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Second wave of Japanese invest nment

THE second wave of migration of Japanese conpanies to Mal aysia and ot her
countries in the region will not result in the hollow ng out of the
Japanese econony, Japan's former Vice-Finance Mnister for Internationa
Affairs Eisuke Sakakibara tells Hardev Kaur in an interview in Tokyo

Q The Japanese economy grew at 2.4 per cent in the first quarter. In
Decenber | ast year you had said that Japan's inherent strength has not
been recogni sed by the rest of the world. What do you have to say now?
A. That was anticipated but what we need to observe is the April-June
growth. During this period it may not be that strong

W are at a crucial juncture (of econom c recovery) and in terns of
policies we should not tighten either fiscal or nonetary policy.

We need to be very vigilant at this juncture. W do have basic strength
in technol ogy. But we need to carefully manage both the fiscal and
nonetary policy.

Q I n Decenber you said the underlying strength of the technol ogica
sector was strong and it manifested itself in the first quarter. \Were do
you see the growth conming fromin the next three to six nonths?

A: Mostly in plant and equi prent i nvestnent for the information and

t el ecommuni cation sectors. It is already happeni ng.

Bet ween January and March this year it (the information and
t el ecommuni cation sectors) turned out to be positive.

It is going to expand to other industries. What is uncertain at this
monent i s consunption.

Growt h should be reflected in higher earnings for corporations and
hi gher incomes for individuals and hi gher consunption. That has not
happened yet.

Q Wy is it that the Japanese are very cautious wi th spendi ng?
A: Part of that is culture. The other is perception of future
uncertainties.

Maj or structural changes are going on in Japan and especially in the
| abour market. Lifel ong enpl oynent is changi ng and gradual |y col | apsi ng.

This gives rise to uncertai nty anong enpl oyees and of future wage
i ncreases. That inhibits the consumer who will be |l ess vigorous in
spendi ng. To sone extent that is inevitable.

Q The US econony seens to be coasting along. Do you see it continuing to
act as the engine of growh for the rest of the world? Where will the
growt h come fronf

A: | don't think that the US can continue to grow at this rate. The US
econony which is growing at five to six per cent will probably sl ow down
to about four per cent in the year 2001.

The growth will have to cone both from Europe and Asia and it has to

cone from Japan.

Q Are you optimistic that Japan will be able to do this?

A. G ven clever managenent of the fiscal and nonetary policy, | think we
could do it.

But | ama little worried about the statenment on interest rates fromthe
Governor of the Bank of Japan.

Q Now that the Southeast Asia has registered a "V-shaped' recovery and
Mal aysia is back to registering growh rate of before the crisis but

I ndonesia is a different story. Do you think the region has really
recovered fromthe crisis and have we learnt any | essons fromit?



A | think we did learn a |l esson. Indonesia is differnet where the system
has col | apsed. But South Korea and Ml aysi a have | earnt and have
substantially changed their econom es.

Many of the countries are undergoing maj or structural changes. O course
the IT revolution is going to spread to this area as wel|.

It is noticeable that in the course of the last two years intra-regi ona
trade has increased quite dramatically.

Exports from Japan to the Asian region and i nmports by Japan have
i ncreased. The sane thing can be said of China and other Asean nmenbers. It
is atrend for the future - increased intra-regional trade and eventually
i ncreasing intra-regional dial ogue. That woul d probably strengthen the
foundation of this region
Q Prime Mnister Datuk Seri Dr Mahat hir Mhamad advi sed to Japanese
busi nessmen and entrepreneurs to have a second wave of nmigration to Asia
and Mal aysia to remain conpetitive.

A: | think so. W have done that in the 1980s. W had w t hdrawn sone

i nvestnents during the crisis but now sone Japanese busi nessnen are very
keen to increase direct investnents in Malaysia and the rest of Southeast
Asia. In order to conpete globally that is absolutely necessary.

G ven the informati on and tel econmuni cati on technol ogy as well as
conmput ers and managenent of manufacturing processes offshore we coul d
manuf acture very high quality goods outside Japan, in Ml aysia and
el sewhere. That is the basis for the second round of direct investnent.

I amnot worried about the hollowi ng out of Japanese econony. It would
|l ead to other high technology industries (to develop in Japan) and that is
i nevitable.

Q There are concerns that because the nature of enpl oynent has changed
and with the resultant unenpl oynent in Japan for the first tinme, Japanese
conpani es may be rel uctant now conpared with the 1980s to nove out. Do you
sense this rel uctance?

A. Yes, some conpani es are worried about unenpl oynent here. But | think
there should be major restructuring of the | abour nmarket in this country
anyway.

So | don't think that they should hesitate to go for direct investnents
in Asia. Sure, that nmay cause sone unenpl oynment in certain areas. But that
is inevitable. Delaying the process does not contribute to anything.

Q Were do you see the Asian Monetary Fund headi ng after Chi engmai where
a regi onal swap arrangement was agreed on? Are you nore positive now of
its future?

A: Chiengmai is afirst step in the right direction. What is inportant is
that in Chiengmai, China cane on board for the first tine. W need to
devel op the swap arrangenent for the region including China, and that is a
step in the right direction

But we al so need to push the trade and direct investnent negotiations.
We coul d have sone kind of intra-regional trade round and |iberalising
trade wi thin the Asian region

In this, the Japanese should play a | eading role. W should nake ngj or
sacrifices in areas such as agriculture so that the rest of Asia wll
benefit fromliberalisation

That (agriculture) has been a very difficult political issue that wll
continue to be a difficult political problem But we need to overcone this
political difficulty in order to enhance the growh of intra-regi ona
trade.

The growth of intra-regional trade and growh of intra-regional direct
i nvestnent would lay a nuch nore solid foundation for internationa
financial co-operation such as the proposed Asi an Monetary Fund and
possi bly help towards sonme kind of currrency arrangenent. That is how



Eur opean uni fication proceeded. W need to enphasi se both trade and direct
i nvest ment .

Q There has been reluctance for change, despite criticismnms including that
fromJoseph Stiglitz of the International Monetary Fund and the Wrl d
Bank. Do you see any light at the end of the tunnel regarding changes in
the international financial architecture?

A: There is sone progress but | amnot that optimstic. Wat we need to do
is to proceed on the regional front rather than hope that the gl oba
financial architecture would proceed as we want. That woul d be very
difficult.

There are sone national interests of the US involved. There are sone
national interests of some European countries involved and those are
different fromours.

Of course we need to continue to make efforts to inprove the
i nternational financial architecture, but at the sane tine we should work
qui ckly on the regional front. That woul d probably speed up di scussi ons on
the international financial architecture as well.

Q@ Do you see anything positive coming out of the Goup of Eight neeting
in Cinawa (July 21-23)?
A: | don't think anything concrete will conme out of it. They will probably
| eave some abstract agreenent on the inportance of IT and sone stat enent
of a digital divide and or IT revolution and a statenment that sonething
needs to be done to fill in the digital divide and gap.
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