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1 • 	 I N'rftODtJCTlON 

(]) , The structure of textile Indul3t.ry (:onslsts or three mil<1 or· partllj 

1. e. fIber process, textile process and apparel pl'ocess. 

( Chart No. 1 ) 

(2) 	 There are American. type and Japanese type of the textllelndustry. 

(3) 	 'foray Industries, Inc, is a leader of Japanese textil~ industry 

both in domestic operations and in.overseas I:1ct1vitles. 

I I. 	 OUTSTANDING OVERSEAS INVESTMENT FROM JAPAN 

(1) 	 Japanese overseas investment has been accelerated in the 1970's. 

( Cha~t No.2) 

(2) 	 Some 32% out of the outstanding overseas investment from Japan is 

made in the manufacturing field. ( Chart No.3) 

(3) 	 Approximately 60~ of total Japanese overseas investment is 

distributed in the developing countries. ( Chart No, '1 ) 

(4) 	 The overseas investment by Japanese textile corporations is centered 

in the developing countries, especially in Asia. ( Table No. I ) 
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(5) 	 A majority of the OVCr&f}(lb invcstm(wt by JapiHlCS(~ text! 10 industry 

is enr;uged in textile proce:,;s. ( Tubln No.1) 

II 1. 	 MAIN MOT} VAT10N FOl~ JAPANESE '}'ill(Tll.E CORPOHATIONS AS ovrmsJ-'!AS H.'VERTOnS 

(J) 	 1st Stage ( 1950's ) 

JI.any cotton ::;pinners investerl mc.stly in I,atin {uneriCnD cOUIJtries for 

the purpose to protect their export market. 

( ] 960 IS) 

Man"made fiber producers camc out in the front of overseas investment 

activities due to the foct that, 

a) They had successfully established their O~l export market in the 

19bO's, 
/ 

h) 	 American and European giant producers of i'1"n--lllade fiber had beccme 

ql1icJ<ly multi-national corporations, as they set up numbers of 

subsidiary allover the world, ( Chart No.5) 

c) 	 trade protection was adopted by many developing countries, mainly 

j,n Asia, that a:i.mcd at industrialization. 

It 	is observed therefore that main motivation to invc.st overseas for 

Japanes(; textile corporations in 1960's was also the market protection 

in the ilnport subHtitution field. 

(:l) 	 3rd Stugc ( 1070's ) 



., ~ 

to seriously consider overseas investment for they had to meet a changing. 

period in the industrial structure such as 0) the domestic market began 

to show its limitations, (2) due to the sharp rise in L.1bor cost, 

international. competitiveness for labor intensive indust:y had decreased, 

(3) the environment problem had become/intensified and' (4) due to '\Iiorld

wide. shortage of resources t they had no ch~ic~ but":to set out by 

themselves to secure resources. With the balance of payments going 

considerably . into the black in 1971/7~, .Japcmese government took vurious 

posit1ve steps to promote overseas investment, while the government had 

ftu' the long time put controls on overse.:u. investment ,for reaSon of balance 
, , 

,
On top of the aforesaid changes, the revaluation of Yen. c:oi,l1cldentcllly 

followed by an export restriction on all textile goods to the United 

Stdtes,had completely turned down the basic business ch·cumstnce.,: fot.' 

t.he Japanese textile indUstry. Thus they could no longer continue their 

trad1tional lnanagerial tactics to achieve a rapid g1'o'l;1.11 through expansion 

nf export. 

As the textile industry gl'ew up successful 1y, the, government of 
, , 

recipient countries intended to adopt an expansion policy tor integrating 

the industry. Japanese overseas 'affiliates were forced to choose either 

to stay in small operation or to expand rapidly and immensely. 

In order to cop with those challenges, Japanese textile COl'porations 

increased their overseas investment at fln abnormally high speed and changed 

their overseas activities from a mere " selling of goods abroad II to 

.. manufacturing of goods abroad ", and it was really a big change. 

( Chart No. 0 ) 
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IV, OPl<i1/\TJONt\L Pi\TTEi1NS OF OVEI{SCIIS.ltNE~;TMENT WI' .TAPMJESE TI·:X1'lJ./·; (,OIn'OHI\Tl()t~~; 

( Chart No 7) 

(1) . Share rat lo 

,J;JP:;Wc;O corporations have tlu()pted a joint-venture system commonly, and 

they nrc now accepting €wen a minori,ty share holding in <l certain 

circuhlstance. 

(~~ ) Partner 

Hesirlc local portner(s) of the overseas joint-ventures, Japam~'::ie 

textile corporations have cotn..'1lonly selected Japanese trading com})'- ',., dS 

a partner. 

(3) Type of manufacturing 

Most of Japanese overseas investment ,vera made in the field of 

textile processlng. 

(4) Management 

The corrunon strategy in the early stage of operntion is to scnd a 

group of Jnpaneso staffs to the overseas affiliate in order to plnce them 

in an overwhelming majority of the top <lnd middle managt';ment posts. 

As the managel.'ial toclmolo['y is [{radU~llly transferred to the local 

employces,those Japanese staffs ore then transferred to tho positions of 

adviser. 

Tho .Japnne!() ov('rsrns aff.ilLltes currently meet their dei1lilUds on 
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pattcrn of pu~chase confineri exclusivel y tv tho sllppl y' from .Jnpau 1"<)r the 

reason of economy. 

(6) Products 

Japanese investment were made originall y wi t.h the pUt'pose of market 

protection, thus products made by overseas affiliates were exclu~ively 

sold to the local market. I\s the local textile industries graw up, they 

have to start to export their products only after reaching to the limit of 

domestio market. 

(7) Finance 

There is a great difference between JapanesE:! overseas affilldt.es 

h~.ving a short history and multi-national corporations of F.uJ:·()PElUh ur 

Alnerinan origin which have many yeai·s of experience in ovorse,..lS 

investment. As for the assets structure of Japanese affiliates, au 

extremely high percentage. is occupied Ly fixed cJssets. And on tho o.>ther 

hand, they depend less upon internal' ff u<Ulcing, hut more ur>()nborrowl"~ 

from outside. Consequently Japanese corporations as investors have to 

bear a heavy burden to support such borrowing by the affiliates. 

V. PROJECTED OVERSEAS INVESTMENT }<'ROM JAPAN AT 'I'IIE END OF FY 1~80 

The annual growth rate of the balance of overseas investment from 

Japan is estimated at approximately 20% on average for the period of 

FY 1975-80, which is nearly half that of the first half of the 1970's, 

but is still a high figure. 

The outstanding of Japan's overseas investment at the end of: FY 1980 

is estimated at around $40 Billion. This investment Imlnnce is t.hreo times 
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thnt 	of at the erui of FY 1971 

In t.he field of textilo, fl slow growth of investment is also 

anticipated. However, the "mouut of net incrcnse of the investment 

balance is estim<lLed fnr bigger than that of the first half of the 1970's. 

( Tuble No. :~ ) 

V I • 	 HONG KONG AS A . FHEE ZONE 

No one could deny the following merits of Hong Kong as u l"ree Port; 

(1) 	 Free trnde policy has en<lbltHl f}:F. luuli indu:;trie~{ te· pm'ch.H" <It O,e 

lowest awl t.v seU ilt the hlgJ;p::, t . t;.lmpJ e cu~ tu/ll d (: .... rclHce pI ,)Ce(lun!~ 

can help dddition<l11y such dcth-ltiuI:J of ti,e indul:iU'iefl. 

c.:j 	 l''ree trode policy baS aldu I:>Inabled the industries to enjoy i:l lc!;;s 

(:n 	 Free tr<lde policy has further lI1ade easily llvai'lable ocean tl'<HWport 

services at competitive rates. 

(4) 	 1"1'ee t1'ode policy has enah] cd foreign buyers and sellers to vis,1 t 

Hong I{ong with no problem. 

(5) 	 Good quality labor has been easily available ut u less expensive cost. 

The continuous inflow of the refugees from the muin l<1nd China has 

supported the labor situntlon in Hong Kong, 

(0) 	 Imperial Preference Sy~tem had been extremely el feclivo to In'ing up 

tho local industricL> frolll t IIcir ill fdUt !;t.ag(!. 
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However, there are carL.lill IInLW01'at,Je Lerms of l.)catiolt In flong Kong. 

Among thoRe demf:'rits, the 1 imit of nrc.l is fatal. 't'he gOVElrnment (lC 

Hong Kong jointly with the peoplc had solved this pt'oblem by setting. 

up the most suitable industry, an "ppill'cl mc.king induHtry. They had 

founded the industry as a labor-intensive llldustry with the least 

area requirement. As the imlustry grew up t the products become more 

fashion-oriented and morc value-added. Special net-wol'''' of the 

overseas Chinese scattered world-widely did help the industry 

greatly through quick exchduge of information on fashion and market. 

, 

VI I. PAIn 1eUIAIl THEME (IIVEN' BY UNlIX) 

.. (1) TOR/W'S ATI'!'fUlJB '1'0 INVBSTMENl' IN-CE~TIVJ::S IN Ul:.'Vl~l..Ot>lNG COUr-.'1'HlEt-i 

The investment incentives in developing countries should be considered 

not merely as a necessary evil but as the indispens<lblc condition to the 

foreign investors in genera]. 

As the government of the recipient country has authority to perform 

a screening or control on foreign investments in their country, it should 

provide appropriate control Or) foreign cupitals in accordance with its 

overall development plan. Hasty industr1alb:at10n or an excessively rnpid 

localization would create an adversive effect on the p1'ogress of developmont. 

It must be realized that development of cconomy or moderni~ation of a 

society is a time-consuming affair. And the measures of investment 

incentives should, be decided according to the stage of the lifo cycle of 

direct investment.' Pleaso refer to Chart No. S.The popular process of 

growth of overseas affiliates can be described as per in the center, from 

the view point of life cycle of db'ect' investnlcnt. Upon commencement of 
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dividends by the overseas affiliates, telA holidny eiln be terminated but 

adoption of further radical policy hy the government of recipient coUt1try 

may kill a chance of coexistence with foreign investment. If a gradualism 

'is adopted, the transfer of capital, manclgemcllt and tec:lI1ology to the local 

side will be smoothly achieved. 

These are certain merits and demerits of direct investments in 

developing countries, as Chart No.9 sh(Iws. ""{hat I like to state is thut 

the greater the merits are, the greater the demerits. No matter how 

greatly direct investment contributes to the dovelopment of the recipient 

country, its original motive is " profit" after all. Jlespite of its 

gre",t contribution to the industri;Jli7i:1tion, various sncLl!, impact!: such 

as the collapse of the traditiolli:ll society or ul"b~uu'wtion is unavoidable. 

Theri'9re, the policy toward direct investment by foreign enterprises should 

be decided in accordance with an overall economic and soei,,:11 development 

plan. 

( Chi:lrt No. 8,9 ) 

(2) TORAY'S AITITIJDE TO FREE ZONE GENEllALLY 

As explained previously, our investments in developing countries 

were originally made with the purpose of market protection in import 

subdtitution field. As the textile industry in the developing country 

has grown up to reach the limit of the domestic marlcet, the industry 

including our affiliate try to export their products. However, the export 

can not be achieved easily as a matter of fact. OUr past experience 

indicates that it is much more efficient for us to set up a new factory 

in an industrial free zone rather than to expand an existing small scnle 

factory designed originally for the domestic sales, if we nre in need of 
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opening a new export opel".ltion. 

'The Chart No. lO-A and B provide very ,interesting results of :..atrvey 

made for the Asian Productivity otgn,niz.atlon.· In th.ls ~urvey~ a total of 32 

occupant enterprises. were intervi'ewed in the J!:xP01·t Prooessing Zones of 

Republie of Korea ( 8 firms ), nepubl toof Chill,i'( 11, firms ),. the 

Philippines ( 4 firms) and Singapore (0 firms. Y. Ainong thos'e 32 

enterprises, manufaetUl'ers of apparels, electrio. and elech'onies pl'oducts 

were most numerous, more or less ref] eotin~t the composltio'n of occupant 

enterprises in the 7.ones of the said four countries.;
'1. , • , . 

. The overwhelming majority of zone occupant ent'el'prlses stilted that 

their mot~ves for inves~iJlg in .the nmes are to use' the- ~,oiles <It; 1(')~ 

cost production bases for export back to theh home market and to ;;iher 

major markets n. "Securing, muintuining and/or developing a regiunul 

product ion base, mainly to serve neurhy markets .. is the sel~ond most 

important motive in ranking. In short, foreign investor's primary aim for 

investing in the Industrial }<'roo Zone is export of the produfJts anLl they 

are keenly interested in the use of the Zorie DS .. low-cost production 

base ", in another word, .in taking advantage of lo.....cost labor, lowland 

and rental costs and low costs of any other items that the Zone can offel'. 

The Chart IO-B shows a classification of factors determining 

investment climate and the degree of tileir importance as far as foreign 

investors are concerned. The foreign investors considered politicnl and 

economic stability the most inryortant factor for the investment cl1l1ti.lte of 

a country. It is commonly held by foreign investors that stable find 

continuous government is a prerequisite for economic development find 

stability. '1'he government incentives are considered tho second important 

factor and then existence of adequnte infrastl'uctural facilities and 

services comes next. The importance of overall economic plnnlling policy 

is also emphasized. 
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Chart No.2" LICENSED AMOUNT OJ:" OVERSEAS INVESTMENT 

FROM JAPAN 

(YEARLY AND CUMULATIVE) 
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GEOGRAPHIC DISTRIBUTION 

. OF OUTSTANDING OF JAPAN'S OVERSEAS INVESTMENT 

Chart No. 4 
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OUTSTANDING OP OVERSEAS INVESTMENT 


BY JAPANESE TEXTILE CORPORATIONS 


AS OF THE END OF MARCH 1976 


Table No. 1 

Area 
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North America 

Central &: 
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0 0 

1 .3 

:3 8 
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32 
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1 	 I 
I 
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·2 	26141 100 100 418 100 

Remarks: *1 Silk raising included 

·2 	Mostly manufacture of industrial items, such as 
tirecord, fishing nets and twines,and carpets. 



OUTSTANDING OF OVERSEAS INVESTMENT
Chart No. 	 5 
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Note:ct1nd1cates the location of principal operations 
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A PATTERN OF INTEGRATION 
Chart No.6 OF TEXTILE INDUSTRY 

K: --. 

.~d~ 

No.-O-f"-. --',I""I-nve-stment Possible· 

equlpmentlamount trade policy 
Process required I 

F.1ber making t 

Free 1mport 

Spinning i· iof yarns.\ 

Restrictio!l. of 

. \'\'eavil1g &. Dyelnr: I 100 I 100 I import of 

fabrics 

I 
I._.+_.. ---...:. -."'._-- - ..

I
• I 

1001_- l'ots1 

•. 

--··--·-------·--·--··-·Y-··-··· ._._--.';, 
~~~ Final stage ~ 

No. of In"lrest~en:t I];'osslble f-  Investment I PoS~ib~~--- --"-,No. of 
equipment II Iamount trade policy equipment amount ! trZlde policy 

required required 

300 

+200 

(to )
300 

I 
hee import 
 Restriction of 

of fibers -1 1,000 1,000 import of 

fibers 

I 
I 
!
Restriction of Import ban ....I 
I 0300 import of yarns +100 +100 of yarns 
j 

Pr01llOtion of(i:ooo)t 

I export o.f yarns 

- --~. 

I 
I 
I 

Strict I Import ban of

ii I +200 restriction of +700 fabrics+100 

ill!p()rt of 
 Pro'CIotion of(i:ooo) Ifabrics export of 

fabrics 

,.
• 

1500 
I 
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COMPA.~ISON OF OPERATIONAL PATTERNS 

Chart No.7 OF OVERSEAS INVESTMENT 

--~ -_.....- ..._ ....--. -'- .•_._•.._----------------,...•..---------. 
Japanese 

American &. European ·---·-1·----· 
1960's 1970's 

-- ...- ..... --.-.---•." .... ···.. 1 1-..--"",,-, ···_-·······+1--------- 

Share Rat io 

Partner 

Type of manufacturing 

Management 

f Machinery &. Equipment 

Goods Raw ~~terials 

Productsi 
Finance 

i ,: 
I 

IL____________ 


100 'J, or overwhelming majority 

Noue or local partner 

Mostly Fiber making 

Almost exclusively depending 

on local man-power 

Purchase from wherever the 

} most economical 1s available 

Mostly sold to local market 

Predominantly by internal 

fun~~ 

Majority of external tunds 

raised abroad at the risk of 

the sUbsidiaries 

I 
Joint ventures commonly 50 50 I Minority

i 
lbasis ! 

Japanese Trading Co=pany and Japanese Trading Company, local 


local partner(s) partner(s) and public shareholders 


Mostly textile processing, same as in 1960's 


partially fiber ~king 


Japanese staffs take most of Japanese staffs stay as adviser 


top and middle management posts -" 

~ 

JSupply exclU.s1velY from Japan 'J Purchase from wherever the best 

EXclusively sold to local 

market 

Small capitalization 

All borroTiing supported by 

guara1.ltee by Japanese 

shareholders 

condition is aYailable 

Partially sold to international 

market 

Sources of .F'!JOds 

used for: Sources: 

Land, Bu.i1diugs 14'1.. Paid in 32% 

Machinery, EHi 
capital 

Equipruent &. Long Ten: 58 
FixtUre borrowilll; 

Initial Elcpense 6 Short Term 10 

Opereting Funds 15 borroring 

Tot:']l· 100 Total 100 

(S~urce: The Export Import Bank of Japan) 
--L__._________--'---L_~---------------L.------------_ .._... ___.-1 
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Table No. 2 ($ t.lil~ion) 
. -"-'_.' --,.'.----- •. - .....--,----.•..- ....•. "-' I I 

ACTUAL! 
I .. _. ___.. ___..._ .....~~~TI~~:I~~.~~·.,~~_I. R.A. IESTI!.~ro~._~~~. I. T. I. J 

END FY 1970 END FY 1974 END n 1980 . 
CUmulative 'IPerc~'nt I CtmrUlative lpercent ICUmulative Ipercent 
Amount distributlod Amount . Idlstribut10n Amount distribution 

-R-e-s~~-" .:::- ---'-~Tr~~ 31.J! --;.~2~-T2'-~'-l"'570 3::~-l-"~;::-' r.-:~ 
________.,-__~~_...___~~~ 39.g ..--.-~~~~~--t-.-~~.J .U,1.40_37.~ ·16,530 ~_~__ 

Textile I 189 5 • .3 918 , 7.~ 1.810 4·11 I 1,440' i ~ ..§. . 

Chemical 

Iron 

Manufactu:ring 
Machinery 

Electric Apparatus 

-------...,.r-.. ,____~~~.~___ 
Co,,",erei., 4i2l 11 .Ji 1 .549 I 12'4 I 4 .200+
Finance ~ Insurance 


Total 


CO'l!lnlercial 

Note: N.t.R.A. National ln~titute for Research Advancement 

M.I.T.I. Ministry of International Trade and Industry 

60 , l·I I 634 5 . .Q 2.460 6 • .§ 

138 1 3.g f 635 5.,2 1,860 5 . .Q. 

68 I
1 

1.9 I 
- I . 

307 2.,! 1.070 2.i 

1,520 4·1 

:; 1_ ~:~-r~~:-J-~~~.:. r1~.~--·-···--

r 
D<D FY 1980 I 

l 
. I -,-~! 

Cumulative!perccnt 'I 
Amount distribution 

f 

3.830 

2,700 

600 

1.400 

9 . .1 

6·I 

.':0 
l..§. 

t 

3.J 

! 
. 31 .•~ I 

J 



PATI'ERNS OF LIFE CYCLE OF DIRECT OVERSEAS INVESTMENT 
Chart No. 8 

Popular process of growth 

of overseas affiliates 

Stage A 	 The affIliates earn profits despite of the high 

production cost 

(Training of workers) 

+ 
As productivity increases or capacity expands, 


the production cost lowered. 


(Transfer of production technique) 


~ 
Stege E 	 In the intensified competition, the affiliates 

suff.er from decreasing rat6 of ~eturn 

(Transfer of managerial 'technology) 

Patterns of life cycle 

of direct investment 

Carrying out 	the investment project 

l 
Start of operation 

~ 
Commencement 	of divid~nds 

~ 
Recovery of invested capital 	 If a radical policy is 

~ 
End of teclmology transfer 	 adopted by the government 

Actual reduction in Japan's investment If a gradualism is 
~ 

ratio , adopted 

Transfer of management or localization 
;:) 

of top management posts 

~ 
The affiliates corporations fade away. 

as capital, ~anagement and teelmology 

transfered to th~ loeal side 

~ote: Discriptions in the parenthesis indicate a~sistance by the foreign affiliates to the industrialization 

of the recipient country 



BALANCE SHEET CONCERNING THE EX:ONOMIC .AND 
Chart No. 9 

SOCIAL FACTORS OF hlRECT INVESTMENT 

IN THE DEVELOPING COUNTRIES BY PRIVATE ENTERPRISES 

lQsiUn Factors 	 ~ 

(l) 	 In-flow of capital (I)" OUt-flow"of capital 

a) Correction of the balance of payments deficit a) No tmmediate ~rovement due to increased import of capital 

goods 

b) Izproveaent in the InVestment-*a~ gap b) 

c) Improvement in the budget balance c) Too mUch preferential tax treatment given to foreign affiliates 

(2) Transfer of te'!:hD.ology 	 (2) Monopoly of technology 

(3) Improvement 1:1 hWl!a.n resources 	 (3) . Spoiling of. human resources 
I'\) 

a) Traininr of·90rke~. a) Introduction of bad customs o 

b) Training of bl!.siness 1!anagerial personnel b) 

c) CUltivation of entrepreneurship c) Deprivation of investment opportunities by local enterprites 

. ' 
(4) \ Collapse of the traditional enonomic and social sY3tem 

un Internationalization of the economy (5) J . 
(4) MQdernization of the market systeia 

(6)(6) Acceleration of economic growth 

a) 	 Rise in the staridardof income iii) Utifa1:r distribution of income 


b)
~) Creation ofemploym'!nt opportunities 

(7) ModerniZ3tion of society 	 (7) Change in the traditiQnal value system 



Chart No. lo-A 
SURVEY ON OCCUPANT ENTERPRISES OF EXPORT 

FREE ZONE IN ASIA 

SOURCE THE REPORT TO THE SYMPOSIUM ON EXPORT 

PROCESSING ZONES, OCTOBER, 1975, IN SEOUL, KOREA 

BY THE ASIAN PRODUCTIVITY ORGANIZATION 

(1) Motives for investing in Export Processing Zones 

(1) Competitive forces in the home and international markets 

necessitated the develo~ent of overseas low-cost production 

base for export back to the home country and other export 

markets 

Pr1!!!ary Mot il:t 

24 

SeCQndary Motive 

1 

Not Applicable 

7 

(2) Securing, maintaining and/or developing a regional 

production base, mainly to serve nearby markets 7 4 . 20 

(3) Necessity to C01!!Plement other activities of foreign 

investor, on a local, regional or world basis 3 8 21 

(4) Securing, maintaining and/or developing of raw materials, 

p~ts, components for pro~J~tion at home country 3 6 22 

(5) Securing. maintaining and/or developing host country market, 3 3 25 

(6) Capitali?ing on Know-Hows 1 2 26 

(7) Utilization of old m2chinery 1 1 28 



Chart ~o. 	 10-13 

(II) Importance of all the factors foreign investors cOT's:!.derecl for aSl'lessing inveHtment climate of thE' host cuulltl'y a:; d whole 

(1) 	 Polltidf ;~IId economic stabllity 

(2) 	 Go"erment "incent i ves 

- Duty-free imports 

--taxation 

- grants 

- tariff protection 

(3) 	 InfrastrUcturft;;:·~rts. highways, ra:l1rOads, lIir transport, 

eemnU'l1,eai16'h. Yater supply 

(4) 	 Overall economic planning,policy 

(5) 	 Stable currency value , 

(6) 	 Overall interest of host country toysrd foreign investors 

(7) 	 ASS1stance by host country during and after establishment of 

foreign firm 

(8) 	 Availability'of skilled labor 

(9) 	 EXistence of planned and operating industrial sites 

(10) Ready availability of foreign exchange 

(11) Access to local finance 

(12) Existence of support facilities 

(13' EXi!l'tence of t'rafning "tsdl:lt1es'tor yorkers 

(14) Assistance in providing data and local information 

(15) EXistence o~' marketing outlets in host country 

(16) Existence of country Yith high technology industries 

(17) !Xisting export markets in nearby countries 

(18) General living conditions 

(19) ASsistance by host country ih feasibility studies 

(20) Developed ~anufacturing base 

(21) Exist~nee of data-bank In the country 

(22) Asslstnoce in arranging joint-venture partner~ 

Very 	l!!1t)ortant 
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