
Petroleum products 0000
Rubber products 0006 100.0 16.7 016.7 050.0 066.7 000.0
Leather products 0003 100.0 66.7 000.0 033.3 066.7 000.0
Glass products 0011 063.6 45.5 027.3 009.1 027.3 018.2
Iron and steel 0009 088.9 22.2 055.6 000.0 033.3 022.2
Non-ferrous metals 0006 050.0 00.0 033.3 016.7 050.0 000.0
Metal products 0027 066.7 33.3 051.9 011.1 025.9 000.0
General machinery 0021 071.4 23.8 071.4 023.8 019.0 014.3
Electric machinery 0047 061.7 19.1 046.8 023.4 019.1 019.1
Transport machinery 0020 055.0 25.0 060.0 035.0 025.0 015.0
Precison equipment 0007 071.4 57.1 042.9 028.6 057.1 000.0
Other manufacturing 0031 077.4 16.1 038.7 029.0 038.7 012.9

Large firms 2781 037.5 19.5 065.5 020.5 011.7 012.8
Food 0142 024.6 04.9 047.9 020.4 021.8 020.4
Textiles 0150 065.3 16.7 054.0 033.3 028.7 006.7
Wood product 0017 047.1 05.9 011.8 005.9 029.4 005.9
Furniture 0006 066.7 00.0 033.3 016.7 033.3 016.7
Pulp and paper 0017 011.8 05.9 035.3 000.0 011.8 000.0
Printing 0020 030.0 10.0 065.0 045.0 010.0 025.0
Chemicals 0406 024.4 13.8 065.3 017.0 007.9 016.0
Petroleum products 0013 015.4 00.0 030.8 007.7 015.4 000.0
Rubber products 0044 061.4 25.0 077.3 020.5 013.6 004.5
Leather products 0006 033.3 00.0 033.3 000.0 016.7 033.3
Glass products 0096 030.2 20.8 065.6 026.0 007.3 009.4
Iron and steel 0097 030.9 04.1 074.2 009.3 001.0 009.3
Non-ferrous metals 0089 044.9 29.2 077.5 015.7 012.4 011.2
Metal products 0074 036.5 25.7 074.3 039.2 024.3 008.1
General machinery 0233 033.9 19.3 069.1 018.5 002.6 013.7
Electric machinery 0773 039.5 22.1 067.5 023.5 012.5 013.7
Transport machinery 0351 038.2 28.2 070.1 013.1 011.1 008.8
Precison equipment 0081 023.5 04.9 058.0 024.7 008.6 014.8
Other manufacturing 0166 059.0 31.3 066.3 020.5 008.4 015.7
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TABLE V (Continued)

# of firms Use of Response to Local Exports Exports Information
local host country sales to third to Japan collection
labor policy countries

B.  Asia

Small-mediun firm 0201 078.6 24.9 037.8 22.4 37.8 07.0
Food 0010 070.0 10.0 010.0 20.0 50.0 10.0
Textiles 0023 082.6 17.4 043.5 04.3 43.5 04.3
Wood product 0005 040.0 20.0 000.0 00.0 60.0 00.0
Furniture 0002 100.0 00.0 000.0 00.0 50.0 00.0
Pulp and paper 0000
Printing 0002 100.0 00.0 100.0 50.0 00.0 50.0
Chemicals 0008 75.0 25.0 075.0 12.5 37.5 00.0
Petroleum products 0000
Rubber products 0006 100.0 16.7 016.7 50.0 66.7 00.0
Leather products 0003 100.0 66.7 000.0 33.3 66.7 00.0
Glass products 0010 070.0 50.0 020.0 10.0 30.0 10.0
Iron and steel 0007 100.0 14.3 042.9 00.0 42.9 14.3
Non-ferrous metals 0006 050.0 00.0 033.3 16.7 50.0 00.0
Metal products 0020 080.0 45.0 035.0 15.0 35.0 00.0
General machinery 0017 082.4 23.5 064.7 29.4 23.5 05.9
Electric machinery 0036 075.0 22.2 036.1 27.8 25.0 11.1
Transport machinery 0014 071.4 28.6 050.0 50.0 28.6 14.3
Precison equipment 0006 083.3 66.7 033.3 33.3 66.7 00.0
Other manufacturing 0026 084.6 15.4 034.6 26.9 42.3 07.7

Large firms 1903 046.1 23.2 064.0 24.7 13.1 10.1
Food 0083 028.9 06.0 049.4 24.1 21.7 14.5
Textiles 0118 069.5 16.1 048.3 36.4 33.9 06.8
Wood product 0011 054.5 09.1 009.1 09.1 36.4 00.0
Furniture 0004 075.0 00.0 025.0 00.0 50.0 00.0
Pulp and paper 0005 020.0 00.0 040.0 00.0 00.0 00.0
Printing 0015 040.0 13.3 053.3 53.3 06.7 20.0
Chemicals 0298 029.9 17.8 065.8 20.8 08.1 13.4
Petroleum products 0007 028.6 00.0 028.6 14.3 28.6 00.0
Rubber products 0033 069.7 33.3 072.7 18.2 15.2 03.0
Leather products 0006 033.3 00.0 033.3 00.0 16.7 33.3
Glass products 0071 036.6 26.8 066.2 33.8 07.0 11.3
Iron and steel 0057 043.9 05.3 077.2 12.3 01.8 08.8
Non-ferrous metals 0051 064.7 41.2 078.4 25.5 13.7 03.9
Metal products 0048 050.0 29.2 072.9 47.9 27.1 04.2
General machinery 0144 039.6 19.4 068.1 22.2 03.5 11.8
Electric machinery 0564 048.8 25.4 066.5 27.8 13.7 11.3
Transport machinery 0221 048.4 35.3 064.7 14.0 11.8 04.1
Precison equipment 0050 030.0 08.0 054.0 24.0 10.0 10.0
Other manufacturing 0117 066.7 35.0 063.2 25.6 11.1 12.0

Note: 1) Small and medium firms are firms with paid-in capital being less than 100 million yen, while large firms are firms with
paid-in capital being greater than 100 million yen.
2) Figures indicate the percentage share of the firms indicating the motive in total number of surveyed firms.
Source: MITI, Kaigai Toshi Tokei Soran [Comprehensive Statistics on Japanese Foreign Direct Investment], no. 5, 1993.



to Japan and exports to the third countries respec-
tively as their motives for undertaking FDI. The
importance of exports to Japan as a motive for FDI
by SMEs can be seen clearly, if one observes that
the share of large firms indicating such motive is
much smaller at 13.1 percent.

One out of five SMEs undertook FDI, to
respond to the industrial policies in the host coun-
tries. Although it is not clear from the survey as
to the specific policies that SMEs responded to,
one may argue that host country policies appear to
influence the decision of FDI by SMEs.

In sum, the results from the MITI survey have
shown that Japanese SMEs have undertaken FDI
to export their products to Japan by utilizing low-
wage local labor, in response to the labor shortage
or high wage situation in Japan. These FDI
patterns by Japanese SMEs seem to indicate that
they act as a member of networks such as sub-
contracting networks, or keiretsu, because they
supply a large portion of their products produced
in East Asia to their trading partners in Japan.
These findings also confirm an observation that
SMEs adopt labor-intensive production technol-
ogies, in comparison to large firms. The fact that
the use of local labor as a motive for Japanese FDI
in Asia may reflect rational behavior of Japanese
firms from the point of view of comparative
advantage in Asia. Richly endowed with labor,
Asian countries have a comparative advantage in
the production that requires labor-intensive tech-
niques. Furthermore, one may argue that the
technologies used by SMEs are suitable or appro-
priate for the local condition.

4.  The problems Encountered by Japanese 
4. firms in Asia

An investigation of the problems that are faced
by overseas affiliates of Japanese SMEs would
provide useful information on the determinants of
FDI locations by Japanese SMEs. This is because
the firms would select the location of their invest-
ment where the probability of encountering prob-
lems is minimal. Below two kinds of problems are
investigated. One is the economic environment in
the host countries under which Japanese firms
conduct their business, and the other concerns the
regulations imposed on their activities. 

Table VI shows the frequency of the responses

given by Japanese firms to some of the problems
in their overseas operation. One immediately
notices that SMEs are operating under more dif-
ficult condition than large firms, as the response
rates for all the problems listed in the table except
one are greater for SMEs than large firms. The fact
that SMEs face more problems than large firms
may be explained by an observation that SMEs are
more constrained than large firms in terms of
financial, human and other resources, to deal with
the problems. Furthermore, the severity of the
problems appears to be greater for SMEs than
large firms, as SMEs attach a greater significance
to their overseas operation in relation to their
home operation, compared to large firms. Indeed,
the share of overseas sales in total sales (overseas
sales plus home sales) for manufacturing SMEs
is significantly higher at 36.6 percent than that for
large firms at 17.7 percent (both for 1992).8

One exception to the pattern that SMEs face
more problems than large firms, is severe compe-
tition in the local market, for which the response
rate is greater for large firms than SMEs. This
finding may reflect the differences in the motives
of FDI by SMEs and by large firms. Large firms,
whose motivation behind FDI is to sell their
products in the local market, feel severe competi-
tion in the host market, while SMEs, which are
more interested in exporting their products, feel
less competitive pressure in the local market. The
remaining part of this section examines other
kinds of problems faced by SMEs. 

To begin with the problems concerning
economic environment of the host countries, one
finds that the shortage of skilled labor is the most
serious problem, as it received the highest
frequency of the responses. Specifically, one out
of three SMEs indicated the presence of labor
shortage problem. The fact that a greater propor-
tion of SMEs suffer from the labor shortage
problem than large firms reflects a common
observation that SMEs face a greater difficulty in
attracting labor compared to large firms, possibly
because of their less attractive working conditions.
Coupled with an earlier finding that a main motive
behind FDI by SMEs was to utilize local labor,
this finding indicates that a large proportion of
SMEs have not fulfilled their objective of under-
taking FDI.

The problem of underdevelopment of sup-
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porting industries was indicated by approximately
25 percent of SMEs. Among the manufacturing
sub-sectors, machinery and metal producing
sectors, which use a number of parts and compo-
nents, tend to suffer from the lack of supporting
industries.

Insufficient infrastructure and high inflation are
regarded as the problems by approximately one-
fifth of the SMEs. Availability of good infra-
structure, whose main components include the
provision of transportation and communication
services as well as electricity generation, plays an
important role in the determination of economic
performance of the firms. In spite of the recogni-
tion of this point, a number of developing coun-
tries have difficulty solving the problem of
insufficient infrastructure mainly because of a lack
of financial resources. This problem is felt more
strongly by SMEs than large firms. One explana-
tion for this difference is that large firms, having
greater financial resources, can avoid the problem
that stems from the lack of sufficient infrastruc-
ture by constructing its own, while limited finan-
cial resources makes it difficult for SMEs to do
so. High inflation poses a problem to the firms,
as it increases the cost of production and the
uncertainty regarding business environment.

Turning to the problems associated with the
regulations on FDI, one finds that approximately
10 percent of SMEs experienced the import
restrictions on materials and parts, and export
requirements of their products. Among the manu-
facturing sub-sectors, a relatively high response
rate was reported for the Asian affiliates in
transport machinery. This apparently reflects the
restrictive FDI policies adopted for the transport
machinery sector in some Asian countries, in order
to promote local automobile producers.

5.  The determinants of FDI locations by 
5. Japanese SMEs

The examination of the motives of FDI by
Japanese SMEs and the problems they face in their
overseas operation in the previous sections
revealed some important factors that attract FDI
by Japanese SMEs. Some of the important factors
that would attract FDI by Japanese SMEs include
the availability of labor, presence of a large local
market, macroeconomic stability, availability of

infrastructure and supporting industries, and
investor friendly FDI policies. In this section the
importance of these factors is examined in details
by the use of a statistical analysis. Before con-
ducting the analysis, a brief review of previous
studies is in order. As noted in the introduction, a
major purpose of this paper is to shed light on the
impact of the firm size on Japanese firms’ decision
of FDI locations. Although none of the previous
studies examined the differences in the decision
making of FDI location by Japanese firms of dif-
ferent sizes, a review of previous studies should
prove useful in analyzing our results to be given
below. 

5.1. Previous studies

Several recent studies (Fujita, 1995a, b) examined
the determinants of the location of Japanese FDI
by considering the characteristics of the host coun-
tries under the framework of the conditional logit
model. Fukao and Chung (1996) and Wakasugi
(1997) examined the determinants of Japanese
manufacturing FDI, and Tokunaga and Ishii
(1995), and Fukao and Yue (1997) examined the
determinants of FDI by Japanese electronics firms.
As an indicator of a firm’s decision on FDI, Fukao
and Chung, and Wakasugi used the number of FDI
cases by industry, reported to the Ministry of
Finance, while Tokunaga and Ishii, and Fukao and
Yue used the number of FDI cases by Japanese
electronics firms, compiled from firm-level data
sets. Fukao and Chung, and Fukao and Yue
analyzed the determinants of Japanese FDI at
global level, while Tokunaga and Ishii, and
Wakasugi examined the determinants at regional
(East Asia) level, in addition to their analysis at
global level.

There are some variations in their findings, but
major common findings include the followings. In
the global location analysis, high wages are found
to discourage Japanese FDI, while the presence
of large local market attracts Japanese FDI.
However, these relationships are not strong for the
regional location analysis. The availability of
infrastructure was found to attract Japanese FDI
in the global FDI decision, but it was not impor-
tant in the local FDI decision. Industry agglomer-
ation was shown to be an important element for
attracting Japanese FDI, probably indicating the
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TABLE VI 
Problems faced by Japanese manufacturing firms: 1992

# of Restrictions Export High Under- Severe Insuffi- Under- Shortage 
firms on imports require- inflation developed competi- cient developed of high

of materials ments of distribution tion infra- supporting skilled
and parts products system structure industries labor

A. All regions

Small-mediun firm 0247 11.3 10.1 18.6 12.6 21.5 17.8 23.9 030.4
Food 0015 00.0 00.0 13.3 00.0 13.3 13.3 00.0 006.7
Textiles 0023 08.7 04.3 34.8 00.0 13.0 26.1 17.4 030.4
Wood product 0005 20.0 20.0 20.0 20.0 20.0 20.0 20.0 060.0
Furniture 0002 00.0 00.0 50.0 00.0 50.0 50.0 00.0 100.0
Pulp and paper 0001 00.0 00.0 00.0 00.0 00.0 00.0 00.0 000.0
Printing 0003 00.0 00.0 00.0 00.0 66.7 00.0 00.0 000.0
Chemicals 0010 00.0 20.0 20.0 10.0 30.0 10.0 20.0 030.0
Petroleum products 0000
Rubber products 0006 16.7 16.7 16.7 16.7 16.7 50.0 50.0 066.7
Leather products 0003 33.3 33.3 33.3 33.3 00.0 33.3 33.3 000.0
Glass products 0011 18.2 09.1 09.1 09.1 45.5 36.4 00.0 036.4
Iron and steel 0009 00.0 00.0 11.1 00.0 22.2 00.0 00.0 011.1
Non-ferrous metals 0006 00.0 33.3 16.7 33.3 00.0 33.3 50.0 033.3
Metal products 0027 03.7 11.1 14.8 14.8 25.9 25.9 37.0 029.6
General machinery 0021 14.3 04.8 09.5 00.0 28.6 00.0 33.3 033.3
Electric machinery 0047 14.9 08.5 21.3 25.5 17.0 12.8 21.3 036.2
Transport machinery 0020 20.0 15.0 25.0 15.0 30.0 10.0 25.0 010.0
Precison equipment 0007 14.3 14.3 28.6 28.6 28.6 28.6 71.4 042.9
Other manufacturing 0031 16.1 12.9 12.9 09.7 12.9 19.4 25.8 035.5

Large Firms 2781 04.5 05.4 13.6 06.1 33.8 12.2 14.7 023.9
Food 0142 02.8 02.1 07.7 07.0 33.1 06.3 04.2 025.4
Textiles 0150 06.7 06.0 30.0 10.0 33.3 26.7 16.0 030.7
Wood product 0017 00.0 00.0 11.8 00.0 00.0 05.9 05.9 011.8
Furniture 0006 00.0 16.7 50.0 00.0 50.0 16.7 66.7 033.3
Pulp and paper 0017 00.0 00.0 05.9 00.0 23.5 00.0 05.9 005.9
Printing 0020 00.0 00.0 05.0 05.0 20.0 05.0 10.0 025.0
Chemicals 0406 01.5 03.2 12.3 05.9 39.7 11.3 06.9 020.0
Petroleum products 0013 00.0 00.0 30.8 07.7 23.1 15.4 07.7 007.7
Rubber products 0044 09.1 02.3 15.9 00.0 38.6 11.4 11.4 022.7
Leather products 0006 00.0 00.0 16.7 00.0 50.0 16.7 00.0 016.7
Glass products 0096 04.2 06.3 10.4 07.3 31.3 19.8 17.7 027.1
Iron and steel 0097 04.1 01.0 10.3 06.2 22.7 09.3 04.1 016.5
Non-ferrous metals 0089 05.6 11.2 13.5 06.7 41.6 14.6 15.7 031.5
Metal products 0074 08.1 12.2 05.4 02.7 36.5 13.5 18.9 037.8
General machinery 0233 03.4 01.7 10.7 06.0 32.6 07.3 16.3 028.8
Electric machinery 0773 03.4 06.6 14.4 06.0 34.3 11.4 17.3 025.6
Transport machinery 0351 13.4 11.4 17.7 07.4 39.6 16.8 28.5 024.8
Precison equipment 0081 00.0 01.2 04.9 04.9 33.3 09.9 09.9 016.0
Other manufacturing 0166 01.2 00.6 09.6 04.2 15.7 06.6 04.8 010.2
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TABLE VI (Continued)

# of Restrictions Export High Under- Severe Insuffi- Under- Shortage 
firms on imports require- inflation developed competi- cient developed of high

of materials ments of distribution tion infra- supporting skilled
and parts products system structure industries labor

B. Asia

Small-mediun firm 0201 12.4 11.9 21.9 13.9 18.9 21.9 25.9 033.3
Food 0010 00.0 00.0 20.0 00.0 20.0 20.0 00.0 010.0
Textiles 0023 08.7 04.3 34.8 00.0 13.0 26.1 17.4 030.4
Wood product 0005 20.0 20.0 20.0 20.0 20.0 20.0 20.0 060.0
Furniture 0002 00.0 00.0 50.0 00.0 50.0 50.0 00.0 100.0
Pulp and paper 0000
Printing 0002 00.0 00.0 00.0 00.0 50.0 00.0 00.0 000.0
Chemicals 0008 00.0 25.0 25.0 00.0 25.0 12.5 12.5 025.0
Petroleum products 0000
Rubber products 0006 16.7 16.7 16.7 16.7 16.7 50.0 50.0 066.7
Leather products 0003 33.3 33.3 33.3 33.3 00.0 33.3 33.3 000.0
Glass products 0010 20.0 10.0 10.0 10.0 40.0 40.0 00.0 040.0
Iron and steel 0007 00.0 00.0 00.0 00.0 14.3 00.0 00.0 000.0
Non-ferrous metals 0006 00.0 33.3 16.7 33.3 00.0 33.3 50.0 033.3
Metal products 0020 05.0 10.0 20.0 20.0 25.0 35.0 45.0 030.0
General machinery 0017 11.8 05.9 11.8 00.0 23.5 00.0 35.3 035.3
Electric machinery 0036 16.7 11.1 25.0 27.8 13.9 16.7 19.4 038.9
Transport machinery 0014 28.6 21.4 35.7 21.4 21.4 14.3 28.6 014.3
Precison equipment 0006 16.7 16.7 33.3 33.3 33.3 33.3 83.3 050.0
Other manufacturing 0026 15.4 15.4 15.4 11.5 11.5 23.1 30.8 042.3

Large firms 1903 04.9 06.9 15.0 08.0 31.8 15.4 16.3 025.6
Food 0083 04.8 03.6 06.0 10.8 30.1 08.4 06.0 024.1
Textiles 0118 05.1 06.8 24.6 12.7 29.7 28.0 17.8 031.4
Wood product 0011 00.0 00.0 18.2 00.0 00.0 09.1 09.1 018.2
Furniture 0004 00.0 25.0 25.0 00.0 25.0 25.0 75.0 025.0
Pulp and paper 0005 00.0 00.0 00.0 00.0 20.0 00.0 20.0 020.0
Printing 0015 00.0 00.0 06.7 06.7 20.0 06.7 13.3 026.7
Chemicals 0298 01.7 04.0 14.1 08.1 39.3 13.8 07.0 021.5
Petroleum products 0007 00.0 00.0 42.9 14.3 28.6 28.6 14.3 014.3
Rubber products 0033 06.1 03.0 18.2 00.0 30.3 09.1 09.1 015.2
Leather products 0006 00.0 00.0 16.7 00.0 50.0 16.7 00.0 016.7
Glass products 0071 05.6 07.0 09.9 08.5 26.8 23.9 21.1 032.4
Iron and steel 0057 03.5 01.8 10.5 08.8 22.8 15.8 03.5 014.0
Non-ferrous metals 0051 05.9 17.6 17.6 09.8 39.2 23.5 15.7 039.2
Metal products 0048 10.4 14.6 04.2 02.1 25.0 16.7 22.9 045.8
General machinery 0144 02.8 02.8 10.4 05.6 29.9 08.3 16.0 025.0
Electric machinery 0564 04.1 08.7 17.0 07.4 34.0 13.1 19.7 029.1
Transport machinery 0221 15.4 13.6 20.4 11.3 37.1 24.4 30.8 025.8
Precison equipment 0050 00.0 02.0 06.0 08.0 28.0 14.0 16.0 018.0
Other manufacturing 0117 00.9 00.9 11.1 06.0 12.0 08.5 05.1 010.3

Note: 1) Small and medium firms are firms with paid-in capital being less than 100 million yen, while large firms are firms with
paid-in capital being greater than 100 million yen.
2) Figures indicate the percentage share of the firms indicating the problem in total number of surveyed firms.
Source: MITI, Kaigai Toshi Tokei Soran [Comprehensive Statistics on Japanese Foreign Direct Investment], no. 5, 1993.



importance of supporting industries in the decision
making of Japanese FDI. Fukao and Chung found
that low country risk attracts Japanese manufac-
turing FDI.9

5.2. The model and the hypotheses on the 
5.2. determinants of FDI location

(1) The model10

To model the location of Japanese FDI, we assume
that Japanese firms undertake FDI in a country
where they can maximize their profits after
evaluating relevant characteristics of alternative
locations. Let us describe the profit (

 

π) of firm i
obtained from undertaking FDI in country j as (1).

πij = a0X1j
a1 . . . Xmj

am × euij (1)

where a’s are unknown parameters, Xsj (s =
1, . . . , m) are variables describing the character-
istics of country j ( j = 1, . . . , n), and uij is a
random disturbance term.

Given profit Equation (1) and assuming that uij

are independently and identically distributed with
Weibull density functions, then we obtain that the
probability of undertaking FDI in country j is
given by Equation (2) (McFadden, 1974).

Expressing the number of FDI selections made
by Japanese firms in country j as Wj ( j = 1, . . . ,
n), we obtain the probability of observing such
FDI pattern as Equation (3).

This type of model is called the conditional
logit model, and the parameters (a’s), which
indicate the characteristics of potential host
countries to Japanese FDI, are estimated by the
maximum likelihood estimation method, which
maximizes the likelihood function (3).

(2) The hypotheses
Taking account of the result of the survey dis-
cussed above and the results of the previous

studies, we undertake a statistical analysis of the
determinants of the location of Japanese FDI. In
addition to a similar analysis carried out by the
previous studies, which only dealt with the char-
acteristics of the host countries of FDI, we carry
out an analysis by examining explicitly the effect
of the firm size on their decision of FDI location.
As to the characteristics of the host countries, we
examine the effects of the following variables on
Japanese FDI, exchange rate, exchange rate
volatility, wage rate, market size, macroeconomic
stability, labor quality, infrastructure, agglomera-
tion (cumulative FDI cases by Japanese firms),
and governance. In the remaining of this section
we first discuss the hypotheses on the determi-
nants of Japanese FDI location and the expected
signs of the estimated coefficients on explanatory
variables, and then discuss the estimated results.11

The exchange rate is an important determinant
of FDI location for several reasons. First, a
country whose currency depreciates is likely to
attract FDI, as the depreciation makes it easier for
foreign firms with foreign currency denominated
assets to invest in that country by appreciating the
value of the assets in terms of depreciating
currency. Second, for the firms interested in export
production, depreciation of the currency of a host
country increases the attractiveness of that country
as a host to FDI, because the depreciation tends
to improve export competitiveness of the products
produced in that country. Following these obser-
vations, we expect that the exchange rate of the
host country (denoted by EXR), which is con-
structed in such a way that depreciation results in
the increase in its value, to be positive.

Large fluctuations in the exchange rate tend to
discourage FDI inflow, as they increase uncer-
tainty associated with economic environment of
the host country. Several studies have found the
inhibiting effect of exchange rate volatility on
foreign trade.12 But there have not been any studies
that examined the effect of exchange volatility on
FDI. Following the discussions above, we expect
the estimated coefficient on exchange rate
volatility (EXRV) to be negative. 

One of the important motives of Japanese
manufacturing FDI is to utilize low-wage local
labor, and therefore the expected sign of the wage
variable (WAGE) is negative. Based on the result
of the MITI survey discussed above that shows the
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importance of local sales motive behind Japanese
FDI, the coefficient on the market size, here
proxied by purchasing power parity adjusted GDP
(GDP), is expected to be positive. A number of
Japanese firms in the MITI survey noted that
inflation is one of the problems they face in
overseas operation. Accordingly, we include the
consumer price index as an indicator of inflation
(CPI) in our analysis to test the statistical validity
of this observation. The expected impact of
inflation is negative.

Shortage of skilled labor was found to be a
serious problem for Japanese firms operating
overseas in the MITI survey. One would therefore
expect that Japanese FDI would be attracted to an
economy where high quality labor is available.
Given the difficulty in measuring the quality of
labor, we use the secondary education enrollment
ratio (EDU) as a proxy for skilled labor. Based
on the discussion above, the expected sign of the
estimated coefficient on EDU is positive.
Infrastructure plays an important role for attracting
FDI. Various indicators such as the availability of
transportation and communications facilities may
be used for the measurement of infrastructure.
Among these indicators, we use the level of elec-
tricity generation per person (ELEC) as a proxy
for infrastructure, because most Japanese manu-
facturing firms regard the availability of electricity
as a key factor for producing high quality
products. We expect the coefficient on electricity
to be positive. It should be added that electricity
generation and other indicators of infrastructure
are highly correlated.

Agglomeration of Japanese FDI would attract
new Japanese FDI for several reasons. A poten-
tial Japanese investor would think that an
economy where a substantial number of Japanese
FDI already exist to be a safe and suitable place
for investment. Investing Japanese firms may also
expect abundant business opportunities with
Japanese firms, with whom they feel most com-
fortable to do business. We measure the extent of
agglomeration by the number of cumulative FDI
cases by Japanese firms (FDI), and we expect the
estimated coefficient to be positive.

Governance capability of the host government
has an important impact on the decision of FDI for
several reasons. First, in spite of recent liberal-
ization in the FDI regime in many economies, FDI

is still subject to various government regulations.
Second, investing firms are concerned with the
security of their FDI, as FDI involves substantial
commitment in the forms of financial and human
resources. We measure the quality of governance
capability by incorporating the following five
indicators: government repudiation of contracts,
risk of expropriation, corruption, law and order
tradition, and bureaucratic quality. Government
repudiation of contracts and risk of expropriation
are indicators of government credibility.13 Law and
order tradition, and government repudiation of
contracts measure the presence or absence of
peaceful mechanisms for adjudicating disputes,
and therefore they may be interpreted as proxies
for the security of property and contract rights.
Corruption and bureaucratic quality are considered
as proxies for the efficiency of the government in
providing public services. In addition, they appear
to have implications on the degree of uncertainty
regarding the credibility of government commit-
ments.

In order to derive an explanatory variable,
which captures the essential properties of these
five indicators, we carry out a factor analysis.
From the analysis, we obtain the first principal
component, which is constructed as a weighted
average of the five indicators with more or less
similar weight. As the governance variable (GOV)
is constructed in such a way that high value
indicates high quality of governance, we expect
the estimated coefficient to be positive.

Based on our earlier findings of substantial
differences in the motives and problems associ-
ated with FDI between SMEs and large firms, we
would expect the differences in the degrees of
sensitivity in FDI decision making to the local
conditions in the host countries between them. To
test this hypothesis, we included dummy variables
representing SMEs for all the explanatory vari-
ables. Being more constrained by financial and
human resources, and generally relying more on
overseas production, compared to large firms,
SMEs are expected to be more sensitive to the
conditions in the host countries in selecting FDI
location. As such, we would expect the absolute
size of the estimated coefficients be larger for
SMEs, compared to that for large firms. One
exception may be the coefficient on the size of
host market (GDP), which is expected to be
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greater for large firms than SMEs. This is because
large firms attach a greater importance to local
sales, compared to SMEs. 

5.3. Empirical results: an application of the 
5.3. conditional logit model

To examine the importance of the characteristics
of host countries in the decision making of FDI
location by Japanese firms, we estimated the deter-
minants of Japanese FDI by using the conditional
logit model. In the estimation, we consider 117
countries as possible sites for Japanese FDI. The
choice of 117 countries depended on their impor-
tance as a host to Japanese FDI and the availability
of necessary data for the estimation. In addition,
we performed analyses on the subsets of these
countries, developed and developing countries,
and Asian countries. The analysis was conducted
for four manufacturing sub-sectors, textiles,
general machinery, electric machinery, and trans-
port machinery, which account for a dominant
share of Japanese FDI. In order to see if small and
medium sized firms have different patterns of
decision making on th location of their FDI than
large firms, we added an SME dummy in the
analysis. 

The results of the estimation are shown in
Table VII. The estimated coefficients of the
exchange rate (EXR) are shown to have mixed
signs. EXR is positive for textiles and transport
machinery, as expected, but it is statistically sig-
nificant only for textiles. According to these
findings, exchange rate does not necessarily play
an important role in the determination of the
location of Japanese FDI. Exchange rate volatility
(EXRV) has a negative impact on attracting
Japanese FDI in electric machinery, and transport
machinery, as expected. FDI discouraging effect
is particularly strong for FDI in developing
countries.

The estimated coefficients of the wage rate
(WAGE) are negative for all the industries, as
expected, and all of them are statistically signifi-
cant. It is important to note that WAGE has an
expectedly negative impact on Japanese FDI in
developing countries and in Asian countries.
These results, which indicate that Japanese firms
select a country with low wage labor as a site for
their investment, are consistent with an earlier

observation from the MITI survey that the use of
local labor is one of the important motives of
undertaking FDI by Japanese firms in Asia. The
results on SME dummy variables show that SMEs
are more sensitive to wage rates than large firms
in the three machinery sectors. Suffering from a
labor shortage more acutely than large firms,
SMEs put a greater significance to the availability
of low-wage labor in selecting a site for their FDI.

Market size (GDP) has an expected positive
sign in all the industries and they are statistically
significant. Market size is a particularly important
characteristic to attract Japanese FDI in developed
countries. This is particularly the case for large
firms. By contrast, for Japanese FDI in developing
countries the coefficients on GDP turn out to be
negative for the three machinery sectors. These
findings appear to show that Japanese firms under-
take FDI in developing countries to produce
products not for local market but for exports. The
estimated coefficients on inflation (CPI) are
mostly negative, as expected, but only a few
coefficients are statistically significant. Relatively
speaking, inflation plays a discouraging role for
the determination of Japanese FDI in developing
countries. 

The availability of skilled labor (EDU),
expressed by the secondary school enrollment
ratio, has an unexpected negative impact on
Japanese FDI in most cases. A comparison of the
results covering developed countries and devel-
oping countries brings out an interesting contrast
that EDU has an importantly positive impact on
Japanese FDI in developed countries but not in
developing countries. This finding indicates that
Japanese firms investing in developed countries
give importance to the availability of highly
educated population while those investing in
developing countries are interested in using
low-skilled, low-wage labor. The combination of
different motives regarding the use of local labor
by Japanese firms in developed countries and
those in developing countries are reflected in these
contrasting results.

Capability of electricity generation (ELEC) is
shown to be an important factor in attracting FDI
as the estimated coefficients on ELEC are positive
and statistically significant in many cases. This
finding indicates that the availability of well-
developed infrastructure is important for attracting
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Japanese FDI. As expected, ELEC has a signifi-
cant impact on the FDI decision making of the
locations among developing countries. The esti-
mated SME dummy coefficients are positive in all
sectors, and they are statistically significant in
textiles, general machinery and electric machinery,
indicating that the availability of electricity is
particularly important for SMEs in making their
selection of FDI sites. Richly endowed with
financial resources, large firms can deal with the
problem resulting from the lack of electricity by
building their own power generating facilities.
However, SMEs with limited resources have to
depend on the local facilities for the supply of
electricity, thus more sensitive to the local capa-
bility of generating electricity. 

The estimated coefficients on agglomeration
(CFDI) are positive and significant in all the
industries except in the case of textiles in devel-
oped countries. This observation indicates the
importance of inter-firm relations for Japanese
firms in the forms of inter-firm transactions and
information exchange. In general machinery,
electric machinery, and transport machinery,
agglomeration has a greater impact on SMEs
compared to large firms, especially in their selec-
tion of FDI site in developing countries. These
findings may indicate the importance of sup-
porting industries in machinery sectors, as they
require a large number of reliable parts and
components in their production, a large part of
which are supplied by other Japanese firms in the
region. This observation is consistent with the
result of the MITI survey indicating the lack of
supporting industries as one of the problems in
operating in Asia.

Governance (GOV) has an expected positive
coefficient with statistical significance in all the
industries, supporting the validity of the observa-
tion that good governance of the host government
promotes Japanese FDI. Governance is especially
important for Japanese firms interested in
investing in developing countries. Compared to
large firms, SMEs in electric machinery and
transport machinery put greater emphasis on gov-
ernance when they invest in developing countries.

6.  Conclusions

The empirical results of the determinants of FDI
location by Japanese firms show that both supply-
side and demand-side factors in the host countries
are important determinants. Supply-side factors
include abundance of low-wage labor, availability
of good infrastructure and good governance, while
an important demand-side factor is the presence
of sizable local market. Industrial agglomeration,
which has both supply-side and demand-side
elements, has an important influence on the
decision making by Japanese firms.

Supply-side factors including abundance of
low-wage labor, availability of good infrastructure,
and good governance are important factors in
attracting Japanese FDI in developing countries,
while a demand-side factor, large local market is
an important factor for Japanese FDI in developed
countries. These different patterns reflect the
differences in the motives of Japanese FDI and
the level of economic development in these two
groups of host countries. For Japanese firms
investing in developing countries, especially those
in developing Asia, export production is an impor-
tant motive, while for those investing in developed
countries local sales is a major motive. Japanese
firms interested in export production place
importance to production conditions, while those
interested in local sales are naturally concerned
with the size of local market. The importance
attached to the availability of good infrastructure
and good governance by Japanese firms interested
in investing in developing countries is due to poor
infrastructure in developing countries, which in
turn is attributable to low level of economic devel-
opment.

Industrial agglomeration, here indicated by the
cumulative FDI by Japanese firms, is shown to be
an important element for attracting Japanese FDI
both in developed and developing countries. This
finding indicates the importance of inter-firm
relationship among Japanese firms not only for the
procurement of parts and components but also for
the sales of their products. Although close inter-
firm relationship may be justified on the ground
of increasing technical efficiency for Japanese
firms, it may not be accepted by the host
country if such relationship discriminates the local
firms. 
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Japanese firms are shown to be risk-averse, as
they are discouraged to invest in a country with
high economic risks represented by high exchange
risk volatility and high inflation. We may also add
a political risk expressed by governance as an
important risk factor in the determination of the
location of FDI by Japanese firms. 

A comparison of the results obtained for SMEs
with those for large firms reveals that SMEs are
more sensitive to local conditions in making their
decision on FDI, especially when they make
investments in developing countries. Specifically,
SMEs regard the availability of low-wage labor,
well-developed infrastructure, and industrial
agglomeration much more importantly than large
firms. High sensitivity of SMEs to local economic
conditions in their decision on FDI location can
be explained by their limited availability of finan-
cial and human resources and high dependence on
overseas production in their business.

Recognizing the need to develop SMEs in
developing countries to promote economic growth,
policy makers in developing countries should
attract foreign SMEs to undertake FDI in their
countries. Hosting foreign SMEs would promote
the development of local SMEs, as foreign SMEs
could be a role model for local SMEs. The demon-
stration effect emanated from dynamic foreign
SMEs could enhance entrepreneurial spirit among
local SMEs. Furthermore, foreign SMEs may
transfer “appropriate” technologies suited to local
SMEs, and they would provide job opportunities
to local workers with limited education and
working experiences, thereby contributing to the
improvement of income distribution. In light of
the findings in this paper that SMEs are very
sensitive to local economic conditions in making
their decision on FDI location, policy makers
interested in hosting foreign SMEs should improve
not only hard infrastructure such as transportation
and communication facilities but also soft infra-
structure such as reliable and well functioning
legal bureaucracy and legal system. 
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Notes
1 A brief review of previous studies is presented in Section
4.
2 This section draws on Urata and Kawai (1997), who dis-
cussed the recent developments of Japanese overall FDI.
3 One piece of evidence to support this observation is a
finding by the Export-Import Bank of Japan (1996), which
reports that approximately 20 percent of the Japanese firms
in its survey undertook FDI to supply parts and components
to the Japanese assemblers located in foreign countries.
4 This observation applies to new FDI. A lack of data
precludes one from obtaining accurate statistics, but there are
signs showing that Japan’s FDI undertaken with reinvested
earnings has continued to grow in the ASEAN countries. See,
for example, Okamoto and Urata (1997) for the case of
Malaysia.
5 See Urata (1993) for a detailed discussion.
6 The MITI conducts a comprehensive survey of overseas
activities of Japanese firms every three years starting 1980.
The results of the survey are published under the title of
Kaigai Toshi Kokei Soran [Comprehensive Survey of Overseas
Activities of Japanese Firms]. In the 1992 survey, a ques-
tionnaire was sent to 3,378 Japanese multinationals, 1,594 of
whom responded. The respondents covered the activities of
7,108 overseas affiliates. The MITI also conducts an annual
survey with the more limited number of questions except for
the years of Comprehensive Survey. The results of the survey
are published under the title of Wagakuni Kigyo no Kaigai
Jigyo Katsudo [Overseas Activities of Japanese Firms].
Motives of FDI are asked in the comprehensive surveys but
not in the annual surveys.
7 The respondents are asked to list three motives or less. 
8 MITI, Kaigai Toshi Kokei Soran [Comprehensive Survey
of Overseas Activities of Japanese Firms], no. 5.
9 In their study of the determinants of FDI locations by U.S.
manufacturing and electronics firms, Wheeler and Mody
(1992) find that risk has a discouraging effect but the effect
is very small.
10 Several studies have applied this type of model to explain
the locational determinants of FDI. See, for example,
Woodward (1992) and Head, Ries, and Swenson (1995). 
11 Definitions of the explanatory variables and their data
sources are presented in Appendix Table I.
12 For example, see Thursby and Thursby (1987) and
Cushman (1988).
13 See Knack and Keefer (1995) on these observations. They
examined the effect of quality of institutions, measured by
these indicators, on economic growth and private investment,
and found that quality of institutions has a positive impact on
these two economic variables.
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Appendix 

TABLE AI
Summary statistics for explanatory variables

EXR (local/yen) EXRV CPI (%) wage GDP Electricity Education CFDI Governance
(billion 1987$) (KWh) (%)

81 94 81 94 81/94 81 94 81 94 81 94 81 94 81 94 81 94

Latin America 0.076 25345434 1.306 0.307 13.7 0.160 0.189 00,28 00,36 01,055 01,614 42 51 0,496,987 03,288,635 00.0 01.8
Middle East 0.593 14.204 0.070 0.104 07.8 00,na 00,na 00,34 00,41 01,276 02,348 47 58 0,301,305 00,647,856 –5.4 01.5
Africa 0.500 17.179 0.068 0.091 09.1 00,na 00,na 00,07 000,9 00,225 0,0288 23 30 0,308,264 01,589,036 –4.4 00.1
North America 0.651 1.419 0.060 0.043 03.4 0.743 1.291 2,082 2,905 11,092 13,893 92 96 4,899,046 92,152,647 06.5 06.2
Europe 0.647 2.225 0.068 0.053 05.2 0.728 1.430 0,191 0,265 04,654 05,438 82 91 0,257,646 04,833,219 05.0 05.6
Oceania 0.407 1.367 0.044 0.049 05.4 0.614 0.990 00,42 00,60 06,006 07,975 65 75 0,618,068 05,601,649 05.8 06.5
Asia 0.454 2.180 0.076 0.048 06.1 0.150 0.287 00,39 0,100 00,270 00,661 38 45 0,653,247 04,732,353 00.1 03.1

NIES 0.635 1.278 0.057 0.039 03.8 0.089 0.440 00,45 0,134 01,573 04,435 71 87 0,884,473 07,454,323 03.0 05.0

Hong Kong 0.470 1.402 0.051 0.042 06.7 0.109 0.348 00,33 00,71 02,596 04,412 65 71 1,095,110 12,748,128 06.7 05.0
Korea 0.543 1.382 0.072 0.044 04.6 0.070 0.453 00,79 0,233 01,038 03,712 81 93 1,136,698 04,868,914 –0.2 05.3
Singapore 0.658 1.026 0.051 0.028 01.8 0.141 0.456 00,15 00,37 03,224 06,842 61 84 0,936,156 08,481,126 06.1 05.2
Taiwan 0.869 1.301 0.054 0.043 02.1 0.072 0.402 00,54 0,196 02,214 05,629 64 88 0,369,926 03,719,122 04.9 04.7

ASEAN 0.415 1.634 0.056 0.043 05.6 0.039 0.069 00,38 00,81 00,208 00,570 39 50 1,521,358 08,285,181 –1.9 02.2

Indonesia 0.252 1.860 0.056 0.049 06.8 00,na 0.031 00,56 0,129 000,67 00,281 31 43 4,423,776 18,911,273 –4.8 02.2
Malaysia 0.600 1.474 0.053 0.034 02.7 0.041 00,na 00,25 00,57 00,763 01,988 49 59 0,650,356 05,615,145 04.0 02.6
Philippines 0.252 1.818 0.058 0.053 09.5 0.029 0.101 00,34 00,41 00,372 00,404 64 79 0,614,928 02,149,568 –5.4 00.3
Thailand 0.556 1.384 0.056 0.037 03.5 0.046 0.074 00,36 00,99 00,322 01,234 29 37 0,396,371 06,464,736 00.6 02.9

China 0.300 3.277 0.051 0.043 07.1 0.008 0.018 0,141 0,521 00,311 00,779 45 52 00,12,021 06,149,888 00.5 03.7

Other Asia 0.405 2.531 0.060 0.054 07.9 0.253 0.456 00,58 0,113 00,163 00,368 31 35 00,16,996 00,180,117 –1.8 01.3

India 0.438 3.425 0.050 0.060 07.3 0.420 0.445 0,192 0,372 00,187 00,423 31 37 00,39,390 00,331,998 –1.0 02.1
Pakistan 0.373 2.486 0.060 0.063 06.4 00,na 0.512 00,23 00,47 00,222 00,463 15 21 000,7,030 00,142,064 –5.5 –0.4
Bangladesh 0.381 1.839 0.057 0.045 06.8 0.118 0.445 00,14 00,23 000,30 000,84 18 19 000,5,927 00,125,494 –6.5 –1.6
Sri Lanka 0.429 2.375 0.073 0.049 08.6 0.220 0.420 00,05 000,9 00,125 00,246 57 74 00,15,638 00,120,913 –1.9 –0.6

Source: World Development Indicators, 1997 (World Bank), Financial Statistics (IMF), Yearbook of Labor Statistics (ILO), International Country Risk Guide (Political
Risk Services).
Note: 1) EXR:  local/yen index, 1987 = 1.0 , EXRCV: Coefficient of Variation on Exchage Rate, 5 years average, CPI: annual growth rate, %, wage: wage rate, 1987,
US = 1.0. Electricity: Per capita Electricity Production, kWh, Education: secondary School Enrollment Ratio, CFDI: cumulative FDI, million yen.
2) Governance (1st principal component of GOV1–GOV5), GOV1 (Government repudiation of contract), GOV2 (Risk of expropriation), GOV3 (Corruption),  GOV4
(Law and Other Tradition), GOV5 (Bureaucratic quality). High score indicates better governance.
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TABLE AII
The list of countries used in the analysis 

01 United States 41 Hong Kong 081 Romania
02 Canada 42 Taiwan 082 Finland
03 Mexico 43 Vietnam 083 Cyprus
04 Panama 44 Korea, Rep. 084 Russian Federation
05 El Salvador 45 Nepal 085 Australia
06 Brazil 46 Brunei 086 Fiji
07 Argentina 47 China 087 New Zealand
08 Paraguay 48 Iran, Islamic Rep. 088 New Caledonia
09 Chile 49 Israel 089 Papua New Guinea
10 Peru 50 Kuwait 090 Western Samoa
11 Dominican Republic 51 Lebanon 091 Egypt, Arab Rep.
12 Venezuela 52 Saudi Arabia 092 Morocco
13 Bolivia 53 United Arab Emirates 093 Zimbabwe
14 Bahamas, The 54 Afghanistan 094 Liberia
15 Colombia 55 Bahrain 095 Tanzania
16 Guatemala 56 Qatar 096 Sudan
17 Ecuador 57 Syrian Arab Republic 097 Nigeria
18 Nicaragua 58 Iraq 098 Cote d’Ivoire
19 Costa Rica 59 United Kingdom 099 Madagascar
20 Trinidad and Tobago 60 France 100 Kenya
21 Bermuda 61 Germany 101 Ethiopia
22 Puerto Rico 62 Belgium 102 Zambia
23 Honduras 63 Ireland 103 Uganda
24 Suriname 64 Switzerland 104 Ghana
25 Jamaica 65 Portugal 105 Cameroon
26 Guyana 66 Netherlands 106 Zaire
27 Uruguay 67 Italy 107 Rwanda
28 India 68 Luxembourg 108 Gabon
29 Pakistan 69 Spain 109 Sierra Leone
30 Bangladesh 70 Greece 110 Gambia, The
31 Sri Lanka 71 Malta 111 Mauritania
32 Myanmar 72 Austria 112 Senegal
33 Malaysia 73 Norway 113 Swaziland
34 Singapore 74 Yugoslavia, FR (Serbia/Montenegro) 114 Libya
35 Thailand 75 Denmark 115 Guinea
36 Indonesia 76 Iceland 116 Niger
37 Macao 77 Sweden 117 Tunisia
38 Philippines 78 Turkey
39 Cambodia 79 Poland
40 Lao PDR 80 Hungary
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