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1. INTKODUCTION : o
(]); The sfructuré of textile ldeStfy consisfs of three major parts,
l.e. fiber prbcess,_textile process and appahel process.
| ( Chart No. 1 )
(2) There areAAméricaﬁ‘type and Japanese type}df the‘textixe:industry.
(3} Toray Indusfries, Inc. is aileader‘ofAJapaneég textil? industry

~ both in domestlc operations and in.overseas activitles.
1I. OUTSTANDING OVERSEAS INVEST&ENT FROM JAPAN -

(1 Japanese overseas investment has been acpelerhted in,#he 1970's.
. - ( Chart N&. 2)
(2) Some 32% out of thé outstanding ovgrseas investiment from Japan 1is
made in the manufécturiﬁé field. | ) ( Chart No. 3 )
(3) Approximately 60% of total Japanese overseas investmenf is
distributed in the developing‘coﬁntries. . : (\Chart No. 4 )
(4§ The overseaé investment by Japanesé textile ¢orporatiéns is centered

in the developing countries, especially in Asia. ( Table No. 1 )
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(5) A majority of the overseas investimeat by Japanese textile industry

is engaged in textile process. { Table No. 1)

111, MAIN MOTIVATION YOR JAPANESE TEXTILE CORPORATIONS AS OVERSFAS INVESTORS

()

(2Y

a)

b)

c)

lst Stage { 1950's )

Many cotton spimners invested mestiy in Fatin American countries for

the purpose to protect their export market.

2nd Stage  {1960's )

Man-made fiber producers came out in the front of overseas investment

"activities due to the fact that,

They had successfully established their own export market in the

1650's, .
American and European gilant producers of auan-made fiber had heccme
gquickly multi-national corporations, as they set up numbers of
subsidiary all over the world, ( Chart No. 5 )

trade protection was adopted by many developlng countiries, mainly

in Asia, that aimed at industrialization.

It is cbserved therefore that main motivation to invest overseas for

Japanese textile corporations in 1960's was also the market protection

in the import substitution field.

(3

3rd Stage ( 1979's )

Having entered in the 1970%'s, Japanese corporations lu gencral started
¥ ’ i
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to séfi&uély cﬁnéideryé;éfse;a>inVéstmen{:}nr fhéylﬁaﬁtto héé€ a ch#hgingj
peridd iﬁ the.induStrial gtructure such‘ag (1) the domestic mArket began
to show its limitations, (2) due\to.the sharpﬂfise'in labor cost;
international«cémpefitiveness for labor'intensiﬁe'indust;j had décfeésed,

X (3) the\énvir6nmént'brﬁbiém'had becomefihﬁehSifiéd‘éndb(éi due té‘wnrid_
wide shortage of resources, théy had né]Cﬁéicé\Eﬁ%ftb set out by
themselves to secure resourceé. With thg balance of payments going
considerably into the black in 1971/72, Japanese govermnment took various
positive steps to promote overseas investment, wﬁilé the government had
for the‘loug‘timé but‘cdntrols on éverseds infestment for reason of béléace
of baymenté. | | | |

On top/of the aforeaaiﬁ changes,~the revaluation of Yen, cbincidenéully‘
followed by an export restriction on‘all textile‘goods toAtheVUnited
Stagfs;‘had completely turned down the basic business ciréumsthéeg foi
the,Japaﬁesévféxtile indﬁétry; Tﬂus ihééycéuldVﬂolionger‘éﬁnfihue‘fheir
traditional managerial tactics té achieve a rapid growtu’through‘cxpansion
of export. " | |

As the textile industry grew up successfully, the‘goverﬁméﬁtAof
recipien£ countries intended td'addpﬁ an ékpaﬂéioﬁ policy'tor ingégrating
theﬁ{ﬁdustry. 'Jaﬁahésé ovefseas:éffiliatéé were forced £o choose either
to stay invsméll bpérétidn or fé expand rapidly and ;mmenseiy.

In ordér fo cop Wifh those éhalienges;‘Japénése feﬁtile corporations
incréaséd their évérseéé ihveétmeﬁt at ah abﬁormaily high'speéd and chaﬁged
their overseas actlvities from a mere "' selling of goods abroad " to
" mamufacturing of goéds abroad ", and 1tvwas really a big changeQ

{ Chart No. ¢ )


http:g1'o'l;1.11

1v. PERATIONAL PATTERNS OF OVEKSCﬁS,INVESTMENT RY JADPANLSE TEXTILE CORPORATIONS

( Chart No 7))

(1) Bhare ratio
Japnese corporations have adopled a joint-venture system commonly, and
they are now accepting even a minority share holding in a certain

circunstances.

(2) Partner
Beside local partner(s) of the overseas joint-ventures, Japanese
textile corporations have commonly selected Japanesce trading comps v as

a partner.

(3) Type of manufacturing

Most of Japanese overseas investment were made in the field of

textile processing.

—

(4) Management

The common strategy in the early stage of operation is to send a
group of Japasnese staffs to the overseas affiliate in order to place them
in an.overwhelming majority of the top and middle management posts.

As the managerial technology is gradually transferred to the loceal
employces, those Japanesé staffs are then transferred to the pesitions of

adviser.

(5)  Machinery, cqulpment and raw materials
The Japanesroe oversgeas affllicstes currently mecet their demands on
machinery and uquipmént ag well ag raw materinls by purchasing from any

sovyons whorever the boot condition 1s avallable. However, thelr old

\




pattern'of‘purchase confined exclusively tu the supply from Japan for the

T

reason of economy.

(6) Prod#gts“

’ Japéhgée\investment wére made originaily with the purpose of market
protecﬁion; tpus~products made by:overseas'aifiliatgg}were exélpsively
‘sold to the local market. As the‘local ﬁektile indus¥ries gfewAup, they
have to start to expdrt their products only aftef’reachingfto the limit of

domestic market.

(7) Finance

" There is a great differgnce'bgtween Japanese Qverseas affillatés
having a short history‘an& multi-national cofporations of Eurbpean'or
American origin which have manyAyeéis of experience'1u-overseas
investment; As %or the aéSets structuré ot Japéneée atfiliatés, an
extremely high:percentageiis occupied by fixed ausets. And on lﬁc othér
hand, they dependilgssvupon 1nterna1'finducing; hut more upun horrowinrg
from outside. Coﬁséqﬁently Japanese §drpQrétionsfaﬁ'investors have to

bear a heavy burden to suppoft such borrowingﬁby the affiliates.
V. PROJECTED OVERSEAS INVESTMENT FROM JAPAN AT THE END OF FY 1980

The annual growth raie of the balance of overseas‘investment from
Japan is estimated at approximately 20% on average for thé period of
FY 1975-80, which 1s nearly half(fhat of the first half of the 1970's,
but is still a high figure.

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

is estimated at around $40 Billion. This investment balance is three times
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VI.

I

that of at the end of FY 1971

Iin the field of textile, »n slow growth of investment is also

anticipated. [llowever, the amounl of net increase of the investment

balance is estimaled far bigger than that of the first half of the 1870's.

( Table No. 2 )

HONG KONG AS A FREE ZONE

)

(4)

(5)

)

No one could deny the following merits of llong Kong as a Tree Port;

Free trade policy has enabled the loucal industries to purchass at {he
lowest aud {o sell at the highest. Simple custui cloearance procedures

can help additionally such aclivities of the indusiries.

tree trade policy has aisu enabted the industries to enjoy a less

expentive cost of finanne.

Free trade policy has further made easily available ovcean transport

services at competitive rates.

Free tirade policy has enabled foreign buyers and sellers to visit

Hong Kong with no problem.

Good quality labor has been easily available at a less expensive cost.
The continuous inflow of the refugees from the main land China has

supported the labor situation in llong Xong.

Imperial Preference System had been extiremely elfective to bring up

the local industirvies from their infant stage,
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Howe&e#, there dré cert‘ln UnquOldhj; Lexmq‘of Tovation 16 Nonbykong
.  Among thoqe Jemvritq, the limit of- nrcs is fatﬁl k‘fhe governmant of
Hong Kong Jointly with the people had aolved Lhis prcblemvby settingf
:up the most aultable induqtry, an appaxol wuk1ng industry. 1hey had
\'U founded the 1ndustry as a ldbor"intenqive industxy with the ledst
area requirementa As the industry gxe& up. the producta be;aﬁe more
fashion—oriented aﬁd more value~added qpecial net~wozk of the o
ovefseas Chinese écattéreg world-widefy did help the industxy |
'greatly through duick exchqnge of iniormation on fashion and mérket

~

?AI?]’ICIIIAIK' THEME GIVEN BY UNIDO

ey TORAY'S ATTITUDE TO INVESTMENY IN-CENTIVES IN DQVE&OPiNG COUNTUHIES

The investment incgntives in developing countries should be considéred
not‘merely as a.necessary evil but as the indispensable condition to the
foreign investors in general.

As the gévernment of thevrééipienf countiy has autho?ity fo perform
a séreening or control on foreign lnvestments in theirAcouﬁtry, it should
provide appropriate control on foreign capitals in éccordance with its

overall development plan. Hastv industrialixation or an excessively rapid

localization ﬁould create an adversive effect on the progress of development.

It must be realized that development of economy or modernization of a
society is a time-consuming affair. And the measures of investment

incentives should.be decided according to the stage of the life cycle of

' direct investment. Please refér to Chart No. 8. The popular process of

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

the view point of life cycla of direct investment. Upon comnmencement of



dividends by the overseas affillates, tax holiday can be terminated‘but
adoptionjbf gurther radical policy‘hy thé‘éovernméﬁt of recipient couptry
may kiii a chance of coexistence with foreign investment. If a gradualism
'is adopféd bthe transfer of capital, managemevt and tec#nology to the local
side wi]l be smoothly achieved. | | |
These are certain merits and demerits of direct 1nvéétments 1n

Aevelépi;gbco;ﬁfries, as Chart‘No.O shows, What 1 11ke to state is that
thé greater the merlts are, the greater the demerits No matter how
greatly;éi£éct investmcnt contributéb to thé”dhvelopment of the £ecipient
‘céﬁntry, its origlnal motive is " profit " djter all. Hesplte of its

great contribution to the industriuliyatioﬁ, various social impacts such
as thé cﬁllapse of the traditional society orvurbanizﬁticn ig unavoidable.
bTherfore, the policy toward direct investment by foreign engerprises should
be‘deci&éd in écéordanée with an overall economic and social devélopment
plan.
| { Chart No. 8,9 )

I

(2) TORAY'S ATTITUDE TO FREE ZONE GENERALLY

As explained previously, our invesiments in developing countries
were originally made with the purpose of market protection in *mport
substitution field. As the textile industry in the developing country
ﬂaé grown up to reach the 1imit of the domestic market, the industry
including.bur affiliate try té export tgeir products. However, the export
can not be échieved easily as a matter of fact. Our pastbexpericnce
indipates that it is much more efficient for us to set up a new factory
in an indﬁstrial free zone rather than to eipand an existing smull scale

factory designed originally for the domestiic sales, 1f we are in need of
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. opening é ﬁew'export operatién.’

" The Chart No. 10-A and B provide verg jnteresting resultSAnr'sﬁrvey
méde for the Asian Productivity Grganization In tlils survey, a totdl of 3&
ocbupant enterprises were interviewed in the Expnxt Provessing Zones of
hepubiiv'of Korea ( 8 firms ), Republtc of China ( 11 r1rms ),<the
Philippines ( 4 firms ) and Singdpore ( o firms ) Among those 32
enterprises manufacturers of apparels. electric Qﬁd electronics products
were most numerous, more or less 101]ect1ng the c;mposjtion of occu#ant

i

enterprises 15 the rones of the saingouracountr;esﬁ”  b
-fhe overwhelming:majorify,of ébﬁévoccu?ahéieﬁterp?ise;jstutéd that‘u
'theifrﬁotives for investing;in’the éogeﬁ éré fﬁﬁuée thé<zoheé ar low-
lcost préduction,bases’for expoft back to thelr home market an& to wther
major markets "; " Securing, maintaining and/or developing a regiunal
‘ pruduution base, mainly to serve nearhy markets " 1s the sevond masi
important motive in ranking In short, foreign investor s prinary aim for
- 1nvesting in the Industrial Free Zone is export of the products‘and they
are keeniy interested in the use of the dee{as'" ldw:cdét produption
base ",lln ahother'word,.in taking advantage of Jéwwcost 1abdr,iloﬁ‘lanéi
andArental costs and iow éosta of any other items that the Zone can offer.
The Chart IO-B shows a classification of factors determining
investment climate and the degree of their importance as far as foreign
investors are.concerned. The forgign investors considered political and
economic stability the most importgnt factor for the investment cllimate of
a country. It is commonly held by foreign investors that stable and
continuous government is a prereéuisite for economic development and
stability. The government incentives are considered‘thé second important
factor and then ex?stence of adequate infrastructural facilities and

services comes next. The importance of overall economic'plnnning policy

is also emphasized.
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Chart No. 3 " OUTSTANDING OF JAPAN'S OVERSEAS INVESTMENT

- BY INDUSTRIAL SECTOR

S ‘ AS OF THE END OF SEPT 1976
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GEOGRAPHIC DISTRIBUTION
. OF OUTSTANDING OF JAPAN'S OVERSEAS INVESTMENT

Chart No. 4

) North
Asia 4,911 America 4,297

Latin America
North America

17%

Middle
’ - Europe 2,714
2% East | 1,137
Accumulated
Europe Investment

15% million

17,783 us$
Oceania

Asia " .=
Africa 684

28% -/
Middle |
East
Note:

Meex Manufacturing
S-ue Services

R-~- Resources

Unit: millicn US$
Source: Ministry of Finance
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Table No. 1 QUTSTANDING OF OVERSEAS INVESTMENT
BY JAPANESE TEXTILE CORPORATIONS
AS OF THE END OF MARCH 1976

{No. of cases)

..."l_

! i o 1
Area Fiber making Textile. processing Apparel making - E Others : Total i
; : I
i
- |
Asia 22 1% 134 62" 113 ~ 8o® 15 58% 284 68%
Mid East - ) o 3 1 0 o 0 o 3 1
Africa 1 3 21 10 4 3 6 23 32 8
Europe 3 8 4 2 2 1 0 0 9 2
North America | . 1 3 16 8 15 11 0 0 52 8
Central &
South America 9 25 33 15 6 4 4 15 ‘52 1z
Oceania ) 0 4 2 1 1 1 4 6 1
- |
. 1 *2 :
Total 16 100 215 100 141 100 26 100 418 100 i

Remarks: *1 Silk raising included

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



Chart No. 5
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OUTSTANDING OF OVERSEAS INVESTMENT
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A PATTERN OF INTEGRATION

Chart No. 6 " OF TEXTILE INDUSTRY
‘ » - ST TTTTT T
- 7 1st stage 2nd stage Final stage i
.. ¥o. of .. Jlnvestment Possible - No. of Iavestment | Fossible | No. of Investment | Possible ‘
equipment | amount trade policy equipment | amount trade policy equipment | amount trade policy
Process S required required required
- _ o _ Free import Restriction of
Fiber making i ‘of fibers 1,000 1,000 import of
’ ' fibers
i
]
' . . ;
B ‘ Free import Restriction of Import ban
Spinning o of yarns 300 300 import of yarns +700 _+700 of yarns
. to ’
(1’000 Promotion of
export of yarns
- ) Restriction of ‘ Strict i Import ban of
. . . - o A EH N
< ¥Weaving & Dyeing 100 - 100 import of +200 +200 - | restriction ot +700 +700 fabrics
fabries (to ivport of to. ) Promotion of
300 . . . 1,000 :
fabrics . .
s . oo export of
‘ fabrics
RS W — o
Total 100 500 2,400
A




Chart No. 7

COMPARI SON OF OPERATIONAL PATTERNS
OF OVERSEAS INVESTMENT

S ey

American & BEuropean

Japanese

1960's

4 s —————— v+ % em e kie

Shave Ratilo

Partner

Type of manufécturing

Mapagerent

{Machinery & Equipment

Goods < Raw Materials

}

3

Products

Finance

100 % or cverwhelming majority

None or local partner
Mos{ly Fiber making

Almost exclusively depending
on local man-power

Purchase from wherever the
most ecomomical 1§ available

Mostly sold to local market

Predominently by interﬁal

furas

Majority of external funds

raised abroad at the risk of

the subsidiaries

H

Joint ventures commonly S50 :
basis

Japanese Trading Company and
local partner(s)

Mostly textile procekaipg,
partially fiber making

Japanese staffs take most of

1970's

§¢

top and middle management»poats

‘}quply exclusively from Japan

" Exclusively sold to local
narket

- Small caﬁifalization V
All borrowing supported by‘
guarantee by Japanese
shareholdérs

Minority

Japanese Trading Company, local
3A partner(s) and public shareholders

same as in 1960's
Japanese staffs stay as adviser

:} Purchase from wherever the best
condition is avallable

Partially sold to international

market
. used for: , S§urces:
? Land, Buildiugs 14%  Paid in 32%
Machinery, €5 capital
Equipuent & Long Term 58
Fixture borrowing
Initial Expense 6  Short Term 10
Opergtipg Funds 15 borreving
Total- 100 Total 106
( Source: The Export Import Bank of Japan)
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=

i ESTIMATION BY N.I.R.A. | ESTIMATION BY M.I1.T.I.
i "
END FY 1970 END FY 1974 END FY 1980 END FY 1980
Cumilative | Pércent Cumilative Percent Curmulative [Peércent Cumalative {Percent
i Amount  |distribution; Amount distribution; Amount “idistribution| Amount. distribution
. - - B R I LT S - e e
, ¥ining - 1,132 31.8 . 3,527 27.8 11,570 30.9 12,940 31.6
Resource
Total 1,427 39.9 4,230 33.4 | .14,140 31.&8 | 16,530 40.4
Textile 189 5.3 218 7.3 1,810 4.8 1,440 - 3.5
Chemical 80 1.7 634 5.0 2,460 6.6 3,830 9.2
Iron 138 3.8 635 5.0 1,850 5.0 2,700 6.7
Mamufacturing Machinery 68 1.9 307 2.4 1,070 2.9 600 1.5
Electric Apparatus 73 2.0 426 2.4 1,520 4.1 1,400 3.4
Total | 727 20.3 3,714 29.3 11,280 30.1 12,810 31.3
Commercial 412 11.5 1,549 12.2 4,200 11.2 2,560 8.7
Cormercizl Finance & Insurance 318 8.9 1,000 7.8 2,650 7.1 2,840 5.9
Total 1,422 ; 39.8 4,722 37.3 12,020 32.1 11,550 28.2
- ) i o .
Grand Total 3,577 l 100 12,666 100 37,440 100 40,920 100
Anmual Iovestment 912 2,398 5,620
. e L —-—s ol

Note:

N.1.R.A, -~ - National Institute for Research Advancement

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

-yl -



Chart No. 8

Stage A

Stage B

PATTERNS OF LIFE CYCLE OF DIRECT OVERSEAS INVESTMENT

Popular process of growth
yf_overseas affilintes

The affilié{es earn profits desplite of the high

production cost

{Training of workers)

As productivity increases or capacity expands,
the production cost lowered.

{Transfer of production technique)

in the intenSified competition, the affiliates

suffer from decreasing rateé of feturn

(Transfer of managerial technology)

Patterns of life cycle
of direct investment

Carrying out the investment project

l

Start of operation

|

Commencement of dividends

/

Recovery of invested capital

End of technology transfer

Actual reduction in Japan's invesiment

ratio

Transfer of management or lécalization

of top management posts

The affiliates corporations fadec away,
as capital, management and technology
transfered to the local side

f

I1f a radical policy is

adopted by the goveroment

If a gradualism is

- adopted

»

Note: Disceriptions in the parenthesis indicate assistance by the foreifgn affiliates to the industrialization

of the recipient couniry

vl



S BALANCE SHEET CONCERNING THE BCONOMIC AND
Chart Fo. 9 » ' SOCIAL FACTORS OF DIRECT INVESTMENT
"IN THE DEVELOPING COUNTRIES BY PRIVATE ENTERPRISES

si s , : ' K ) Negat o
(1) In-flow of capital ‘ - (1) Out-flow of capital
a) Correction of the balance of payments deficit v : - a) No immediate imi:roveﬁent due to increased import of capital
. goods
B) Inproveééﬁt 1n“ the investment-saving gap B) —

c) Iuprovu’»ént in the budget balance ¢) Too mich preferential tax treatment given to foreign affiliates
(2) Transfer of technology o ; {2) Monopoly of technology

(3) Improvement i1 huwan resources ' ‘ : IS ¢ 2 Spoiliné of human resources

—oam

a) Traininpg of workers A o ‘a) Introduction of bad customs

b) Training of tusiness managerfal personnel - , b)

¢} Cultivation of entrepreneurship ' c) Deprivation of investment opportunities by local enterprises

{4) %demiz&tioﬁ of‘ihe market systen 4) Coilapée of the traditicnal economic and soclial system

(5) Internationslization of the economy ' B €

(6) Acceleration of economic growth V ' ' V ' (6) -

a) Rise in the standard of income "a) Unfair distribution of income
5} Creztion of ;@ldﬁént o@ortthiii_ea v —

{7) lodernization of society {7) Change in the traditional value system



Chart No. 10-A

SURVEY ON OCCUPANT ENTERPRISES OF EXPORT
FREE ZONE IN ASIA

SQURCE : THE REPORT TO THE SYMPOSIUM ON EXPORT
' PROCESSING ZONES, OCTOBER, 1975, IN SEOUL, KOREA
BY THE ASIAN PRODUCTIVITY ORGANIZATION

(1) Hotivés'for investing in Export Processing Zones

189

(2)

3

(4)

(52

(6

(7

Competitive forces in the home and international markets

neceseitated the dévelopment of overseas low-cost production

‘baose for export back to the home country and other export

narketb

Securing, maintaining and/or developing a regional
production base, mainly to serve nearby markets

Necessity to complement other activities of foreign

investor, oa a local, regional or world basis

Securing, maintalning and/er developing of raw materials,

parte, components {or production at home country

Securing, mainfaining and/or developing host country market

Capitalizing on Kaow-Hows

Utilizztior of old mechinery

Erimary Motive

24

Not Ay

ble

20

21

bo

-



Chart No. 10-B

v

{11) Importance of all the facto}s foreign in#estofs corsidered for assessing inveutment climate of the host country as a whole \
Vg_x;y' Iggot;xgnt, Important Not Important
(1) Poriticdl asd economic stability B i 27 3 1
(2) Govermment incentives L B | .
- Duty-free imports . —— 23 s 2
o= taxation - e e ool Ce oo d --- 22 4 2
T ——. 6 '3 20
- tariff protecuon‘ : o o — 1 2 27
3 Infrastructure - ports highways, railmads, air trans;mrt, ‘
commnicatish, water smipply , S Cm— - 7 2
(4) Overall ecomomic planning poliey - 20 10 1
(5) Stable currency value ; - ' - 17 : 2] 5
(6) Overan interest of host country toward iore:lgn :Lmrestors —— ' 16 15 0 \
(7) Assistance by host country during and after establishment of ‘ 3
foreign firm e ——— 16 9 6 '
(8 Availability of skilled labor ) o --- 15 13 3
(E)) Existence of planned and operating industrial sites - — 12 15 3
(10) Ready avai*ability of foreign exchange . \ ) ——— 11 15 4
(11) Access to local finance : . ——— 11 13 €
(12} Existence of support facilities . _ J— 10 18 z
(137 Existence of training facilities for workers ; C—— 7 6 17
(14) Assistance in providing data and local information ——— 5 14 11 '
(15) Existence of marketing outlets in host country e 5 4 22 . -
(16) Existence of country with high technology indus£ries ' o _‘V - 4 9 17
(17) ZIxisting export markets 1n nearby countries !;‘ "‘  A» o -— 4 ‘9 14
(18) Gezeral living conditions A e 3 15 11
(19) Assistance hy host country in !easibility studies ——— 3 7 21
(20) Developed manufacturing base = o s e 2 20 8
(21) Existence of data~bank in the country - o fvf‘, o N e -2 19
2 22

(22 Assistance in arrangicg joint-venture partners J—





