
Chapter 2
Japan’s Industrial Structure: Forced
to Change (1973–1982)

1 The Evolution of Japan’s Trade and Industrial Policy
in the 1970s

1.1 Pursuing the Shift to a “Knowledge-Intensive” Industrial
Structure

The rapid growth of the previous decade had enabled the Japanese economy to
catch up with the world’s advanced economies and to overcome the constraints
imposed by periodic balance-of-payments deficits, a limit that Japanese economists
had come to call the “balance-of-payments ceiling.” By 1970, Japan was making a
structural shift to heavy and chemical industrialization, establishing amass consumer
society, and becoming amore open economy through trade and capital liberalization.
Also becoming apparent, however, were the stresses of such economic growth on
Japan, namely, rising prices, the twin problems of depopulation in the countryside
and overcrowding in the cities, and pollution. These prompted mounting calls for a
reconsideration of Japan’s growth-oriented policies. The year 1970 was noteworthy
for Japan internationally and domestically: the 1970 Japan World Exposition (Expo
‘70) in Osaka was the first World Expo to be held in Asia and showcased to the world
the fruits of the country’s economic growth; meanwhile, pollution issues dominated
proceedings in the Diet, which established the Environment Agency and adopted
regulatory measures to address escalating concerns about pollution.

InDecember 1969,MITI established a policy research group on industrial policies
for the 1970s chaired by the Director of the Policy Planning Office in the Minister’s
Secretariat. The group was composed of four subcommittees, one tasked with con-
sidering the overall picture, and the other three focusing on international economic
policy, domestic industrial policy, and policy regarding social overhead capital. After
more than a half-year of deliberations, the group’s summary report was released on
August 4, 1970. The overview beginswith the following enumeration of Japan’s prin-
cipal aims for the 1970s: “To secure for every citizen a life that is truly rich in human
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spirit, to contribute actively to the peace and development of the international com-
munity, and, as the essential foundation for both of these, tomaintain and enhance the
creativity and vitality of citizens.” Basic trade policy adhered to these aims and was
intended to contribute to their achievement with policies for both domestic industrial
activities and international undertakings. Domestic industrial policy was tasked with
the following:

a. Consumer life: securing a sufficient quantity of consumer goods and improving
their quality, ensuring stability in daily living, enriching leisure time, and other
measures.

b. Work environment: raising income, increasing the number of rewarding jobs,
assuring a safe and comfortable working environment, and shortening working
hours.

c. Social and natural environment: preventing environmental destruction, improv-
ing social overhead capital, enriching education, and other measures.

Realizing these aims would also require the achievement of certain conditions in
the international arena, including the formation of an international division of labor
corresponding to advances in the domestic industrial structure and of an international
economic environment favorable to the Japanese economy in other ways.

The report also addressed the ongoing problem of the relationship between the
government and the private sector and proposed the establishment of a comprehensive
system of trade and industrial administration that would respect the independence
of the private sector, provide coordination in sectors that could not be expected to
work together on their own, and develop the optimum mix of private sector and
government leadership.

The 1970 report was an early presentation of the framework introduced more
thoroughly in the May 1971 interim report of MITI’s Industrial Structure Council
titled Vision of MITI Policy in the 1970s. The interim report cited five major tasks
for administration of the industrial economy: (1) cultivating industry’s overall devel-
opment capacity and the foundations for that development, (2) making qualitative
improvements in the standard of living, (3) establishing a positive social and natural
environment, (4) expanding the number of rewarding jobs and assuring a comfortable
working environment, (5) developing the Japanese economy in cooperation with the
international economic community.

The report further submitted that for Japan to achieve these aims, macroeconomic
administration in the 1970s would have to shift its basic orientation from high-speed
growth to “growth-utilization.” The role and responsibility of industrial policy was
to achieve this growth-utilization style of economic management. Because Japan
had a market economy, that industrial policy had to be predicated on the maximum
utilization of market mechanisms, an issue that required detailed examination. In
other words, the industrial economy was facing changing conditions in the 1970s,
which resulted in a growing number of sectors that could not achieve the anticipated
results by relying on market mechanisms alone. Such sectors included both those
in which non-economic social effects were coming under question, including rural
depopulation and urban overcrowding, environmental degradation, safety, and job
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content; and those that might give rise to international issues, requiring policies to
minimize trade friction and promote active international cooperation.

With the clarification of these parameters, the goal of trade and industrial policy
for the 1970s became the promotion of “knowledge-intensive industries.”1 Major
changes in policy focus were under way, which led in turn to the need to reconsider
existing policies on industrial structure and organization. A novel and ambitious
approach was accordingly needed even with regard to the promotion of technological
development, not only to discover new industries but also to include the perspective
of enhancing the welfare of the people. There was, moreover, recognition of the need
for external cooperation as well as domestic policies, which required a review of the
fundamental approach to foreign investment.

1.2 The Turbulent 1970s: The Nixon Shock and the Oil Crisis

Just three months after the release of the interim report, international currency prob-
lems, long a source of concern, erupted, marking the beginning of a decade of tur-
bulence. The international environment was different from anything the Japanese
economy had yet faced. US President Richard Nixon adopted a “dollar-defense pol-
icy,” meaning the suspension of the gold standard for the US dollar, in response to
the economic strains caused by the quagmire in Vietnam. Japan was therefore forced
to raise the value of the yen, which had been fixed at 360 yen to the dollar for more
than 20 years. Given Japan’s persistent trade surplus, the yen appreciation should not
have posed a problem, but both government and business overreacted to the change.
Fearful that the yen’s rise would bring about an export slump that would in turn cause
a depression, the government sought to buoy the economy with an aggressive fiscal
policy driven by deficit bond issues. As a result, the money supply increased rapidly,
creating excess liquidity and spurring inflation. Wholesale prices, which had been
stable until that time, soared in 1973. Consumer prices, until then growing steadily
at somewhat over the 5% level, leapt as well, by 20%.

The first oil crisis, which followed the outbreak of the fourth Middle East war
and the “petroleum strategy” adopted by Arab oil-producing countries, cemented

1The 1960’s Vision, released in 1963, regarded the following as the principle tasks of industrial
policy: strengthening industry’s international competitiveness, which in policy terms meant it was
essential to “raise the level of the economic structure” and “promote the liberalization of trade”;
and with regard to manufacturing industries, supporting those sectors with high “income elasticity
value” and “rates of productivity increase.” In industries with high-income elasticity values, the
demand for goods increases more rapidly than income does. In industries with high productivity
increase rates, production efficiency improves rapidly and markedly due to capital investment. In
fact, the targets for policy supportwere presumed to be heavy and chemical industries and someother
materials industries. Underlying the recommendationswas the hidden premise that policies centered
on these industries would ultimately nurture manufacturing industries as a whole and thereby lead
to the successful modernization of the economy. Export promotion, too, was recognized as essential
specifically so that Japan could acquire the foreign currency it needed to procure raw materials and
other components overseas that were required by the country’s basic industries.
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the economic changes in Japan. In January 1973, the per-barrel price of oil was
US$ 2.6. Based on predictions of a moratorium on supplies if the tensions persisted,
it topped 3 dollars in October; after the war began on October 6, it rose to US$ 5.1,
and then soared to US$ 11 by January 1974. The rise in prices internationally for
agricultural products and raw materials had already been generating concern. Now
it escalated all at once to what was dubbed “frenzied prices.” Meanwhile, Japan was
experiencing an upsurge in land prices due to the speculative investing sparked by the
Kakuei Tanaka administration’s “archipelago remodeling plan,” and wages were up
by 20–30% following on the increase in prices. The impact of the oil crisis reached
every facet of daily life, setting off panic buying of necessities such as toilet paper
and detergent.

1.3 Policies on Industrial Structure in the 1970s

Given this upheaval in the international arena, Japan needed to secure a stable supply
of energy, in addition to addressing, as quickly as possible, the recession triggered by
the appreciation of the yen. Although the oil crisis had not been anticipated, earlier
organizational reforms had established an Agency for Natural Resources and Energy
to promote a comprehensive energy policy, and this proved convenient for addressing
the immediate disarray. But it was only after the second oil crisis, in the budgets of
1980 and 1981, that energy policy was given the highest priority. In the mid-1970s,
the emphasis remained on stabilizing domestic prices and improving consumer life.

So abrupt a change in the economic environment made it difficult for policymak-
ers to prioritize the Vision of the 1970s, but it is clear nevertheless that trade and
industry policy was based on the 1970s Vision throughout this time. Issues such as
the promotion of industrial technology temporarily took a backseat, but the effort to
establish a knowledge-intensive industrial structure continued without interruption.

Reference standards were established to serve as the basis for envisioning a
future industrial structure built on knowledge-intensive industries. These reference
standards included both those of the high-growth era—income elasticity and pro-
ductivity growth—and new ones: “standards on overcrowding and the environment”
and “standards on the content of labor.” In other words, the Ministry anticipated
the social demand for reduced reliance on scarce production factors and energy, and
for the realization of safe, comfortable and fulfilling workplaces. The 1970s Vision
was notable for its consideration of how to meet the social needs arising in newly
emerging sectors.

The followingwere cited as knowledge-intensive industries that could be expected
to deliver particularly high growth in the 1970s:

(a) R&D-intensive industries (computers, aircraft, electric cars, industrial robots,
nuclear power-related industries, integrated circuits, fine chemicals, new syn-
thetic chemicals, new metals, special ceramics, marine development, and
others.)
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(b) Advanced assembly industries (telecommunications equipment, office machin-
ery, computer-controlled machine tools, pollution control equipment, home
heating and cooling equipment, educational equipment, factory-produced hous-
ing, automated warehouses, large construction machinery, high-grade plant
engineering, and others.)

(c) Fashion-related industries (luxury clothing, high-end furniture, residential
furniture, electro-acoustic instruments, electronic musical instruments, and
others.)

(d) Information industries (information processing services, information provi-
sion services, education-related industries including video industries, software,
system engineering, consulting, and others.)

The Vision’s conception of the structural transformation ahead highlighted the
machine industries that would grow with heavy industrialization; it also envisioned
a shift “from hard to soft,” meaning a shift to industries that would contribute to
consumer life and the development of the welfare society.

However, the changes already under way in the industrial structure only acceler-
ated due to the yen’s appreciation and soaring energy prices. In particular, smokestack
industries such as petroleum refining, metal smelting, and production of vinyl chlo-
ride, other petrochemicals, and chemical fertilizers struggled with the sharp rise in
costs, despite repeated efforts at energy conservation.

These basic materials industries faced an array of challenges: high energy costs,
the difficulty of differentiating general-purpose products, substantial fixed costs and
therefore a heavy burden of interest payments when operating rates decline. They
were also at a disadvantage in price negotiations because so many of their consumers
were large users, and they were extremely capital-intensive.

As a result, MITI had to adopt measures to address recession in these industries,
while their declining position spurred changes in the industrial structure overall.

The shift to a knowledge-intensive industrial structure had originally been pro-
jected in the 1970s Vision as the next step for a mature economic power, but
the addition of energy conservation to the agenda made the country’s turn away
from smokestack industries that much more significant: machine industries began to
receive greater emphasis within the industrial structure.

This policy perspective meant that the priority at this time was on adjustments
to the domestic economy. International economic friction, although a concern, tem-
porarily took a backseat even as great changes continued to rock the international
environment.

This was because the balance-of-payments issue was temporarily obscured, first
by the Nixon Shock and yen appreciation, and then because of the surge in crude
oil prices, which was directly linked to import increases that masked the large trade
surplus. Domestic measures to counter the ill effects of the higher yen were accord-
ingly put in place, as were energy policies. After the first oil crisis, priority was given
to policies addressing skyrocketing prices. For the time being, longer-term policies
were shelved.
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2 The Vision of the 1970s and the Machinery
and Information Industries

2.1 Toward a Knowledge-Intensive Industrial Structure
and Machinery and Information Industry Policy

2.1.1 The New Machinery and Information Industries Bureau

In the reorganization of July 1973, MITI established the Machinery and Informa-
tion Industries Bureau. The new Bureau incorporated 10 Divisions previously in
the Ministry’s Heavy Industries Bureau: the Industrial Machinery Division, Cast
and Wrought Products Division, Electronics Policy Division, Information Process-
ing and Data-Processing Promotion Division, Electronics and Electrical Machinery
Division, Automobile Division, Weights and Measures Division, Aircraft and Ord-
nance Division, Vehicle Division, and Machinery Insurance Division. To these were
also added a General Affairs Division and an International Trade Division.

This reorganization was in line with the 1970s Vision’s recommendation of a
conversion to a “knowledge-intensive industrial structure.” The Industrial Structure
Council Machinery Industry Committee, to recommend concrete measures for the
1970s Vision, released an interim report, 1975–1984 Vision for the Machinery Indus-
try, while the Information Industry Committee issued an interim report in September
presenting the basic direction of policy for the machinery and information industry
(Hasegawa 2013, p. 19).

The Vision for the Machinery Industry stressed the strategic importance of the
industry as one “that is most suitable for our country and that is a frontier industry
with the potential to constantly bring forth new industries and products as science
and technology advance.” The Vision accordingly called for an active response to
the needs of the industry and active development internationally. The specific rec-
ommendations included: (1) strongly promoting the development of autonomous
technologies through the development of cutting-edge products such as electronic
calculators and aircraft, (2) promoting regularization and standardization, securing
the supply of rawmaterials, strengthening the foundations of small andmedium-sized
machinery producers, promoting engineering and the modernization of distribution,
and so on, to make the machine industry stronger and more efficient.

The Information Industry Committee’s interim report showed an awareness that
the expansion of information through the use of computer technology would in the
long term enable Japan to overcome such constraints as the industrial pollution,
environmental destruction, overcrowding, and depopulation that resulted from rapid
growth, as well as the resources and energy shortages that emerged in the oil crisis. It
pointed out that, in order to prepare the infrastructural foundation for the information-
based economy, it would be necessary to establish a smooth system for information
dissemination to enable the efficient advance of information processing and to train
people for developments in the information field. These approaches would enable the
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development of the computer industry and of the information management industry,
including areas such as software.

2.1.2 From the Electronics and Machinery Industries Law
to the Machinery and Information Industries Law

The legal basis for machinery and information-industry policy was the Law on Tem-
porary Measures for the Promotion of Designated Electronics Industries and Desig-
nated Machinery Industries enacted in March 1971 and based on the Industry Struc-
ture Council’s July 1970 “Report on the future of machinery industry policy: The
best path forward for the machinery industry in the 1970s.” Ninety-five machinery
models were covered by this law by September 1975, and plans for the advance-
ment of each of these brought about joint ventures, research and development, and
systematization.

The necessary capital was provided by the Japan Development Bank and the
Smaller Business Finance Corporation within special frameworks andwith favorable
interest rates. For fiscal years 1971–1977, 48.86 billion yen of the loans went to the
machinery industry and 16.555 billion yen to the electronics industry (Table 1). The
automotive parts and semiconductor industries were particular priorities.

At a joint meeting of the Machinery Industry and Information Industry Commit-
tees in October 1977, as the Electronics and Machinery Industries Law approached
termination, the Industrial Structure Council approved a report titled “The future
direction of the machinery and information industries and the formation of machin-
ery and information industry policy.” This report defined the role of the machinery
and information industries as follows: (1) to actively respond to new social needs;
(2) to respond to employment problems, including providing comfortable employ-
ment opportunities; (3) to respond to social demands, such as consumer issues; and
(4) to develop harmonious international economic relations (Hasegawa 2013, p. 32).

The first of these covered (1) planning for systems to supply social infrastructure,
including medical care, urban development, education, transportation, and informa-
tion needed in daily life, with the aim of achieving a higher level of social welfare;
(2) supplying the new tools required to overcome resource and energy problems, envi-
ronmental pollution, workplace accidents, and so on; (3) developing new products
to advance resource and energy conservation, minimize pollution, and to improve
safety in conventional as well as new machinery sectors. Because the machinery and
information industries were seen as key to Japan’s ability to respond to a wide range
of needs, their development was consistently a central policy aim, leading to the July
1978 Law on Temporary Measures for the Promotion of Designated Machinery and
Information Industries (Designated Machinery and Information Industries Law).

The new law, like its predecessor, was temporary legislation. It stipulated a seven-
year period of assistance in the form of subsidies and policy-based funding, based on
plans for upgrading hardware (equipment to promote testing and research, indus-
trialization, and rationalization) as defined by Cabinet Order. Although the two
laws took the same form, the new version established several new directions: first,
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Table 1 Loan under the Electronics and Machinery Industries Law, FY 1971–1977 (Unit million
yen)

Model Machinery industry Model Electronics industry

No. of
cases

Yen amount No. of
cases

Yen amount

(Production
rationalization
promotion
model)

(Production
rationalization
promotion
model)

Metal machine
tools

1 90 Measurement
devices for
electronics
applications

2 300

Transport
machinery

3 310 Electronic
medical devices

2 170

Pollution
control devices

2 300 Electronic
calculators (for
accounting)

6 785

Freezers, etc. 2 250 Calculators 4 455

Centralized
air-conditioning
systems

2 600 Multilayer
printed circuit
boards

9 525

Textile
machinery

5 195 Connectors 11 1,270

Civil
engineering
construction
machinery

5 740 Compound
semiconductor
elements

1 190

Agricultural
machinery

8 2,160 Piezoelectric
ceramic
elements

3 600

Plastics
machinery

1 200 Integrated
circuits

22 8,415

Sawmill
machinery

4 240 High-purity
silicon

9 1,660

Automatic
casting
machinery

1 70 Ferrite products 2 200

Automatic
packaging and
packing
machinery

1 30 (Industrialization
promotion
equipment)

Industrial
instruments

2 460 Semiconductor
integrated
circuits

4 1,350

(continued)
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Table 1 (continued)

Model Machinery industry Model Electronics industry

No. of
cases

Yen amount No. of
cases

Yen amount

Pollution-related
measuring
devices

5 175 Compound
semiconductor
materials

7 635

Railway cars 3 680

Nuclear
equipment

2 1,010

Cutting/grinding 5 580

Bearings 17 2,400

Precision molds 4 290

Oil pneumatic
equipment

21 2,720

Auto parts 160 30,850

Forged products 10 1,450

Cast products 20 3,060

Subtotal 284 48,860 82 16,555

Source Hasegawa (2013, p. 31)

within the machinery industry, it singled out for promotion those devices that inte-
grated electronics (computers); second, its Cabinet Order designations eliminated
the requirement that the target sector “contribute to labor-saving and other business
improvement activities” and added instead that it “contribute to rationalization of
resource use”; and third, it added the software industry as one of the areas targeted
by the new law.

The new Cabinet Order therefore targeted 88 industries, seven fewer than before.
The new law placed a greater emphasis on policies that treated the machinery and
information industries as a single unit. The two had remained distinct even after
the establishment of the Machinery and Information Industries Bureau, but from
FY 1979 forward, they began to be conceived of as united. The increased emphasis
on the electronics industry (especially semiconductors) is clear in the Designated
Machinery and Information Industries Law financing shown in Table 2.

2.1.3 Electronics Industry Promotion Measures

One particular issue facing the 1970s information industry was how to respond to
trade liberalization. Liberalization of the computer market began in July 1972 and
was complete as of April 1976. The main focus of industrial promotion policy there-
after was the development of a 3.5-generation computer that could compete with the
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Table 2 Loans under the Designated Machinery and Information Industries Law, FY 1978–1984
(Unit million yen)

Machine industry model Amount Electronics industry model Amount

Automobile parts 7,500 Compound semiconductor
elements

490

NCI machine tools 1,570 Semiconductor integrated circuits 46,600

Specialty steel screws 80 Connectors 50

Pneumatic/hydraulic instruments 900 Liquid crystal display cells 1,000

Valves 120 Electronic equipment materials 13,320

Specialty steel, carbide tools 270 Calculating computers 4,700

Forged products 1,000 Circuits/mechanical parts 9,180

Agricultural machinery 500 Integrated circuits 6,220

Metal/plastic processing goods 750 Devices with applications to
medical electronics

100

Light-water nuclear reactors 100

Railway cars 200

Machine tools 400

Subtotal 13,390 81,660

Source Hasegawa (2013, p. 71)

IBM (International Business Machines Corporation) 370 series. Based on the Elec-
tronics and Machinery Industries Law, a system for directing financial support to the
computer industry had been established in 1972, enabling the provision of subsidies
for the development of both computers and peripheral equipment (Hasegawa 2013,
p. 608).

Three groups of domestic computer manufacturers (Fujitsu and Hitachi; NEC and
Toshiba;Mitsubishi Electric Corporation andOki Electric Industry) received the sub-
sidies for computer development, which covered 50% of their costs. Manufacturers
of peripherals also received subsidies for 50% of costs. The 1978 law also clarified
that the software industry would be a target for support, and policies for nurturing
the computer industry were strengthened through such measures as user taxes.

Even with these measures, however, IBM remained the computer industry leader
in the late 1970s. MITI and industry stakeholders were shocked by the information
theywere getting about the newFutureSystem (FS)model beingdevelopedby IBMin
1974. The core technology of FSwas theVery Large-Scale IntegratedCircuit (VLSI).
VLSIs were expected to increase integrated circuit (IC) densities by 100 times or
more, bringing computer prices down to one-twentieth their existing level and the
unit price of computer processing down to one-third or even one-fifth its level. MITI
recognized that it would be difficult for domestic manufacturers to independently
develop IBM’s FS and VLSI counterparts because of the enormous expenditure and
risks involved, and determined that government subsidies were therefore especially
necessary for VLSI development. It also concluded that the domestic development of
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Fig. 1 VLSI research lab achievements and personnel. Soruce [II-7, p. 627]

computers equippedwith VLSIs would lower prices and thereby contribute greatly to
the advancement of small and medium-sized firms and economic society in general
(Fig. 1).

MITI therefore began to explore ways of supporting the endeavor in 1975 and
in March 1976 established the VSLI Technology Research Association to serve as
the core mechanism in the development of concrete policy plans (Hasegawa 2013,
p. 617). Subsidies covered 50% of the Association’s development expenses, and
from FY 1976 to FY 1979 MITI focused the necessary materials and talent as much
as possible on the two groups under the Association’s umbrella: Fujitsu–Hitachi–
Mitsubishi and NEC–Toshiba.

The VLSI project bore fruit, improving the semiconductor industry’s LSI man-
ufacturing technology and contributing to Japanese firms’ significant rise in the
64K DRAM and 1M DRAM industries. Factors in the success of this effort were
the clarity of the goals, the focus on the development of manufacturing technology,
the consistency of project organization and personnel with the targets set, and the
role played by the external environment in promoting R&D. In a related effort, MITI
introduced a five-year subsidy and other measures to promote the development of
fourth-generation computer technology based on VLSIs.

2.1.4 Promoting Software Development

The Information-Technology Promotion Agency (IPA), launched in October 1970,
played a central role in software promotion (Hasegawa 2013, p. 629). The IPA’s
concrete tasks were to outsource the development of particular programs and to
create a credit guarantee business. The first involved planning and developing the
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spread of “programs that particularly need development and the results of which are
recognized as having broad applications in business activities.”

For the technical infrastructure involved in program development, MITI advanced
a production technology development plan with a total budget of 7.5 billion yen for
FY 1976–1981 and outsourced business to the Joint System Development Corp
(JSD), a company established in April 1976 with funding from 17 major software
companies and 13 banks. This plan had several aims: (1) to resolve the Japan–US
software gap, (2) to modernize software production (improve the efficiency of the
development task), and (3) to secure the autonomy of the Japanese economy.

The second of these aimswas intended to address concerns that the labor-intensive
software development industry would face rising costs due to the soaring price of
labor. The technical development plan for software production as described above
produced programs based on four pillars: the “CPL-A language system,” the “pro-
gram module/database system,” the “CPL-B language system,” and “peripheral
related technology and related tools.” These enabled greater efficiency in software
design and manufacture so as to improve the productivity and reliability of software.

2.2 The Machinery Industry as a “Strategic Industry”

2.2.1 Measures on Automobile Pollution and Electric Vehicle
Development

While these efforts to build a knowledge-intensive structure were under way, the
industrial policy on the auto industry focused on (a) stronger exhaust-gas regulation
and the pollution prevention and safety assurances that had suffered from the soaring
gasoline prices, and (b) electric car R&D (Hasegawa 2013, p. 315). In a December
1974 report titled “The auto industry in 1985,” the Automobile Industry Subcommit-
tee of the Machinery Industry Committee suggested that measures should be taken
to resolve the problem technologically and that plans should be made for expanding
demand to a global scale through exports and overseas investment and for forward-
ing internationalization. While maintaining a strong export orientation, this report
also stresses the need for efforts to resolve the pollution issue. These ideas were also
presented in a March 1976 subcommittee report, marking a growing emphasis on
the need for a prompt response to pollution, safety, and energy issues.

Pollution and safety policy were also important policy issues in promoting the
automotive parts industry (Hasegawa 2013, p. 324). Amajor reason for the enactment
of the Electronics and Machinery Industries Law had been the “mounting demand
for greater harmony between industrial activities and people’s lives in areas such
as pollution and safety,” and among the automotive sectors designated under the
law were “automobile pollution-related measuring instruments, automobile testing
and inspection equipment manufacturing industry” and “the automobile parts man-
ufacturing industry.” These received loans and other policy support based on the
associated improvement plans. This area saw no change under the new law. When
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the Designated Machinery and Information Industries Law came into effect, support
for the parts industry—chiefly for improvements in quality and performance and for
cost reduction—narrowed its focus more specifically to pollution and safety. This
is a good example of the flexibility with which industrial promotion policies could
address changing policy objectives to respond to the demands of the times.

The development and diffusion of electric vehicles was promoted beginning in the
1970s as part of broader policies on next-generation automobiles. Since it was not
easy to develop electric cars comparable in performance to gasoline-powered cars,
policy support was offered through the “Large-Scale Project” framework (Hasegawa
2013, p. 373).2 A six-year R&D period from FY 1971 to FY 1976 was set for the
electric vehicle development project, with planned costs of 5.7 billion yen, delivery
of the first prototype at the end of three years, and trial production of an experimen-
tal car in the fifth year. However, because the firms that were to have undertaken
the research and development were not strongly convinced of the need to commit
manpower and funding to the enterprise, it did not produce the desired results. In
the process of identifying project goals, MITI established the Council on Electric
VehicleDiffusionMeasureswithin theMachinery and Information Industries Bureau
in October 1975 to consider measures for promoting the diffusion of electric vehi-
cles. The Japan Electric Vehicle Association (EVAssociation), established in August
1976, was tasked with promoting electric vehicles, and 10 firms together established
the Association for Research on Technology for the Standard Electric Automobile
in February 1987 with the aim of advancing R&D enough to produce an electric car.

In 1976, MITI also established the Electric Vehicle Association as a private advi-
sory body answering to the Director General of the Machinery and Information
Industries Bureau, and put together the Basic Plan for Promotion of the Electric
Vehicle (April 1977). Although this plan did produce an experimental electric vehi-
cle comparable in performance to the cars with internal combustion engines, its
market was expected to be limited until it could become more cost-effective. Pro-
posed uses for the time being included vehicles for milk and newspaper delivery,
which required low-noise emissions, commercial vehicles that traveled only short
distances each day, short-route buses and government patrol cars, as well as vehicles
used only within confined areas and requiring zero exhaust and low noise.

In addition, the plan set ownership targets for FY 1986 of 200,000 regular vehi-
cles and 50,000 vehicles for use only in confined areas. To realize these targets,
the plan urged (1) promoting technological development, (2) making the cars more
economical (3) establishing the necessary service systems, (4) improving the social
environment, and (5) education and PR activities through the EV Association men-
tioned above. Things did not proceed entirely smoothly, however, and even the new
plan issued in December 1983 after review did not put ownership within range of the
targets.

Subsequently, in its October 1991 Electric Vehicle Diffusion Plan, MITI began
exploring new approaches to achieving these targets, saying that it “hope[d] to see
further efforts by automobile, battery, and electrical manufacturers” and signaling

2See Sect. 4.5 for further information on “Large-Scale Projects.”
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thatMITIwould entrust the basic direction of development anddiffusion to the private
sector. An exception was made in the area of batteries, which required enormous
outlays of capital. MITI recognized the need for government to bear the risks of
development, and did so within the framework of the New Sunshine Project. This
plan contributed, through the rapid diffusion of fuel cells, to the spread of a new
generation of automobiles powered in part by electrical energy.3

2.2.2 Measures to Promote the Industrial Machinery and Engineering
Industries

Promotion policies based on these legal frameworks were advanced in other areas
as well, including machine tools, civil engineering and construction machinery,
chemical machinery, textile machinery, and agricultural machinery (Hasegawa 2013,
p. 197). Under the original law, specialized production systems and advances in sys-
tematization were developed to meet the plans for their specific industries, and inter-
industry cooperation was promoted as an especially important goal. The revised law
also recognized amortization of the “first quarter of the first year” as part of Mea-
sures for the Special Amortization of Important Complex Machinery such as high-
performance computer-controlled metal-processing machinery, high-performance
computer-controlled automatic design devices, and high-performance computer-
controlled facsimile storage and exchange devices. This understanding dated back
earlier than the 1978 revised law, having originated in the financing mechanism
created in 1975 to promote machine systems.

These loans sought to create new high-value-added products (mechanical equip-
ment systems) that could couple computers with other machinery based on mechan-
ical engineering. Various measures for subsidizing the machinery and information
systems were adopted with the goal of developing a more sophisticated machine
industry.

Despite the emerging trade friction in the latter 1970s, the engineering industry
showed little sign of it and was expected to become an important player in machinery
exports (Hasegawa 2013, p. 277). In the midst of the first oil crisis, when domestic
capital investment was sluggish, projects materializing in oil-producing countries
boosted the export of machinery and contributed to the goals of securing resources
and energy. MITI considered such exports, including soft services such as product
management, as business sectors and made promoting them a pillar of its export
promotion policies.

In November 1977, MITI established an engineering roundtable as a private advi-
sory body of the Machinery and Information Industries Bureau Director General.
Its interim report of April 1978 called for the development of financial systems and

3Having acted to introduce low-pollution vehicles, in July the Ministry of Economy, Trade and
Industry, the Ministry of Land, Infrastructure, Transport and Tourism, and Ministry of the Envi-
ronment worked together to formulate an “Action Plan for the Development and Diffusion of
Low-emissions Vehicles.”
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the standardization of both hardware and software in terminology and other areas,
to advance the engineering industry. MITI accordingly established the Engineering
Advancement Association of Japan in August 1978, through which to develop mea-
sures for strengthening technology development and reinforcing the creditworthiness
of the industry.

2.2.3 Nurturing and Advancing the Nuclear Power Industry

The nuclear power industry was another knowledge- and R&D-intensive- industry
that was expected to grow. It is a high-value-added industry requiring extremely
specific built-to-order plants and is also related to a broad array of industrial sectors
(Hasegawa 2013, p. 451). TheMachinery and Information Industries Bureau stressed
the development of nuclear-plant equipment during this period because the exacting
safety and reliability requirements in this field meant a need for policies ensuring
that due effort was made from the initial stages of production and manufacturing.

The expectation was that after the import of the first nuclear power plants, the
second-generation plantswould rely on domesticmanufacturing. Themeasures taken
to promote domestic production proved effective: by the early 1980s, most of the
machinery used in nuclear power plants was produced domestically (Table 3). Even
so, the level of technology assimilation at this stage was not regarded as sufficient. As
long as nuclear power plants reliedon imported technology, there remained thedanger
that prompt and appropriate technical judgments would not be possible in the event of
an atypical occurrence. Because Japan required strict oversight measures, especially
of radiation exposure, technical improvements were an important responsibility of
policy. This led to plans for improving and standardizing power plants and improving
the reliability of nuclear power generation.

The basic design of nuclear power plants entails the immediate shutdown of the
furnace whenever even small problems arise. Any suspension of operations increases
the costs associated with temporarily switching to thermal power generation. One
hundred fourteen such problems were recorded over the five-year period between FY
1974 and FY 1980. Of these, 40%were due to problems in design oversight, the most
common being stress corrosion cracking (SCC) and thermal fatigue. These issues
contributed to the recognition of a need for policy measures to address reliability and
quality assurance.

In February 1975, MITI established the Committee on the Improvement and
Standardization of Nuclear Power Plants and the Committee on Nuclear Power Plant
Standardization Surveys within the Machine Information Bureau. Their task was
to forward the improvement and standardization of light-water reactors, which were
expected to play a central role in nuclear power generation. The results of the commit-
tees’ investigations were issued in an interim report in April 1977, which presented
the basic concepts that should govern standard specifications: “Plantsmust be safe, of
course, but also improve reliability and capacity utilization, reduce employee expo-
sure to radiation, and implement maintenance and inspection [systems to ensure
that] human error would not be a factor.” Standardization of earthquake-resistant
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Table 3 Domestic production of nuclear power plants

Company name Power plant Ratio produced
domestically

Primary contractor

Nihon Genshiryoku
Hatsuden (Japan
Nuclear Power Plant)

Tōkai 35 GEC

Tōkai 2 51 GE/Hitachi

Tsuruga 55 GE

Tokyo Electric Fukushima Daiichi
Genshiryoku 1

56 GE

Fukushima Daiichi
Genshiryoku 2

53 GE/Tōshiba

Fukushima Daiichi
Genshiryoku 3

91 Tōshiba

Fukushima Daiichi
Genshiryoku 4

91 Hitachi

Fukushima Daiichi
Genshiryoku 5

93 Tōshiba

Fukushima Daiichi
Genshiryoku 6

63 GE/Tōshiba

Chubu Electric Genshiryoku 1 90 Tōshiba

Genshiryoku 2 94 Tōshiba, Hitachi

Kansai Electric Mihama 1 58 WH

Mihama 2 72 Mitsubishi Heavy

Mihama 3 93 Mitsubishi Shoji

Takahama1 61 WH/Mitsubishi Shoji

Takahama 2 90 Mitsubishi Shoji

Ōi 1 67 WH/Mitsubishi Shoji

Ōi 2 87 WH

Chugoku Electric Shimane
Genshiryoku

94 Hitachi

Shikoku Electric Ikata1 94 Mitsubishi Heavy

Kyushu Electric Genkai
Genshiryoku1

87 Mitsubishi Heavy

Source Hasegawa (2013, p. 455). The original material comes from Yamaguchi (1980, p. 10)

design, although also on the agenda, was left for future consideration because of the
great variety in local site conditions. On the assumption that steady progress would
be made in the improvement and standardization of light-water reactors, the com-
mittees continued to build a series of time-based expectations to serve as standard
specifications and eventually solidified their thinking on how to achieve a model for
light-water reactors that would be suitable for Japan’s specific circumstances.
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The “Interim report on light-water reactor improvement and standardization sur-
veys” issued byMITI inMay 1978 reported that the first three-year stage of improve-
ment and standardization had been completed in FY 1977, and that great strides had
been made both in improving the efficiency of maintenance and inspection, and
in reducing employee exposure to radiation. It also defined goals for the second
stage, including standardization of earthquake-resistant design and improvement in
load-following operating functions, and so on. While efforts continued to improve
automation and remote control, therefore, the scope of the standardization efforts
also expanded from nuclear-reactor steam-generation equipment to reactor building
and other areas. The results of this second stage were compiled in April 1981, and
the plan for the third stage was put into effect, to last until FY1985. Under this plan,
Japan would rely on international technological cooperation until it could build its
own reactors, including the core, as well as related equipment and systems. By the
third stage, Japan hadmade considerable strides toward achieving this goal (Table 4).

2.2.4 Promotion of the Aircraft Industry

The challenge for policy on aircraft-industry development in the 1970s was how
to develop a new commercial airliner to follow the YS-11, which was seen as “a
technical success and a commercial failure.” Among the issues was the question of
how to determine the demand target. As presented in the Aircraft Industry Council’s
1972 summary report, the decision was made to collaborate with Boeing Company
to develop a 150–200-seat twinjet aircraft (Hasegawa 2013, p. 482).

The Civil Transport Development Corporation (CTDC) was established in March
1973 to pursue this goal based on a combination of private-sector energies and
government subsidies. In April 1973, the CTDC entered into a Memorandum of
Understanding (MOU) with Boeing, and negotiations between the two continued
thereafter.

However, the spending cuts and changes in demand caused by the first oil crisis
in the fall of 1973 led to a reconsideration of the YX development plan itself. The
MOU contract was such that instead of following a joint development model, Japan
would participate in the developmental stages of Boeing’s process. Based on these
new negotiations, CTDC and Boeing signed the YX/767 basic business agreement
in September 1978, and full-scale development was under way. The US Federal
Aviation Administration (FAA) gave its approval to the prototype in July 1982, and
the development of the YX/767 concluded as planned.

Meanwhile, theMachinery and Information Industries Bureau began to define the
next policy issues in aircraft-industry development. This was based on the thinking
that next-generation development should always be in the works even before the
completion of the current model in order to ensure the industry’s sound development.
According to MITI’s explanation at the Aircraft Industrial Council meeting in April
1977, the 1980s forecast was for a market consisting of “Jumbo’s, Airbus aircraft,
new 200-seat aircraft, smaller new aircraft and to a certain extent the continued use
of existing aircraft,” which set the parameters for the central challenges of the next
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Table 4 Improvement and standardization plan targets and results

Reliability and
Capacity Utilization

Regular
inspection
period (when
repair work is
not under way)

Employee
exposure to
radiationTime

= use
rate

Facility-use
rate

Existing
plants

800,000–1,000,000 kW
grade

Considerable
variation among
plants

90–100 days Defined as
100%

1st plants
improved
and
standardized

800,000–1,000,000 kW
grade

About
75%

About 70% About 85 days About 75%

2nd plants
improved
and
standardized

800,000–1,000,000 kW
grade

About
80%

About 75% About 70 days About 50%

3rd plants improved and standardized – About 80% About 55 days About 40%

Examples of
improvement
policies

BWR Adoption of
anti-stress corrosion
cracking material for
improved core design

Adoption of
control-rod
kinetics with
automatic
switching
mechanisms
improvement
of refueling
machines

Introduction of
pipes for
automated
in-service
inspection;
adoption of
cobalt-free
materials

PWR Fuel improvement
(measures to counter
fuel assembly bow);
steam-generator
improvement

Development
of integrated
structure for
reactor vessel
lid;
improvement
of
fuel-inspection
system

Development of
steam-generator
manipulation
and mounting
device;
improvement of
nozzle for
steam generator
water chamber

BWR・ PWR Adoption of
improved
storage
containers
(1st-stage
improvement
measure)

Source Hasegawa (2013, p. 468). Original materials from Nihon Denki Kōgyōkai (1998, p. 128)
Note BWR Boiling water reactor; PWR Pressurized water reactor
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phase of policy. In April 1979, MITI asked the Aircraft and Machinery Industry
Council Committee on the Aircraft Industry for its opinion on the desired features
of a next-generation civilian aircraft dubbed “YXX.”

The Committee’s August interim report proposed aiming for medium-sized air-
craft of 100 to 150 seats. The Council continued to establish basic policies for this
goal, but meanwhile the CTDC, too, launched preparations for the YXX in June
1981. In March 1984, the CTDC (renamed the Japan Aircraft Development Cor-
poration or JADC in December 1982), together with Mitsubishi Heavy Industries,
Ltd., Kawasaki Heavy Industries, Ltd., and Fuji Heavy Industries Ltd., announced
the exchange of a first-stageMOU on the 7J7 development plan proposed by Boeing,
which would be their official co-developer. InMarch 1986 they entered into a second
MOU.

Policy support also went to the development of engines for use in commercial
aircraft (Hasegawa 2013, p. 511). The new effort began with the FJR10 jet engine
development project, which from 1971 to 1981 was counted among the Industrial
Science and Technology Agency’s Large-Scale Projects. The first period, ending in
1976, saw an investment of 6.8 billion yen in this area; an additional 1.3 billion
yen was budgeted for the second period, ending in 1981. Development progressed
accordingly.

Among the commercial aircraft engines slated to be put to practical use was the
XJB project (RJ500 development) that was launched after the conclusion of a Japan–
UK joint enterprise agreement based on consultation with British aircraft-engine
maker Rolls-Royce Limited in December 1979. The “Outline of the commercial
aircraft jet engine development subsidy” was settled on in November 1980, and the
government offered support in the form of subsidies. This project was carried on by
an international joint development enterprise comprising five countries and seven
companies doing joint R&D on the basis of a March 1983 contract and led to the
development of the V2500 engine.

3 Industrial Relocation and Pollution Regulation

3.1 Promoting Industrial Relocation Plans

3.1.1 Industrial Relocation Promotion Measures and Regional
Recovery

With rapid economic growth came the twin problems of overpopulation in cities and
depopulation in the provinces. In response to these challenges, MITI implemented
the Industrial Relocation Promotion Law and the Law of Public Corporations for
Industrial Location and Coal Mining Region Development (Takeda 2011, p. 11) in
October 1972.
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Records from 1972 show fully 72% of the country’s industry concentrated in the
Pacific Coastal belt, which constituted no more than 20% of Japan’s total land area.
The need for a reconfiguration of land usewas obvious. Regions needing relocation—
either inbound or outbound—were designated on the basis of this law in FY 1972,
but formulation of a concrete plan proved difficult.

A draft proposal was compiled in December 1975, and in July 1977 the Induce-
ments for Industrial Relocation were determined. The reason for the difficulty was
that the Federation of Economic Organizations (Keidanren), along with key indus-
tries such as steel, oil refining and petrochemicals, opposed the relocation measures.
Relocation ultimatelywas implemented through administrative guidance,which took
their opinions into account.

The July 1977 plan set numerical targets for each of the outbound and inbound
relocation areas. Beginning in FY1978, areas thatwere regarded as especially in need
of industry were designated “Special Induction Areas,” including remote prefectures
and those that had experienced structural decline (textile-producing regions, and coal
and other mining regions). Aggressive efforts were made to disperse industry within
these Special Induction Areas through higher subsidy levels and other measures.

Tax and financial incentives were offered to promote relocation. In addition, sup-
port was also offered to fund interest payments for local government bond issues and
loans for creating local industrial complexes, subsidies to municipalities and com-
panies for industrial relocation promotion, and for special corporate and third-sector
policy financial institutions (Table 5).

Because of changes taking place in the industrial structure during the implemen-
tation period, this plan did not produce the target results. Although industry in the
1980s left the designated “outbound” areas, they did not necessarily relocate to the
target “induction areas” but instead moved into undesignated areas. The industrial
base in outlying areas therefore remainedweak and did not showmuch improvement.
The Industrial Relocation Promotion Law was abolished in 2006.

Other efforts were made to promote regional development, including the creation
of regional Visions and the introduction of industry into agricultural regions. In
contrast to the relocation plan’s general focus on urban functions and the over-
concentration of industry in Tokyo, these policies were principally concerned with
correcting disparities among regions.

The firstVision for the agricultural regionswas presented in The Long-termVision
on Industrial Structure, adopted in September 1974 by the Industrial Structure Coun-
cil for implementation in FY 1976. It declared the need to envision the contours of
a future industrial structure specific to each region. This approach sought to correct
disparities not only in income, but also in the availability of appealing workplaces,
of the types of services found in urban areas, and of connections with nature. In other
words, it was concerned with enriching people’s overall living circumstances.
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Table 5 Long-term trends in industry site location (%)

1955 1965 1975 1985 1995 2003

Number of firms Metropolitan areas 58.2 58.9 49.2 48.1 45.2 45.6

Coastal Kantō 24.7 26.2 20.8 20 17.6 16.7

Tōkai 13.5 15.2 14.7 15.6 15.9 17.4

Coastal Kinki 19.9 17.5 13.7 12.5 11.7 11.6

Rural areas 42.9 41.9 51.5 52.6 55.4 55.1

Number of employees Metropolitan areas 60.2 62.1 54.5 52.3 49.8 48.6

Coastal Kantō 23.4 27.5 23.7 22.4 20 17.5

Tōkai 16.9 16.6 16.5 17.3 18.3 20.5

Coastal Kinki 19.8 18 14.4 12.5 11.5 10.6

Rural areas 40.7 38.6 46.2 48.3 50.8 52

Shipment of
manufactured goods
(total amount)

Metropolitan areas 64.9 67.6 60.9 58.6 55.5 53.9

Coastal Kantō 25.5 30.7 27.4 25.7 23.2 19.4

Tōkai 16.2 16.2 16.9 19.5 20.8 24.2

Coastal Kinki 22.9 20.7 16.6 13.4 11.5 10.3

Rural areas 36.8 33.7 40.6 42.4 45.2 46.8

Tangible fixed-asset
values

Metropolitan areas 63.9 54.1 53.7 52.3 50.2

Coastal Kantō 28.6 23.4 23.4 21.2 18.7

Tōkai 16.9 15.9 17 18.5 20.1

Coastal Kinki 18.4 14.8 13.2 12.6 11.3

Rural areas 36.1 45.9 46.3 47.7 49.8

Source Takeda (2011, p. 6)

3.1.2 Adjustments to Industrial Locations and the Establishment
of Infrastructure for an Industrial Environment

The “Outline on industrial bills,” compiled at the direction of MITI Minister Kakuei
Tanaka in July 1972, proved an opportunity to create a legal framework for ensuring
environmental preservation in cases of industrial relocation. The Law on Industrial
Location Surveys and Related Matters was revised and a new Factory Location Act
adopted in February 1974, leading to the establishment of regulations on location
(Takeda 2011, p. 155). The regulations were made in response to a recognition that
the worsening pollution in existing industrial districts and the progress of indus-
trialization and urbanization overall were damaging the balance with nature. The
rules on environmental preservation announced by the MITI Minister stipulated that
(1) production facilities could occupy only up to a certain ratio of the site area, and
that (2) notification reports had to be submitted for certain specified factories.
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MITI also carried out the Comprehensive Survey of Large-Scale Industrial Sites
and studies of the FY 1973–1981 expenses for coordinating all-round land develop-
ment. These were intended to help determine the optimal siting of industrial facili-
ties. It also developed measures to improve the factory environment, including noti-
fication reviews for specified plants, subsidies for the promotion of environmental
improvements in industrial parks, and surveys on improving the factory environment.

3.1.3 Securing Industrial Water

Measures governing industrial water had been implemented under the 1956 Indus-
trial Water Law to prevent the ground subsidence caused by excessive pumping of
groundwater for industrial use. Regulations based on regional designations for the
installation of industrial wells were implemented to address the expansion in target
areas and the need for shifts in water sources.

Thesemeasures were consistent with the strengthening of the regulations required
by the interim report of the Industrial Structure Council’s Committee on Industrial
Water Policy, summarized in “The basic direction of groundwater measures” of
November 1975. The law was not revised, but the measures were pursued in the
form of administrative guidance (Takeda 2011, p. 172).

In addition, the Industrial Structure Council once again took into consideration
measures to secure industrial water in the mid- to long-term through the compilation
of the June 1978 Plan for the Long-Term Supply and Demand of Industrial Water
and the August 1985 Interim Report on the Industrial Water Basic Policy Commit-
tee. This led to efforts to promote the construction of industrial water supplies, the
development of water resources, rationalization of use, and other measures. Large
subsidies for construction of an industrial water supply did not prove necessary,
because the relocation process stalled. Measures were instead adopted to respond
promptly to changes in the industrial structure: the Subsidy Framework for Small-
Scale Industrial Water Supply Expenses, for example, was established in FY 1985
to promote the construction of small-scale inland industrial water supplies to serve
locations with enterprises in advanced technologies, such as the IC industry.

Meanwhile, in the interest of rationalizing industrial water use, MITI conducted
“surveys of water consumption, by type, and surveys of the rationalization of water
use, by region.” Research was also conducted on sewage recycling as a possibility
for the future. The R&D of comprehensive water recycling systems launched in 1985
(Aqua-Renaissance ‘90 Project) was one such example. As a result of these efforts,
the FY 1999 surveys issued by the Environmental Protection and Industrial Location
Bureau’s Industrial FacilitiesDivision showed clear improvements in industrialwater
recovery rates and in water consumption (Table 6).
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Table 6 Industrial water demand and unit consumption

Item 1977 1982 1987 1992 1997 Notes

Delivery amount (1
trillion yen)

132 161 200 260 274

Area of site (10
thousand m2)

12,506 12,834 13,342 14,623 14,799

Number of facilities 54,392 55,207 58,154 60,974 55,386

Amount of water used
(million m3/day)

132 134 137 151 152

Amount of water
recovered (million
m3/day)

39 35 34 36 34

Recovery rate (%) 70.4 73.8 74.9 76.3 77.9

Unit of water used
(m3/day/100 million
yen)

99.8 83.1 68.7 58.1 55.5 by shipment

Unit of water
recovered (m3/day/100
million yen)

29.5 21.8 17.2 13.7 12.3

Unit of water used
(m3/day/thousand m2)

105.3 104.3 102.9 103.1 102.8 by site area

Unit of water
recovered
(m3/day/thousand m2)

31.2 27.4 25.8 24.4 22.8

Sources Takeda (2011, p. 191); MITI Environmental Protection and Industrial Location Bureau
2000. Kōgyō Yōsui Juyō Sōtei Chōsa Hōkokusho—Heisei 11 nendo Kōgyōyō Suidō Jigyō Chōsa
[Survey Report on Expected Industrial Demand for Water—FY Heisei 11 Industrial Waterworks
Project Survey]
Note The original source materials do not come with explanation, but the Recovery rate was 1—
water recovery volume/used water volume. The consumption rates are the amount of water used
and amount of water recovered, obtained by dividing the delivery amount and site area

3.2 Strengthening the Regulation of Pollution

3.2.1 Direct Regulation of Pollution: Air Pollution

The year 1970 saw the revision of the Basic Law for Environmental Pollution Control
by the “PollutionSession of theDiet” and the enactment ofmany regulations. In 1971,
the Environment Agency was established. Looking at subsequent environmental
policy from MITI’s point of view, environmental regulations appear to have been
implemented to harmonize with economic development.

Direct regulation of environmental pollution centered on air and water pollu-
tion while also addressing pollution in the form of noise, vibration, and offensive
odors. The regulation of nitrogen oxides (NOx) was particularly important in the
1970s because the increase in photochemical smog had emerged as a serious issue.



40 2 Japan’s Industrial Structure: Forced to Change (1973–1982)

The environmental quality standards enacted under Article 9 of the Basic Pollution
Countermeasures Law therefore included sulfur dioxide, carbon monoxide, and sus-
pended particulatematter, as they had before, and in 1973 added nitrogen dioxide and
photochemical oxidants. MITI meanwhile strengthened its regulations, for example
extending the application of the K-Value Regulations nationwide on the basis of the
Air Pollution Control Law (Takeda 2011, p. 225).

Sulfur oxide (SOx) is generated when the sulfur contained in fossil fuels such as
petroleum is burned. Sulfur oxide contamination thus became a serious problemwith
the rapid increase in petroleum-based fuel consumption. The government sought to
counter this trend by expanding the area subject to regulation and strengthening the
standards in March 1974 and introducing the Total Pollutant Load Control approach
in June (Takeda 2011, p. 229). Based on this action, prefectural governments estab-
lished regulatory standards on totals andwere enabled to ask factories andworkplaces
to comply with fuel usage standards. As shown in Fig. 2, these measures produced
such great improvements that by the early 1980s, sulfur oxidewas evaluated as hardly
a problem any longer.

Meanwhile, the first controls on nitrogen oxide emissions were implemented in
August 1973 in accordance with the environmental standards set by the Environment
Agency in March 1973. With developments in preventive technologies thereafter, a
second and third set of emissions regulations were established in October 1975 and
June 1977, expanding the facilities subject to regulation and revising the emission
standards themselves. Uniform nationwide regulationwent into effect with the fourth
set of emission regulations in August 1979 (Takeda 2011, p. 232).

Sul fur dioxide (ppm)

Nitrogen dioxide (ppm)
Suspended particulate matter
(ppm)

Carbon Monoxide (ppm)

Dustfall (tons/km2/month)
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Fig. 2 Changes in air pollution substance concentrations (Takeda 2011, p. 219). Sources Environ-
ment Agency,Kankyo hakusho [EnvironmentWhite Paper]. Study Group on Constant Atmospheric
Monitoring (ed) Taiki osen jōkyō [Japan’s Pollution Conditions].
Notes Sulfur dioxide, nitrogen dioxide, carbon monoxide: Ambient Air Pollution Monitoring Sta-
tions (APMS) annual average value; Dustfall: 7 constant monitoring stations; Suspended particular
matter: annual average value
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The validity of the environmental standards was questioned with the regulations
on nitrogen oxides. The April 1973 report of the Central Council for Environmen-
tal Pollution Control, which formed the basis for formulating the standards, was
criticized by industry and other sectors for (1) the insufficiency of epidemiological
surveys, (2) the underdevelopment of control technologies, and (3) the strictness of
the regulations compared with those in other parts of the world. In other words, the
stringency of the regulations was called into question from the point of view both
of science and of the aptness of the standards themselves. The Industrial Structure
Council stated in its December 1977 report that “targets that could not be achieved
had been set without any basis” and that “environmental standards should be set
to levels that can be realized, not to some ideal value.” The Environment Agency
reviewed the standards based on the Council Procedure Report and relaxed them
in July 1977 in consideration of the request made by Keidanren (Japan Business
Federation).

While revising the standards in the immediate term, the Environment Agency also
made it known that the newenvironmental standardswould be achieved in 1985 based
on the introduction of controls on total volume. This drew opposition from business
circles, but controls on total volumewere introduced to the Special TokyoMetropoli-
tan Zone and other areas including the cities of Yokohama and Osaka in June 1981.
Reducing auto emissions was difficult because automobiles were so necessary to
mobility, so MITI put its effort into developing regulations on other areas in order to
achieve the total volumes stipulated in the new controls. Its 1979 regulations applied
to trucks and buses, the 1981 regulations targeted light- and medium-weight gas-
powered vehicles, and the 1982 regulations established limits on heavy automobiles
using gasoline and diesel. Even with such measures, however, regulation of nitro-
gen dioxide proved limited in effect. Average concentrations, which had remained
largely unchanged after 1973, began to worsen after 1986. Results fell short of the
standards, particularly with regard to auto exhaust gases.

3.2.2 Direct Regulation of Pollution: Water Pollution

With regard towater pollution, environmental quality standards and effluent standards
were adopted under Article 9 of the Basic Law for Environmental Pollution Control.
Environmental standards set the criteria that were to be achieved and maintained
for the protection of human health and those for the preservation of the living envi-
ronment. The regulations based on the Water Pollution Control Law set nationwide
uniform criteria for wastewater discharged from certain factories, and recognized the
more stringent standards set by prefectures. By FY 1975, all prefectures had added
their own standards (Takeda 2011, p. 259).

With these regulations, about 70% of Japan’s water districts improved or main-
tained their existing levels of water quality from the late 1970s forward. Pollution
worsened in some closed water bodies, however, raising the question of whether
total volume controls would also be necessary to prevent further deterioration. Some
prefectures had already implemented total volume controls after 1973, based on the
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conclusion that regulations of wastewater concentration did not readily stop pollu-
tion. The Central Council for Environmental Pollution Control’s 1977 report, “The
total-volume control system in water quality,” approved this approach.

Because these measures applied exclusively to factories and business sites, MITI
argued that the Environment Agency should consider regulating domestic wastewa-
ter as well, rather than imposing the burden only on industry and business. The 1981
proposal by the Central Council for Environmental Pollution Control that a permit
system be established regarding company site locations drew particular opposition.
MITI sought to ensure that the regulatory measures not be too restrictive of the busi-
ness activities of small and medium-sized enterprises, and after difficult negotiations
with the Environment Agency, a regulatory framework was put into place.

MITI also undertook to raise awareness in order to promote corporate efforts to
address pollution problems, and put effort into the development of anti-pollution
technologies (Takeda 2011, p. 293). In 1973, the research institutes of the Agency
of Industrial Science and Technology undertook R&D on automobile emissions and
NOx air-pollution prevention technologies, and the following year began research-
ing technologies related to the prevention of water pollution as well. At the same
time, industry, academia, and government joined in the research and development
of electric cars and other projects through MITI’s National Research and Develop-
ment Program (“Large-Scale Projects”). MITI also promoted pollution prevention
by offering subsidies for the development of pollution-control technologies through
the Important Technology R&D Subsidy System, instruction on the formulation of
pollution-control plans, and national examinations for pollution-control specialists.

3.2.3 Waste Disposal Law and Waste Management Policy

TheWaste Disposal and Public Cleansing Law (“Waste Disposal Law”) was enacted
in 1970 to address the serious environmental pollution caused by waste disposal
and the diffusion of harmful substances. The law distinguished between industrial
and non-industrial waste, assigned responsibility for the former to the operator and
established disposal systems, and for the latter assigned responsibility for disposal
to the municipality. MITI thereby became responsible for providing guidance on
industrial-waste disposal and for promoting measures to recycle waste from con-
trolled substances (Takeda 2011, p. 395). Its concrete measures included preparing
industrial waste-disposal instruction manuals and establishing the Clean Japan Cen-
ter (CJC) Foundation in 1975 to develop a national campaign promoting resource
conservation and recycling.

The new pollution problem of hexavalent chromium ore (Chromium (VI) Com-
pound Slag) landfill disposal emerged in August 1975, generating strong public
concern, as did illegal dumping. In response, the Waste Disposal Law was amended
in June 1976, and regulatory measures were added to ensure the operator’s liabil-
ity, but awareness among businesses remained inadequate. MITI began to consider
establishing the tentatively named Recycling Promotion Act to (1) develop a recy-
cling system, (2) actively involve the government in the development of recycling
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technology, and (3) train and support business operators in recycling. The plan was
not soon put into effect, however.

Meanwhile, because municipal processing systems were not keeping up with the
increase and diversity of general waste, the idea arose of placing the waste-collection
burdenonbusinesses.Beginning in 1973,MITI began reviewing this issue in itsWaste
Recycling Committee and discussed the Polluter-Pays-Principle (PPP) wherein the
operators internalize the cost of disposal by including it in the product’s price. The
committee did not succeed in solving the problem of how the cost burden should be
structured. TheWaste Recycling Subcommittee of the Industrial Structure Council’s
Pollution Committee issued an interim report in March 1977 that called for the
formation of a resource-conserving industrial structure centered on recycling and
emphasized the need for legislative and policy measures to do so. Meanwhile, the
concern that PPP systems would become mandatory led to the voluntary promotion
of waste-reduction and reuse by industry. As of 1983, about 58% of the 220 million
tons of industrial waste generated was recycled, which, compared with the recycling
rate of 16% in 1975, represented significant progress. Nevertheless, as the problem
of illegal dumping became more apparent, MITI began to offer technical support
for the voluntary initiatives of business operators and to promote their awareness
through educational activities.

3.2.4 Measures to Address Paper Waste

Measures for dealingwithwaste paperwere regarded as significantmeans of reducing
the burden it imposed on the environment and of securing rawmaterials (Matsushima
2012, p. 172). Securing raw materials, energy conservation, waste reduction, and
protection of forest resources were among the reasons given in the 1981 Vision for
the emphasis on this area.

Based on the “Measures to promote the recycling and reuse of paper products,”
which was presented in October 1973 by the Consumer Goods Industries Bureau’s
Paper, Pulp and Printing Industry Division, concrete policies included the pursuit of
legislative measures as well as the establishment of public- and private-sector organi-
zations to undertake promotion campaigns. Legislative measures were not adopted,
but the Waste Paper Recycling Promotion Center was established in March 1974
with responsibility principally for (1) public relations and advertising businesses,
(2) debt guarantee businesses, and (3) warehousing businesses and the like. The sec-
ond of these was adopted because of the tiny scale of the recyclers involved, and
in 1975, the used paper wholesale business became a designated industry under the
Small and Medium Enterprise Modernization Promotion Law (established March
1963). Plans for its modernization were concluded in 1977, principally in order to
promote the development of waste-paper standards, sorting containers, and the like.
The industry was again given special designation under the same law in 1989 and
surveys were conducted on conditions in the industry.
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3.3 Environmental Impact Assessment Legislation

3.3.1 Expanding the Preliminary Surveys on Industrial Pollution

A Cabinet Understanding was approved in June 1972 to “pursue environmen-
tal assessments in order to promote environmental conservation in public works
projects,” and from that point forward, environmental assessments were to be car-
ried out based on specific laws and administrative operations.MITIwas involved first
in the Comprehensive Preliminary Survey on Industrial Pollution where it concerned
large-scale industrial development as part of the Factory Location Law, and second
in the July 1977 assessments on power development based on the decision of the
MITI Departmental Council (Takeda 2011, p. 323).

In areas pertaining to the Factory Location Law, MITI had since 1965 been pro-
viding administrative guidance and instruction to companies based on its forecasts of
future pollution, in the awareness that to forward the establishment of non-polluting
factory sites, surveys had to be conducted before site selection, and the necessary
anti-pollution measures taken. This “Preliminary survey on industrial pollution” was
an attempt to instruct companies and local public entities on planning the new con-
struction and expansion of factories based on field surveys and on predictions of
contamination drawn from both theory and experimentation.

The Law on Industrial Location Surveys and Related Matters was revised in
October 1973, reaffirming the role of these preliminary surveys in locating factories
with an eye to pollution prevention and strengthening the surveys both in content
and systemically. Where pollution prevention was deemed necessary based on these
surveys, the MITI Minister was empowered to designate certain districts, with due
consideration of the opinions of the Industrial Location Water Council, to require
local companies to submit pollution prevention reports and tomake recommendations
and issue orders as needed.

This use of the surveys required that forecasting accuracy be improved. MITI
pursued the development of computerized simulations. In 1969 it began developing
improved forecasting approaches to air pollution and in FY 1970 began doing the
same with water quality. The 1970s also saw the development of methods to predict
the impact of various contaminants, and these were absorbed into the preliminary
surveys. In FY 1985, MITI began developing methods to formulate long-term air-
management plans (LAMP) tomake regional industrial development plans consistent
with the preservation of the atmospheric environment. With “high-technology pollu-
tion” emerging as a new problem in the 1980s,MITI in FY 1986 created a database of
hazardous substances data and usagemanuals and decided to revise its environmental
regulations according to need. The LawConcerning the Examination and Regulation
of Manufacture, etc. of Chemical Substances (“Chemical Substances Control Law”)
was also revised in 1986 to promote further measures ensuring the safety of chem-
ical substances. Investigations of the environmental impact of high-tech industries
continued thereafter.
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3.3.2 Power Supply Sites and the Implementation of the Assessments

The Cabinet Understanding, “Concerning environmental conservation measures
related to public works projects,” was approved in June 1972. MITI did not have
jurisdiction over public works but it nevertheless decided to conduct Environmental
Impact Assessments on new power-plant construction in the Power Supply Devel-
opment Plan. The assumption was that these were large-scale developments that
would have a significant impact. In July 1977 a MITI Departmental Council Deci-
sion was issued on “strengthening environmental impact surveys and environmental
reviews of company locations,” and in 1979 MITI solidified its plans for surveys
and inspections and began carrying out administrative guidance. MITI would carry
out environmental inspections after obtaining environmental impact reports from the
power suppliers, and then would inform the public about the reports and seek the
opinions of local residents, which were to be reflected in the measures ultimately
adopted (Fig. 3. See Takeda 2011, p. 337).

The power industry took a cautious stance on the environmental assessment leg-
islation that would establish uniform rules but actively cooperated with MITI’s own
assessments. In July 1979, however, the Special Committee on Environmental Prob-
lems of the Federation of Electric Power Companies raised two issues. First, local
residents were concerned that acceptance of the environmental impact survey would
inevitably mean approval of the power plant’s construction, and this had made it
impossible to conduct the surveys themselves; furthermore, certain groups of people
had thereby been given a platform for insisting on a zero-impact plan. Second, there
was concern that unlimited liability could be imposed on business operators despite
the limitations of the forecasting methods. These concerns were consistent with the
views that shaped MITI’s cautious stance on the enactment of the environmental
assessment legislation.

Some years later, in 1997, the Electric Power Supply and Demand Subcommittee
of the Electricity Utility Industry Council compiled a report on the environmental
impact assessments for power-plant construction. It explained that whereas the pub-
lic works environmental assessment system required operators to create assessment
reports while hearing the opinions of the relevant prefectural governors, power-plant
assessments were handled differently.MITI undertook its inspections by utilizing the
know-how of administrative inspectors and taking into account the expert opinion
of the Environment Inspection Board and completed the inspection after compre-
hensive surveys had been conducted by the Environment Agency and the relevant
prefectural governors in the Electric Power Development Coordination Council. The
report pointed out that these inspections prioritized the regulatory system of the Elec-
tricity Utility Industry Law and that many exceptions were made to related laws and
regulations, but judged the environmental assessments to have been appropriate,
given the environmental conservation aim. The report gave particular praise to the
fact that the power-plant assessment surveys were more extensive than those based
on Cabinet decisions, and that the array of items subjected to predictive evaluation
was broader than those of other countries. This latter fact was singled out as being
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particularly excellent. The power-plant assessments were reorganized so as to be
included under the Environmental Impact Assessment Law.

3.3.3 Problems Concerning Environmental Assessment Legislation

Meanwhile, the December 1972 interim report of the Central Council for Environ-
mental Pollution Control strongly urged the establishment of environmental assess-
ments and the improvement of the assessment implementation system (Takeda 2011,
p. 351). This gave rise to complications between themovement to legislate the assess-
ments and the opposition to that legislation, which remained a political issue for a
long time.

Industrywaswary for several reasons. First, they feared that power-plant operators
would bevulnerable to subjective judgments if the onlymattersmandatedby lawwere
the procedures themselves, and neither the items for evaluation nor the predictive
methods had yet been established. Second, they were concerned that seeking and
reflecting the opinions of local residents would unduly delay the development of the
plants. Third, they argued that environmental impact assessments should be based
on comprehensive evaluations of both economic and social impacts, including the
effective utilization of land and improvements in public well-being.

In February 1975, MITI summarized the opposition to the Environment Agency’s
Environmental Impact Assessment Bill as follows: first, the environmental assess-
ment items, forecasting methods, evaluation criteria, and other points in the draft
bill were seen as extremely unclear, raising the concern that the burden on business
could expand limitlessly based on local residents’ demands; second, if the procedures
for local residents’ participation in siting public works and factories were regulated,
that could mean that even a mere procedural error could subject the factory location
plan to litigation. While submitting these objections, MITI meanwhile proposed at a
May 1975 meeting of the Factory Location and Industrial Water Council that assess-
ments be carried out based on the Factory Location Law. This proposal placed strong
restrictions on participation by citizens. The two ministries’ drafts of environmental
legislation thus differed significantly on this issue.

In other words, following the Cabinet Agreement of 1972, Environmental Impact
Assessments were carried out through ministerial administrative procedures, but
there were no clear criteria stating which actions and what stages required assess-
ments, and in particular, no procedures were in place for seeking opinions from local
residents. Citizen participation was envisioned as a central element of the system,
based on the judgment that systems were needed both for the plant operators to
conduct self-assessments of the environmental impact and for citizen opinion to be
heard.

Efforts were therefore made to establish a direction for the legislation, centered
on the Environment Agency. A liaison council was established in 1976 composed of
bureau directors from the Environment and National Land Agencies, MITI, and the
Ministries of Agriculture and Forestry, Transport, Construction, and Home Affairs,
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but coordination among themproveddifficult. In 1978, the effort to coordinate the var-
ious points of viewwas shifted to theLiberalDemocratic Party (LDP), but submission
of the bill was still considered premature in April.

The report submitted by the Central Council for Pollution Control in April 1979
said that the system of environmental impact assessments based on ministry and
agency administrative guidance and regulations was generating needless confusion,
that the variations in procedure were causing a lack of clarity, and that uniform rules
were essential. The report therefore called for prompt legislation. The content of the
suggested legislation, as compared with the Environment Agency’s existing drafts,
reflected the consultations that had taken place among the various government offices.
Prime Minister Masayoshi Ohira showed strong motivation to enact legislation as
suggested in this report. The draft bill of late April 1981 did not include power plants.
This was a political decision, based on the opposition of the business world and of
MITI to including them in the location assessment targets. However, the bill met
with opposition from within the LDP and the exemptions drew the objections of
the opposition parties, leading the bill to be scrapped in 1983 without deliberations.
Although local governments requested legislation and the government considered
resubmitting the bill in 1984, the LDP decided not to submit it for deliberations
due to business concerns that lawsuits would multiply. Legislating environmental
assessments remained a challenge.

The Environment Agency therefore called for administrative measures that would
be based on the main points in the bill. A Cabinet Decision was taken on Implemen-
tation of Environmental Impact Assessments in August 1984, and the Environment
Impact Assessment Outline was thereupon put in place (see Fig. 4).

In outline, the plants subject to assessment would be those that were either oper-
ated or licensed by the national government, that were large in scale, and that had
a significant environmental impact, and the operators would create environmental
impact statements, taking into account the opinions of the residents and the applicable
governor and mayors.

Business operators were not subject to any binding authority, however, so it was
expected that they would try to influence the views of residents and others. After
nine years of expending enormous energy trying to produce a bill, the end result
was that environmental assessments were handled administratively, based on a Cab-
inet Decision. MITI remained cautious about legislation and ultimately its thinking
prevailed.

3.4 Strengthening Policies on Industrial Safety

3.4.1 Promotion of Security Measures for High-Pressure Gas

In the early 1970s, owing to advances in the petrochemical industry, the rules of
the existing High-Pressure Gas Control Law were no longer compatible with actual
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conditions (Takeda 2011, p. 539). Huge plants were being constructed, and lique-
fied petroleum gas (LPG) was being consumed in homes. Most significantly, the
petroleum industry had frequent accidents, notably one in 1973 at the Idemitsu
Co., Tokuyama plant; comprehensive safety inspections were thereupon carried out
at 16 facilities. Meanwhile, the High-Pressure Gas and Explosives Safety Council
issued a report, “Regarding the high-pressure gas security system of the future” (July
1974), which presented plans for changing the existing safety system based on self-
monitoring by operators, and the High-Pressure Gas Control Law was revised in
May 1975. The revisions included the following: (1) strengthening the organizations
responsible for safety management, (2) strengthening hazard prevention regulations
and safety education plans, (3) regulations on specific equipment, (4) regulations
on LP gas containers, etc., (5) strengthening the high-pressure gas safety insurance
organizations, (6) strengthening regulations on production notification systems, and
(7) amending the scale of fees and fines. The fifth of these was intended to strengthen
the public character of the organization through government investment in the High-
Pressure Gas Safety Institute that had been established in 1963. As for the security
provisions mandated by the revised law, policy-based loans were made to busi-
ness operators. Additionally, the Law on the Prevention of Disasters in Petroleum
Industrial Complexes and Other Petroleum Facilities was enacted in December 1975
and MITI undertook a two-year process, beginning in 1977, to create a plan for
earthquake-resistant design standards for petroleum complexes.

During this same period the Law Concerning the Securing of Safety and the
Optimization of Transaction of Liquefied Petroleum Gas was revised, based on the
August 1977 report by the High-Pressure Gas and Explosives Safety Council, and
the regulations concerning LP gas sales companies and equipment contractors were
strengthened. In addition, the Law Concerning the Supervision of Specific Gas Con-
sumption Equipment, enacted in May 1979, required installers of gas equipment
to be certified, while MITI, too, began emphasizing measures to prevent gas leaks,
and launched a leasing system for alarm machines in May 1977 as well as setting
technical standards for the alarms.

3.4.2 Measures to Prevent Mining Pollution

The urgent problem of pollution frommetal mines involved not only operating mines
but also mines that had been abandoned. Therefore, in addition to the mine pollution
prevention measures based on the Mine Safety Law, the Law on Special Measures
for Mine Pollution Caused by the Metal Mining Industry went into effect in July
1972. Based on this measure, the MITI Minister formulated basic policies for mine
pollution prevention while the holders of mining rights and mining leaseholders
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formulated their own such plans, and the Metal Mining Agency of Japan (MMAJ)
was to accumulate a funding reserve in order to cover the cost of operations to prevent
pollution from abandoned mines (Takeda 2011, p. 617).

Meanwhile in 1970, the Mine Safety and Inspection Bureau (Department) had
begun conducting a series of surveys of the abandoned heavy-metal mines that
seemed in the most urgent condition. MITI took the survey results seriously and
decided to establish a subsidy system in 1971 to assist with the costs of construc-
tion to prevent pollution at abandoned mines and also subsidized a portion of the
costs of such construction at mines run by local public entities. In addition, the July
report on the June 1974 inquiries to the Mining Industry Council titled “Policies on
accumulated pollution from metal and other mines” said that the existing policies on
“accumulated mining pollution” were inadequate and recommended the following
concrete measures: (1) the national government should cooperate with local public
bodies in cases where no one is responsible for eradicating the pollution, as, for
example, at abandoned mines; (2) the financial burden of local public bodies should
be greatly reduced; (3) where operators were unable to bear the costs, the national
government should take that into account. In response, MITI expanded the mine
pollution-control subsidy system for abandoned mines in FY 1973.

In FY 1975, MITI began implementing measures to reinforce metal mining,
through guidance and support of design and management, either where the mines in
question were large in scale and run by local public bodies, or where the construc-
tion required for pollution-prevention was on a very large scale or was technically
problematic.

The August 1952 Extraordinary Law on Coal Mine Pollution Recovery and the
June 1963 Law on Extraordinary Measures on Compensation Collateral for Coal-
Mining Pollution (renamed in May 1968 as the Law on Extraordinary Measures for
Compensation, etc., for Coal Mine Pollution) became the legal framework govern-
ing pollution policies pertaining to coal mining and was extended several times for
10-year periods. The reason for the extension was the difficulty in completing the
process within the time stipulated by the long-term plan. Through its national sur-
veys of the volume of mining damage, conducted over a two-year period beginning
in July 1979, MITI ascertained that the mining damage was equivalent to the total
mining damage in 1972, and it therefore extended the measures to facilitate pollu-
tion abatement. Based on the Coal Mining Council’s February 1971 report, MITI
aggressively pursued the early and final resolution of the cumulative mining damage.
On the premise that rationalization and improvement in administrative and financial
efficiency would be taken into account, MITI would undertake to implement the
measures systematically and efficiently.
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4 The Challenge of Stable Energy Supplies
and the Development of Industrial Technology

4.1 The Two Basic Laws on Oil

4.1.1 Responding to the Oil Crisis

Prices of crude oil (Arabian Light) more than tripled in less than half a year in the
first oil crisis that began in October 1973. This also triggered the transfer of the right
to determine crude oil prices from the European and American oil majors to the
oil-producing countries. Following the second oil crisis of January 1978, crude oil
prices doubled between 1979 and 1981 due to price increases by the Organization
of the Petroleum Exporting Countries (OPEC).

These crises made the stable supply and volume of energy a top priority and
spurred interest in energy conservation measures and policies for introducing alter-
natives to petroleum. In the medium term, crude oil prices fell after OPEC lowered
the official price by five dollars per barrel in 1983. The soaring price of crude oil
had led non-OPEC countries to increase their production of oil, and Saudi Arabia
abandoned its role as swing producer (adjusting production) in July 1985. In that
sense, the policy question of how to address the crisis was temporary.

Nevertheless, the comprehensive energy policy system that had been developed to
decrease Japan’s dependence on oil exerted a significant influence on public policy.
The policy had three pillars: (1) securing a stable supply of oil, (2) promoting the
development and introduction of petroleum energy alternatives, and (3) promoting
energy conservation. This represented a shift from the rapid-growth era’s pursuit
of “abundant, inexpensive, and stable” supplies to “securing a stable supply as the
priority policy issue.”

In other words, “energy security” (ensuring the stable supply of energy) became
one of the so-called 3 E’s of energy policy, along with “environment” (adapting it to
the environment) and “economy” (utilizing the market principle). This remained the
case into the twenty-first century.4

As mentioned earlier, the Natural Resources and Energy Agency, established as
a MITI affiliate in the July 1973 organizational reform, played the role of promoting
a unified energy policy. The organizational reform had been based on the Industrial
StructureCouncil interim report, which had laid out the need for a comprehensive and
integrated approach to (1) the expansion of the economy and concomitant increase
in demand for energy resources; (2) the changing conditions of resource and energy
supplies; and (3) the establishment of comprehensive natural resources and energy
policies (Kikkawa 2011, p. 41).

4Takeo Kikkawa 2011. Tsūsho Sangyō Seisakushi, vol. 10 Natural Resources and Energy Policy
highlights this point in particular. It was at the end of the 1980s that the emphasis was placed on
the second E, “Environment.”
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4.1.2 The Two Basic Laws on Oil

The Kakuei Tanaka Cabinet, which decided on the Guidelines for Emergency Mea-
sures for Oil at the November 6, 1973 Cabinet meeting, called for conserving con-
sumption. At the same time, it took up urgent legislation to prevent unfair profiteer-
ing and the spread of inflation due to piggybacking price hikes, and established the
Petroleum Supply and Demand Optimization Law and Act on Emergency Measures
for Stabilizing Living Conditions of the Public (the so-called Two Basic Laws on
Oil) (Kikkawa 2011, p. 120).

TheLawonOptimizingOil Supply andDemand stated (1) that the PrimeMinister,
following on a decision by the Cabinet, would implement measures to deal with the
shortage of oil supplies, and (2) that MITI, following on the said Cabinet decision,
was responsible for notifying petroleum contractors of the oil supply targets and
of the plans for the production, import, and sale of oil. The authority was given
to the MITI Minister to make changes, if necessary; it was also declared that oil
consumers should not use more petroleum than the quantities specified by Cabinet
order. TheMITIMinister was further given the authority to order the implementation
of restrictions on sales methods in order to conserve the use of light oil, and likewise
to order the sale and delivery of oil to oil dealers to ensure a “supply of petroleum to
businesses and activities indispensable for the protection of the people’s lives.” In this
way the government (MITI) was given powerful controlling authority, a reflection of
the sense of crisis in the government and related organizations.

Although the emergency measures themselves were removed as of September 1,
1974, efforts to stockpile oil proceeded, and technological development was under-
taken in energy-savings andnewenergy.Thiswill be discussed in greater detail below.
The Petroleum Reserve Law enacted in December 1975 required oil companies to
maintain oil reserves.

The law was enacted in response to international obligations. The International
Energy Agency (IEA), which was established in November 1974, required mem-
ber countries to maintain petroleum reserves: private oil companies were required
to maintain a 70-day stockpile of petroleum, and following the second oil crisis,
that requirement was raised to 90 days’ worth. Meanwhile, the Japan Petroleum
Development Corporation Law was revised to become the Japan National Oil Cor-
poration Law in June 1978 in order to enable national government organs to stockpile
petroleum, with the Japan National Oil Corporation bearing responsibility for build-
ing the reserve. As demand for LPG rose in the 1980s, LPG reserves also began to be
considered a priority, and in 1991, the Petroleum Reserve Lawwas revised to require
private LPG importers to stock a 50-day supply of imported LPG.

The November 1976 Act on the Quality Control of Gasoline and Other Fuels
required distributors to be registered and to carry out quality control measures.
The Advisory Committee for Energy’s Petroleum Subcommittee issued a report
in December 1975 titled “About petroleum refining and sales” out of the desire to
see the consolidation of primary distributors. Structural reform along these lines was
sought because light-oil distribution companies were struggling, and the distribu-
tion of low-quality light oil was becoming a social concern. Thus, in the face of
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the challenge of the oil crisis, policy evolved from the adjustment of demand that
accompanied legal measures, to long-term policy making aimed at a stable supply of
energy, as for example in the June 1979 Act on the Rationalization of Energy Use.

4.1.3 “The Energy Stabilization Policy of the Showa 50 s [1975–1985]”
Report

After the 1973 oil crisis, the first comprehensive examination on how best to
implement energy policy was undertaken by the Coordination Subcommittee of
the Advisory Committee for Energy beginning in February 1974 (Kikkawa 2011,
p. 67). The subcommittee was tasked with considering (1) prospects for the primary
energy supply in FY 1980 and FY 1985, and (2) international energy strategy and
the securing of financial resources.

The interim report “Energy stabilization measures, 1975–1984” was compiled in
August 1975, presenting the four pillars of energy stabilization policy: (1) reduction
of dependence on oil and diversification of non-petroleum energy, (2) securing the
stability of petroleum supply, (3) promotion of energy conservation, and (4) promo-
tion of research and development of new forms of energy (see Table 7 below). MITI
evaluated the measures on supply and demand as a whole and determined the desired
allocation of energy conservation and of various supply capabilities from the point
of view of achieving a stable supply of energy. This approach differed slightly from
prior versions and represented a new philosophy aimed at securing a stable supply
of energy through diversification of energy sources and energy conservation. The
report was also notable for raising awareness that the cost burden of developing the

Table 7 Changes in domestic energy supply sources

Primary energy source (%) Total volume
of energy
supply

Coal Oil Gas Hydraulic
power

Nuclear
power

New energy
sources,
other

10 billion
kcal

1965 27.0 59.6 1.2 10.6 0.0 1.5 168,909

1970 19.9 71.9 1.2 5.6 0.3 1.0 319,708

1975 16.4 73.4 2.5 5.3 1.5 0.9 366,224

1980 17.0 66.1 6.1 5.2 4.7 1.1 397,199

1985 19.4 56.3 9.4 4.7 8.9 1.3 405,323

1990 16.6 58.3 10.1 4.2 9.4 1.4 486,310

1995 16.5 55.8 10.8 3.5 12.0 1.3 543,909

2000 17.9 51.8 13.1 3.4 12.4 1.3 558,651

2005 20.6 49.8 13.9 3.0 11.4 1.3 565,087

Source Odaka (2013, p. 398)
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Table 8 Changes in secondary energy distribution

Secondary energy consumers % Final
consumption
amount

Manufacturing Distribution
and
services

Transportation Household
costs

Non-energy
uses

10 billion
kcal

1965 62.5 7.4 17.6 9.9 2.7 108,537

1970 64.5 7.7 16.2 8.7 2.9 211,226

1975 59.3 9.6 18.4 10.2 2.5 251,083

1980 55.2 10.0 20.8 11.4 2.6 264,541

1985 51.2 10.7 21.8 13.6 2.7 270,545

1990 49.8 11.3 23.0 13.1 2.7 322,870

1995 47.3 12.2 24.1 14.1 2.3 358,795

2000 47.4 12.5 24.1 14.0 1.9 375,740

2005 46.3 12.7 24.5 15.0 1.4 369,975

Source Odaka (2013, p. 419)

oil stockpiles and new energy sources needed for a stable supply of energy would be
borne by the beneficiaries.

Furthermore, in relation to downgrading the earlier policy aim of maintaining
“low-cost energy,” the report pointed out that keeping energy prices low over the long
term would weaken the energy industry and thereby compromise the foundations of
a stable supply of energy. It further noted that while other countries were beginning
to relax their environmental regulations in order to promote energy conservation, one
of Japan’s national goals remained stronger regulation. In other words, it pointed to
a number of contradictions among the various policies and called for consensus to
be formed among the people as quickly as possible (Table 8).

4.1.4 The Basic Thrust of Comprehensive Energy Policy

On April 25, 1975, the Ministerial Council on Comprehensive Energy Policy was
established to formulate comprehensive energy policies for the future, evincing the
Cabinet’s strong concern about the issue. The Council’s mission was to unite the
Cabinet ministers so as to enable formulation of the “Economic Plan for the first
half of the Showa 60 s [second half of the 1970s],” which was already in its first
year. Energy policy, as one of the underpinnings of the Economic Plan, needed to
be considered, and decisions were required on the appropriate economic growth rate
with due consideration for the resource and energy restrictions that had followed the
oil crisis.

The Council focused most on the issues surrounding the creation of a central body
for nuclear-power administration, created to “promote nuclear-power generation.”
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Having reviewed the Long-TermEnergy Supply andDemand Plan and the interim
report on comprehensive energy policy, theMinisterial Conference agreed on a policy
outline titled “Basic direction of comprehensive energy policy” on December 19,
1975. The basic aim was “to advance a reduction in dependence on imported oil
and the diversification of non-petroleum energy as the basis for securing a stable
supply of energy.” This rested on four conceptual pillars: (1) effective utilization
of domestically produced energy and promotion of quasi-domestic nuclear energy,
while diffusing the risk by diversifying Japan’s overseas energy sources; (2) efforts
to ensure the stable supply of oil, which would remain central to the energy supply
for the time being; (3) promotion of energy conservation to reduce the demand-side
burden on the energy supply; and (4) promotion of new energy development with a
longer-term perspective extending beyond the 1980s. The following policies clarified
the details: (1) developing domestic resources such as continental-shelf petroleum,
hydropower and geothermal power, stabilizing domestic coal mining operations, and
promoting LNG and overseas coal development and imports; (2) developing nuclear
energy and improving the nuclear energy administration system; (3) strengthening
the foundations of the petroleum industry and promotion of 90-day oil reserves;
(4) securing the supply of secondary energy such as electricity and city gas; and
promoting (5) energy conservation, (6) technologydevelopment, and (7) international
cooperation. These constituted the government’s long-term energy policy initiatives.

4.1.5 Formulation of an “Energy Strategy for the Twenty-First
Century”

In August 1976, the IEA reviewed the energy conservation policies of each of its
member countries and recommended prompt government implementation of energy
conservation in concrete measures, with the necessary budget to fund them. MITI
took the opportunity to point out the urgency of thematter: “If the current energy sup-
ply and demand structure remains unchanged, people’s lives and industrial activities
in this country will be extremely unstable with the risk of catastrophic dislocation in
the future.” The Ministry had begun preparing comprehensive measures for energy
conservation in February 1976, and the Coordination Subcommittee’s “Long-term
vision of industrial structure” included the development of new energy as one of the
conditions for realizing a “6% growth-rate economy.”

However, although theMinistry sought to pursue policies for “escaping oil depen-
dency,” and although theMinisterial Conference, too, saw nuclear power as an impor-
tant energy alternative to oil, public consensus was likely to be longer in coming.
Because of the time involved in obtaining public approval, the electricity industry
asked MITI to lower the goals for nuclear-power generation stipulated in the Long-
Term Energy Demand and Supply Plan. Within 18 months of the plan’s formulation,
deviations from it were already under way.

MITI therefore decided to review the plan early in January 1977 and to begin for-
mulating a long-term comprehensive energy policy adapted to the new international
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energy situation, and the Energy Supply and Demand Subcommittee of the Advi-
sory Committee for Energy compiled the “Provisional prospects for the long-term
supply and demand of energy” by June. On that basis, the Consultative Council on
Fundamental Energy Issues issued an interim report, “Promoting a comprehensive
energy policy that is consistent and effective,” that strongly urged the importance of
an effective comprehensive energy policy, based on funding and public agreement.

MITI meanwhile solidified its plans to add an Energy Diversification Temporary
Measures Act and an Act on Temporary Measures to Promote Change in Energy
Sources to the existing Energy Conservation Act (provisional names). The first of
these focused on construction of power plants that were not fueled by oil and the
second on diversifying industry’s demand for energy. MITI regarded these as the
“three basic laws on energy” and as the pillars on which to build a long-term energy
strategy of reduced reliance on oil and increased savings and efficiency in energy
use. Japan’s dependency on imported oil dropped from 73.3% in FY 1975 to 57.1%
in FY 1980.

About 14 months after the October 25, 1978, interim report, the General Affairs
Committee of the General Energy Research Committee clarified the background to
the framework described above and compiled a more detailed review of concrete
measures in a report titled “Energy strategies for the twenty-first century.” This
report posed the basic issues as follows: on the demand side was the promotion of
energy conservation policies, and on the supply side were (1) securing the stable
supply of imported oil, (2) developing and introducing alternatives to petroleum and
developing energy technologies, and (3) promoting the siting of power plants.

It also proposed concrete measures on developing and introducing petroleum
alternatives (number 2 above), namely, the promotion of (1) nuclear energy develop-
ment, (2) coal utilization, (3) introduction of liquefied gas, (4) domestic energy
(hydro/geothermal), (5) power-source diversification. The emphasis was on the
technological development necessary for developing and introducing petroleum
alternatives.

Under the category of “developing new technologies,” the first priority was pro-
motion of the Sunshine Project: solar cooling, heating, and hot water supply systems
(the so-called solar house) were almost ready for practical application, and the report
called not only for evaluation and research on improvement through experiments in
trial houses, but also other concrete measures such as the construction of solar ther-
mal power pilot plants, and R&D in solar power generation and hydrogen energy
technology. It also stressed the need for R&D on nuclear fusion and for international
technical and economic cooperation on new energy and called for significant state
funding to develop nuclear and new energy technologies.

Thus Japan’s energy policy shifted its emphasis after the first oil crisis from
promoting anoil orientation to pursuing a stable supply of energy, and frompetroleum
dependency to a departure from dependency. The new priorities remained following
the second oil crisis of August 1979 (see Table 9).
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4.2 Electrical-Power Development and the Move Away
from Oil

4.2.1 Changes in Demand for Electricity and Issues in Electrical-Power
Development

The oil crisis triggered new hardships for the electric power industry. Multiple
challenges struck simultaneously, including high crude-oil prices, sluggish demand
for electric power, a decline in load factors, severe locational and environmental
problems, and a sharp rise in financing costs.

Demand for power had been shifting from industrial (large- and small-scale elec-
trical power) to civilian use (electric lights, electricity for commercial purposes)
since the 1960s; from 1973–1985, demand for large-scale power decreased in tex-
tiles, chemicals, steel, other metals, and mining. The decrease was especially steep
in such large consumers of power as the aluminum and ammonia industries. Mean-
while, the large-scale electricity usage by the machinery industry doubled, while
demand in the commercial sector and for electric lights also grew steadily (Kikkawa
2011, p. 262).

The changes in electricity demand aggravated the problem of peak summer day-
time hours. The load factor of each of the nine electrical power companies fell sharply
in the first half of the 1970s and remained low thereafter. The decline in the load
factor caused costs to skyrocket and worsened the performance of the power com-
panies. Also contributing to their deteriorating performance was the rising cost of
capital, due to soaring fuel costs and declines in the depreciation rates that covered
them. Depreciation and amortization costs were the main internal collateral for the
electric utilities, and the declining depreciation rate lowered their capacity to self-
finance construction and thereby raised their reliance on interest-bearing debt such
as corporate bonds and borrowing. Thus the cost of capital began to influence their
performance.

As their performance declined, the utilities became unable to sustain a low-cost
electricity supply. The nine utilities together raised their electricity rates three times in
succession: in June 1974, June toAugust 1968, andFebruary toApril 1980.Hokkaido
Power also raised its prices on its own in October 1981. The price hikes were not
high compared to the increases in other public utilities, but customers nevertheless
spoke of the end of low-cost electricity and the social antipathy to the rate revisions
was strong.

Meanwhile, the environmental issues around power-plant location became more
serious. From the 1970s into the early 1980s, the implementation of the Electric
Power Development Coordination Council’s development targets never exceeded the
targets themselves. There were significant delays in deciding on locations for thermal
power plants in the first half of the 1970s and for hydropower in the late 1970s into
the 1980s, and consistently across the years in the case of nuclear power. The Three
Mile Island nuclear power-plant accident in March 1979 had a particularly strong
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impact. In response to the delays of power development, the government adopted the
Power Source Location Act and related measures in June 1974.

These included: (1) The Electric Power Development Taxation Law, which
imposed a development promotion tax on general-purpose electric utilities, (2) the
Law on Special Accounts for Electric-Power Development Acceleration Measures,
and (3) the Law on the Development of Areas Adjacent to Electric Power-Generating
Facilities, which provided grants for the improvement of public facilities near power-
supply sites. These were all aimed at making the process of selecting locations for
power plants a smooth one by eliminating the difficulties arising from the fact that
any given power plant might bring little direct economic benefit to its immediate
area. The policy was expanded in October 1971 with the establishment of a special
subsidy system for power plant locations. Power-supply development thus lost some
of its autonomy, instead becoming part of broader policy coordination efforts.

4.3 The Energy Conservation Act

Japan’s total energy consumption rose almost consistently, but the rate of increasewas
lower than the rise in GDP, meaning that energy efficiency was advancing (Kikkawa
2011, p. 369). During this period, energy use changed from a 4:1:1 ratio of industrial,
civil, and transportation sectors in 1973 to 4:3:2 in the early 2000s. This reflected the
high efficiency of energy use in Japan’s industrial sector, the result of post-oil crisis
energy conservation policy.

The government established a national conservation campaign based in the Head-
quarters for the Campaign to Care for Our Resources and Energy following on an
August 1974 Cabinet Decision taken in response to the first oil crisis. MITI, recog-
nizing the need for energy conservation policy, also considered drastically expanding
the existing Heat Utilization Law into an Act on Promoting the Rationalization of
Energy. The Act called for targets for reducing unit consumption of energy and for
drafting industry-specific implementation plans. The Act was strongly colored by
the preference for control that arose out of the sense of crisis, and for this reason
did not reach the Diet floor. But improvements in unit consumption were promoted
through the special measures later taken in taxation (such as special depreciation of
energy-saving equipment) and the creation of loan systems indicated in the basic
guidelines of energy conservation policy.

“The need for and challenges of energy conservation policy,” compiled in Novem-
ber by the new Energy Efficiency and Conservation Subcommittee in the Compre-
hensive Energy Research Committee, called for the following: (1) responding to
the instability and high costs of energy by reducing the growth in energy demand
as much as possible without substantially affecting the economic growth path, and
(2) improving all sectors of economic society to orient them toward an energy-
conserving model, and (3) promoting legislation and regulations for energy conser-
vation. The Act on Promoting the Rationalization of Energy (Energy Conservation
Act) was passed in June 1979.
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The basic framework of the act included the creation of guidelines for the ratio-
nalization of energy use in factories, construction materials, and machine tools, and
guidance when needed to ensure the implementation of the guidelines, but left out
the measures with the strongest “control” aspects. The framework for implementing
energy conservation policy, although premised on industry’s making its own conser-
vation efforts, was thus strengthened to include set guidelines for rationalization and
measures for enabling guidance and recommendations to help achieve them.

4.4 Coal and Resources Policy

4.4.1 The Development of Coal Policy

Although domestic coal production shrank in the 1960s, coal’s role as an energy
resource did not decline. Imports of coking coal, which had rapidly increased in
quantity before the first oil crisis, remained high in its aftermath, and imports of fuel
coal sharply increased in the 1980s. The shift from domestic to overseas supplies of
coal raised the need for structural adjustment policies for the domestic coal industry
as the aim shifted from the industry’s maintenance and rationalization to its grad-
ual contraction. It also required maintaining a stable supply of overseas coal, and
promoting the development and dissemination of clean-coal technology (Kikkawa
2011, p. 207).

Structural adjustment measures on coal began with First Coal Policy in 1963,
and continued through eight stages until 2001. In the Third Coal Policy from 1967
to 1969, the target for domestic coal production target was set at 50 million tons
per year, and even with promotion of the “Fluid Energy Revolution,” various policy
instruments were used to try to reach that target.

The Fourth Coal Policy (1969–1972) was the first not to set production targets,
indicating that the shift toward the gradual contraction of and exit from the industry
was under way. The production targets were revived in the Fifth Coal Policy of 1973–
1976 but sharply scaled down to 20 million tons. The Sixth Coal Policy (1976–1982)
modified the targets slightly upward due to the oil crisis, a level that was retained in
the next stage (1980s).

Meanwhile, summit talks between Japan and Australia, which had an export ban,
led to the launching of Australian coal exports to Japan. Japan also sought to stabilize
its import supply by offering subsidies and technical cooperation to coal-producing
countries (Table 10).

4.4.2 Mineral Resources Policy

The Mining Industry Council Subcommittee on Mining laid out the direction to be
taken by policy on mineral resources in its June 1972 “Basic direction of future min-
ing policy” (Kikkawa 2011, p. 235). This served as the foundation for exploration
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Table 10 Outline of Coal Policies (IV–VIII)

Period Basic plan Production target Events

Fourth Coal
Policy

1969–1973 Constructing a
stable coal
output/supply
system;
aiming for coal
companies to
restructure or to
close if
maintenance or
restructuring
prove too difficult

Scale not
specified

Strengthening of
anti-pollution
measures
Mine closures
and concentration
of mining
operations

Fifth Coal Policy 1973–1976 Raising demand
and expanding
counter-measures
in view of the risk
that great social
dislocation might
follow on a sharp
contraction in
mining

Not less than 20
million tons

First oil crisis
Beginning of
general coal
imports

Sixth Coal Policy 1976–1982 Utilizing coal as
much as possible
as part of a stable
energy supply;
maintaining
domestic coal
production and
integrating of
foreign coal
imports

Over 20 million
tons

Second oil crisis
Decreasing gaps
in prices

Seventh Coal
Policy

1982–1986 Aggressively
utilizing domestic
coal in terms of
both safety and
the security;
maintaining the
volume of
domestic coal
production;
supporting the
achievement of
autonomy in coal
mining

Over 20 million
tons

Plaza Accord
Rising price gaps

(continued)
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Table 10 (continued)

Period Basic plan Production target Events

Eighth Coal
Policy

1986–1991 Avoiding
concentrated
closure, easing
the impact on
economy and
employment,
given that the
competitive
conditions with
overseas coal are
unlikely to
improve, and that
a changing role
and gradual
shrinkage are
inevitable for
domestic coal

Appropriate
levels estimated
at about
10 million tons
total

End of
cooperative
agreement on
steel industry
purchases

Post-Eighth 1992–2001 Gradually
reducing
domestic coal
production to
achieve a balance
between coal’s
declining
economic role
and the burden it
imposes on the
government, with
the final stage of
structural
adjustment to
take place in the
1990s

Specific levels
not clarified

Closure of Mitsui
Miike mine

Source Kikkawa (2011, p. 213)

and development of mining in close alignment with anti-pollution measures. The Act
on Special Measures for Pollution Caused by the Metal Mining Industry was issued
to address damage caused by abandoned mines. Reorganization of the Metallic Min-
erals Exploration Promotion Agency followed, with a 1973 expansion into the Metal
Mining Agency of Japan (MMAJ). MMAJ became responsible for an overall policy
on mineral resources resting on the following: (1) promotion of domestic explo-
ration, (2) support for the development of overseas resources and cooperation with
developing countries on resource development, (3) improvement of the rare-metal
stockpiling system, and (4) prevention of mining pollution originating in abandoned
mines.
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MMAJ’s predecessor had since 1964 been conducting detailed surveys of geolog-
ical structures in order to identify the most stable sources of mineral resources and
to discover superior mines. The surveys, which consisted of three stages—regional
geological surveys, then detailed surveys, then corporate exploration—were carried
out nationwide and are regarded as having achieved significant results. Nine of the
survey cases resulted in the development or expansion of mines; the initial regional
surveys led to the 1981 discovery of gold deposits in the Hokusatsu/Kushikino area
of Kagoshima Prefecture, and became the Hishikari mine run by Sumitomo Metal
Mining Co., Ltd.

Themajor policies for supporting the development of overseas resources included:
(1) an overseas exploration financing loan system and debt guarantee system (imple-
mented beginning in FY1968), (2) overseas geological structure survey system (from
FY 1968) and overseas joint geological structure survey subsidy system (from FY
1974), and (3) basic research on resource development cooperation. The overseas
geological structure survey subsidy system was designed to subsidize up to one-half
the expenses borne by Japanese corporations undertaking surveys in collaboration
with foreign corporations. By FY 2005, 71 projects had been conducted under the
overseas geological structure survey system and 42 projects under the subsidy sys-
tem. The basic research was aimed specifically at enabling the government to sup-
port mineral-resources development in developing countries, with 180 regions in
46 countries surveyed by FY 2006. These policies for supporting overseas resource
development have steadily achieved results.

4.5 Large-Scale Industrial Technology Development
and the “Sunshine” and “Moonlight” Projects

4.5.1 An Emphasis on Basic Technology

In December 1974, the Agency of Industrial Science and Technology established the
Research Group to Formulate Long-Term Strategies for the Development of Indus-
trial Technology as a private advisory body of the director general. Its final report,
“Technical development initiatives for the future” (National Institute of Advanced
Industrial Science and Technology, ed., 1977), cited the importance of “cultivat-
ing basic abilities” both because “Japan has in the past been criticized for using
the results of research undertaken by other countries free of charge” and in order
to build a framework for following up on breakthroughs in research (Sawai 2011,
p. 25). The research group’s conclusions were passed on to its successor (Research
Group on Long-term Planning of Industrial Technology Development), which was
also established as a private advisory body of the director in September 1977. The
interim report of August 1980 continued to point to the importance of “basic tech-
nology,” leading to the launching of the Research and Development Project of Basic
Technologies for Future Industries in October 1981.
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The recognition that technical problems are not merely matters of technology but
part of industrial policy as a whole, and requiring promotion as such, led to the estab-
lishment of the Industrial Technology Council, the 1973 successor to the Industrial
Technology Commission. The “Progress report on new energy technology R&D,”
“Summary of promotion of new energy technology R&D,” and “On ways of promot-
ing new energy technology development,” which were issued almost immediately
upon the Council’s establishment (in October and December 1973 respectively),
produced results in the form of the Sunshine Project. The February 1975 report,
“On ways of developing energy conservation technologies,” was the occasion for
the launch of the Moonlight Project in FY 1978. The interim report of August 1975,
“On ways of advancing future industrial technology policy,” presented the basic
direction of industrial technical policies toward the late 1970s and explained that:
(1) Since Japan’s industrial technology had reached the level of that in Western
countries, Japan could now make the shift from dependency on foreign technology
to self-directed technological development, and that (2) whereas Japan’s technolog-
ical development had hitherto been more private sector-led than that in the advanced
countries of Europe and America and hadmainly focused on improving technologies
introduced from overseas, the government’s role of developing industrial technology
would henceforth become increasingly significant.

4.5.2 The Large-Scale Industrial Technology R&D System

The Industrial Science and Technology Agency launched the National Research
and Development Program (“Large-Scale Project”) in 1966 (Sawai 2011, p. 130).
Based on a November 1966 report by the Industrial Structure Research Advisory
Council’s Industrial Technology Committee in November 1963, it had been created
to facilitate the shift from dependency to self-reliance in technological development,
to carry out the government’s leadership role in the process, and to formulate a
plan for priority technology development and the promotion of research cooperation
by industry, academia, and the government. The Large-Scale Project promoted 31
projects before being restructured in FY 1993. Its budget trended upwards until
peaking at 16.8 billion yen in FY 1981. It was greatly reduced to 11 billion yen in
FY 1984, and then leveled off to about the 15 billion yen level (Table 11).

The Large-scale Technology Subcommittee of the Industrial Technology Council
and of the Subcommittee for each project (1) selected the projects and (2) formu-
lated and evaluated plans for their R&D and implementation, while the Large-Scale
Industrial Technology Committee (organized by the Agency of Industrial Science
and Technology) selected the parties for outsourcing and carried out evaluation of
the R&D.

Project leaders included researchers at the National Research Institute and the
director and executive director of the Research Association for Mining and Man-
ufacturing Technology. The candidate R&D themes were proposed by the original
departments or the testing laboratory based on the needs of the public and of industry.
Themes were then selected from among these proposals based on budget and other
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Table 11 List of large-scale projects

Project Name R&D
period

R&D
expenditure
total (100
million
yen)

Number of
participating
companies

Projects
targeted
for system
evaluation

Number
of
domestic
industrial
property
holdings

Number
of
foreign
patents
held

Ultra-high-performance
computers

1966–1971 101 8 ◯ 96 21

Desulfurization
technology

1966–1971 27 15 ◯ 31 10

New olefin production
methods, etc.

1967–1972 12 8 ◯ 7 1

Seawater desalination
and byproduct
utilization

1969–1977 67 7 ◯ 34 0

Remote-controlled
submarine deep-sea
oil-drilling equipment

1970–1975 45 19 ◯ 38 1

Electric cars 1971–1977 57 19 ◯ 434 29

Pattern
information-processing
systems

1971–1980 220 10 ◯ 436 28

Jet engines for aircraft
Phase 1

1971–1975 69 3 ◯

Resource recycling
technology system
Stage 1

1973–1975 13 10 ◯

Automobile integrated
control technology

1973–1978 73 11 ◯ 50

Direct steel-making
with high-temperature
gaseous reduction

1973–1980 137 16 ◯ 44 12

Process for producing
olefin from heavy oil

1975–1981 138 6 ◯ 17 4

Jet engines for aircraft
Phase 2

1976–1981 129 ◯ 24 4

Resource recycling
technology system
Stage 2

1976–1982 113 ◯ 271 44

Flexible manufacturing
system using
ultra-high-performance
lasers

1977–1984 137 20 234 4

Deepwater oil-drilling
systems

1978–1984 150 18 ◯ 109 6

Optical application
measurement control
system

1979–1985 157 15 ◯ 399 19

(continued)
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Table 11 (continued)

Project Name R&D
period

R&D
expenditure
total (100
million
yen)

Number of
participating
companies

Projects
targeted
for system
evaluation

Number
of
domestic
industrial
property
holdings

Number
of
foreign
patents
held

Production methods for
basic chemicals made
from carbon monoxide

1980–1986 105 17 ◯ 218 18

Manganese nodule
mining system

1981–1989 200 20 ◯ 23 2

High-speed computing
systems for science and
technology

1981–1989 230 6 ◯ 177 1

Automatic sewing
systems

1982–1990 82 29 ◯ 50

Robots for hazardous
environments

1983–1990 155 20 ◯ 29

Observation systems
for resources
exploration

1984–1988 109 13 ◯

Integrated
water-recycling
systems

1985–1990 98 22 3 3

Interoperable database
computer systems

1985–1991 76 9 ◯ 24 13

Ultra-advanced
processing systems

1986–1993 161 21 331 120

Production methods for
high performance

1988–1996 97 24 97 1

Propulsion systems for
hypersonic transport

1989–1998 280 3 79 6

Technology for deep
underground
development

1989–1996 77 16 35 19

1990–1996 98 19 150 34

Applied technology for
human sensory
measurement

1990–1998 146 25

Micromachining
technology

1991–2000 167 27 495 65

Atomic and Molecular
Manipulation
Technology (Atom
Technology)

1992–2001 139 23 85 23

3865 479

Source Sawai (2011, p. 132)
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constraints, and a scrap-and-build approach was taken to maintain the projects and
the National Research and Development Program as a whole.

Thenumber of participating companies in theLarge-ScaleProjects came to 479 for
a total of 31 projects. Eight of these companies participated more than 10 times. The
main companies involvedwere in general electric manufacturing, general machinery,
steelmaking, and the like.

A 1985 evaluation of the Large-Scale Projects by the General Coordination
Department Development Program Office concluded that they had four advantages.
First, the projects were not restricted by technical subject or field and important
or urgently needed technologies could be developed. Second, the program enabled
technological development that could not be done by the private sector because of
the long lead time and excessive risks involved. Third, the links among industry,
academia, and government were advantageous. Fourth, the projects could launch
domestic implementation of international research cooperation in areas such as
advanced robotics.

However, the evaluation also pointed out the need to respond to the changing
environment by upgrading Japan’s international standing, improving Japan’s tech-
nological level, improving the R&D potential of Japanese companies, and raising
social interest in advanced and basic technology. To do so, changes were needed in
operational areas such as: (1) responding to internationalization, (2) research cooper-
ationwith other institutions and systems, (3) strengthening ties with industrial policy,
(4) implementing intermediate evaluations, and (5) strengthening of the surveys of
technical trends.

By field, the Large Scale Projects were as follows: in the petrochemical industry,
“newproductionmethods for olefin” (1967–1972) and “productionmethods formak-
ing olefin from heavy oil” (1975–1981); regarding the shortage of industrial water,
“seawater desalination and by-product utilization” (1976–1977); in resource devel-
opment, “manganese nodule mining systems” (1981–1989). Besides these, projects
included: technologies such as “extremework robots” (1983 to about 1990), expected
to be useful in fields such as nuclear power and marine science and disaster preven-
tion; and the first international joint-development project, “propulsion systems for
hypersonic transport” (1989–1998).

4.5.3 The “Sunshine” and “Moonlight” Projects

Proposals on solar energy and hydrogen energy were submitted when the Industrial
Technology Institute asked for Large-Scale Project themes in February 1973. Project
budget limits and time constraints made it hard to pursue themwithin the Large-Scale
Project framework. TheResearch andDevelopmentOffice of theNational Institute of
Advanced Industrial Science and Technology therefore sought other approaches. The
Sunshine Project was launched in August 1974 following the Industrial Technology
Institute’s report to promote research in solar, geothermal, hydro, and coal gas as
part of the new energy developments being undertaken by the Institute (Sawai 2011,
p. 246).
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The Sunshine Project was conceived prior to the October 1973 oil crisis, and
based on the philosophy stated in MITI’s July 1973 New Clean Energy Technology
Development Plan: “The Sunshine Project will replace existing petroleum-based
energy systems with permanent clean energy systems by utilizing pollution-free and
inexhaustible energy supplies such as solar energy, hydrogen energy and geother-
mal power…. It is an ambitious national technology development plan to develop
the technologies necessary for overcoming the energy crisis that will be caused by
depletion of oil resources by the year 2000.”

The plan was advanced with the cooperation of the private sector, centering on
the Sunshine Project Promotion Committee established in April 1974, but limits to
this approach became apparent as the projects moved from the basic research stage
to the launching of research at pilot plants. In April 1977, the task of implementing
the work was consigned to the Electric Power Development Co. As the effort grew
in scale, a more specialized organization became necessary, and the New Energy and
Industrial Technology Development Organization (NEDO) succeeded to the role of
the Electric Power Development Co.

With the second oil crisis of 1978–1979, the Agency of Industrial Science and
Technology hoped that the Sunshine Project would make preliminary contributions
to yield about 5% of the total energy supply by FY 1990 (the total at that time was
1.6%). R&D promotion was therefore accelerated. Financial support was provided
based on the Law Concerning Promotion of Alternative Energy Development and
Introduction of Alternative Energy of May 1980, which secured the budget under a
special account.

“About new developments in the Sunshine Project,” the August 1982 mid-term
report of the Industrial Technology Trial/New Energy Technology Development
Committee noted that there had been a gradual relaxation of oil supply and demand.
That conclusion was based on the unchanged expectation that the supply of new
energywould increase over the long term. Of particular importance was the emphasis
on three methods of new power generation: solar power (including amorphous solar
cells), which had high potential for practical application; liquefaction/gasification of
coal; and large-scale deep geothermal heat. In other words, the emphasis shifted not
to photovoltaic generation but to solar thermal power generation. NEDO decided to
launch R&D on power amorphous solar cells in FY 1983. This thinking prioritized
continuity in the Sunshine Project, but also showed that the sense of urgency tended
to fade as energy supply/demand pressures eased (Table 12).

Meanwhile, plans were made for the Moonlight Project based on conservation
measures put together by the Industrial Technology Institute in November 1977 and
on the report compiled by the Energy Efficiency and Conservation Subcommittee
(Sawai 2011, p. 259). The Large-Scale Projects on “waste-heat utilization systems
technology” and “Magneto Hydro Dynamics, MHD power generation” were incor-
porated into the Moonlight Project in FY 1978, its first year. The same year also saw
the launching of a new “high-efficiency gas turbine” project. The National Research
Institute was in charge of carrying out basic research, while private sector companies
directed the systems development. Project implementation took many forms. Before
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NEDO’s establishment in May 1980, the Agency of Industrial Science and Technol-
ogy directly entrusted implementation to companies in some cases, and in others to
Technology Research Associations that it organized.

Research on waste-heat utilization technology, for example, relied on the former
approach, and development of a high-efficiency gas turbine the latter. The structure of
theMoonlight Projects rested on the following six pillars: (1) large-scale energy con-
servation measures, (2) the development of leading basic energy-conservation tech-
nology, (3) international research cooperation efforts, (4) the establishment of and
surveys on methods to achieve comprehensive effectiveness in energy-conservation
technologies, (5) assistance to private-sector corporate development of energy-
conservation technology, and (6) standardization of energy conservation. The first
of these included the “New Battery Electric Power Storage System” project (total
budget 17.5 billion yen) of 1980–1991 for R&D on storing off-peak electric power
in a new kind of battery and then discharging that power during peak hours so as to
equalize the load on the system (Table 13).

4.5.4 Grants to the Private Sector for Technology Development

The Industrialization Test Grant system was established in 1975 to provide grants
and subsidize part of the expenses incurred by private enterprises for research and
development for important technologies (Sawai 2011, p. 295). Priority technology
subsidies had been expanding with the growth of additional subsidies for large-scale
core technologies, but the budget decreased year by year in the 1980s. In FY 1988,
the “priority technology subsidies”were abolished because of steady improvement in
corporate technological capability and the extension of the R&D outsourcing system
promoted by the government in forms such as the Large-Scale Projects.

Even with the shrinking of “priority technologies,” however, various subsidy sys-
tems were created in the 1980s, including the Subsidy System for Practical Devel-
opment of (non-petroleum) Alternative Energy Technology (FY 1980), the Subsidy
System for Practical Development of New Power Generation Technology (FY 1981),
the Subsidy System for Industry Revitalization R&D Expenditures (FY 1983), and
the Subsidy System for Practical Development of Technology for the Rationalization
of Energy Consumption (FY 1983). However, because subsidy policies during these
years tended to face review or elimination in response to international criticism, the
FY 1996 Subsidy System for the Development of Technologies for Creating New
Industries suggested reevaluating their effectiveness as tools for addressing the urgent
need to generate new industries.

Meanwhile, based on the Law on Research Associations for Mining and Manu-
facturing Technology (May 1961), the Mining and Industrial Technology Research
Association System addressed the issue of efficient utilization of human and financial
resources in research through joint experimental research on industrial production
technology (Sawai 2011, p. 312).
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The plan was to give such associations corporate status in order to promote col-
laborative research by industry. The associations operated on a philosophy of mutual
aid.

Thismethodwas also used in the frameworkofLarge-ScaleProjects and Important
Technologies, and many research associations were established by the year 2000.
The pace of association establishment weakened from the 1990s on, however. A
policy document prepared by the Legal Review Committee in April 1993 stated that
“technical innovations by companies were rather more hindered than otherwise by
collaborative research” and called for a “review of the National Research Institutes,
especially of the regional laboratories” and “reviews of the Large-Scale Projects
and other R&D by Research Associations and expansion of the subsidy system for
industry-university collaborative research.”

The special taxmeasures for promotingR&D included the IncreasedResearch and
Research Tax Deduction System established in 1967. This was a tax deduction for a
certain percentage of expenses exceeding the previous highest R&D expenditures. A
1973 revision added support for expenses for advanced technical training related to
computers and information processing. In FY 1985, the Tax Program for Promoting
R&D inBasic Technologies (high-tech taxation system) further extended this system.
Tax deductions were recognized for the depreciable assets needed by corporations to
conduct test research if theymet certain requirements. The Special TaxCredit System
forTestResearchwas established in 1993,making tax deductions permissible in order
to promote public and private research and research on innovative environmental
technologies.

The Japan Development Bank (“the Bank”) established a long-term, low-interest
loan system in 1968 to finance new domestic technologies and the promotion of
businesses for new products and the commercialization of products.

In March 1980, the financing system was expanded based on the Industrial Struc-
ture Council’s “Industrial policy of the 1980s.” What the Bank had called “financing
to turn new technologies into businesses” became “loans for new technology develop-
ment.” The Bank alsomade improvements such as adding infrastructure construction
and acquisition to the targets for financing loans with the goal of “business develop-
ment” as a preliminary step in corporate planning. Also, in FY 1985, it added funds
for technological development (financing for non-equipment uses) to the financing
for general corporate technology development (“new technology development”).

However, industrial technology promotion lending amounts provided by the Bank
declined sharply after peaking at 92.8 billion yen in FY1992. Thiswas in part because
companies expanded their own financing and diversified the sources, both domestic
and international, of their funding, but it is also true that theBank cameunder pressure
to review its traditional policy methods.

4.5.5 Patent Law Revision

The four industrial property rights laws regulating Japan’s intellectual property sys-
tem (Patent Law, Design Law, Trademark Law, Utility Model Law), fully revised
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in 1959 (effective in 1960), provided the foundation of the subsequent framework.
Nevertheless, the rapid increase in applications accompanying rapid growth made it
difficult to respond promptly enough either in granting accurate rights or in aligning
them internationally. The patent lawwas revised in 1970 and again in 1975 and 1978,
and further reforms took place after 1980 (Nakayama 2013, p. 199).

The 1970 revision began with the 1st Industrial Property Legislation Revision
Deliberation Council held in December 1962. The Council put together a report in
July 1965 and urged that a revised law be submitted to the Diet, but the proposal was
scrapped without substantive deliberations.

In November 1966, the Industrial Property Council was once again consulted
and discussion continued. The Council again made a report in November 1968, and
in May 1970, the Partial Amendment of the Patent Law was passed. Amendment
of the review system, including the adoption of a non-examination system, came
under discussion but was not realized, and it was in the 1993 revision that a sim-
plified examination method was adopted in the utility model system. Meanwhile,
large institutional measures for prompt vesting of rights, such as the introduction of
the Early Publication System and of the Examination-on-Demand System, have pro-
moted large institutional measures toward early vesting, and practical improvements
were made for speeding up the appraisal and appeal process and for clarification,
including time limits for amendments and the introduction of pre-assessment reviews
in cases of appeals after patent refusals.

Moreover, because of the gains Japan made in technical capability due to rapid
growth, patents on chemical substanceswere considerednecessary for protection, and
the argument was gaining strength that non-patent status could itself be motivating.

Three areas gained access to patents as a result of these changes: inventions of
chemical substances, inventions of foods and beverages or of flavors, and pharma-
ceutical inventions or inventions of manufacturing methods whereby two or more
existing pharmaceuticals are combined to make one new one. The multi-claim sys-
tem permitted multiple patent claims for one invention, and was in use in many
countries. However, Japan had been using a single-claim system—one patent per
item invented—ever since the patent law of 21 years earlier. While the Industrial
Property Council had discussed reexamining the question, as mentioned above, its
deliberations were not reflected in the system’s revision, but because members of
the 1970 Patent Cooperation Treaty (PCT) were required to adopt the multi-claim
system, Japan was forced to consider its introduction. In other words, ratification of
the PCT challenged Japan to adopt a multi-claim system for the sake of international
coordination and the harmonization of the international system as a whole.

Trademark lawwas also amended in 1975 (Nakayama 2013, p. 243). This was first
because the number of applications for trademark registration had by 1973 increased
by 5.3 times its level in 1960, the year the law came into effect. Second, Japan
was considering joining the Trademark Registration Treaty (TRT), which created an
international registration system for trademarks, and shortening of the application
process was indispensable for that purpose. The “report on the revision of the trade-
mark system” compiled by the Trademark Subcommittee of the Industrial Property
Council System Reform Committee in December 1974 emphasized that the rapid
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processing of the trademark application systemwas themost urgent task of trademark
administration and that in addition to requiring legal reform and improvements in the
operation of the system, the government should ask industry for cooperation in, for
example, adopting self-restraint when submitting applications for registrations that
are not immediately needed. There were four main revisions of the law, including
revisions to the regulations on renewal registration. Attempts were made to speed up
the process.

5 Policies to Address Structural Depression in Basic
and Consumer Industries: The Large-Scale Retail Stores
Law and Small and Medium-Sized Enterprises

5.1 Policies on Industrial Structure Adjustment (The
Industry Stabilization Law and the Law on the Structural
Improvement of the Textile Industry)

5.1.1 Law on Temporary Measures for the Stabilization of Specific
Depressed Industries

Japanese economic growth had been sluggish since the first oil crisis in 1973, and
it was during this period that the issue of “structurally depressed industries”—those
whose capacity utilization rates and profitability were low over the long-term—
became apparent. MITI considered various countermeasures to the problem in new
policies targeted for FY 1978, and in December 1977 Prime Minister Takeo Fukuda,
recognizing the need for legislation, directed the government to enact or amend the
relevant laws. MITI focused on policies to scrap excess capacity and announced a
bill in January 1978 (Imuta and Washizawa 1993, p. 23). Its main points were as
follows:

(1) The competent minister, with reference to the opinion of the Industrial Structure
Council, will prepare a basic stabilization plan for the structurally depressed
industries defined by this law, that will stipulate how facilities are to be scrapped
in a planned manner and how joint projects are to be undertaken.

(2) In the event that the scrapping of facilities stipulated in this plan does not
progress smoothly, the competent minister shall consult the Industrial Struc-
ture Council and direct the relevant business entities in the specified industry to
undertake jointly the scrapping of plants (mandated cartel).

(3) The competent minister, taking into account the opinion of the Industrial
Structure Council, may impose limits or prohibitions on outsiders (those
not participating in the mandated cartel) regarding the establishment of new
facilities.
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(4) Exceptions to the Antimonopoly Law will be made as appropriate to exclude
mergers and business transfers in the case of the mandated cartels of businesses
belonging to the structurally depressed industry under consideration. In this
case, approval of the mandated cartel and mergers must be made in consultation
with the Fair Trade Commission.

(5) The State will establish a credit fund for structurally depressed industries, to
offer credit guarantees on loans and facilitate the financing needed to implement
the scrapping of facilities in accordance with the basic stabilization plan.

As can be seen, the proposal gave MITI great authority, stipulating that the com-
petent minister could issue directives to the relevant industries regarding joint actions
such as the scrapping of facilities, and in some cases could prohibit capital invest-
ment in such industries, impose fines, and authorize exceptions to the application of
the Antimonopoly Law for certain joint actions and mergers.

The Japan Fair Trade Commission (“Fair Trade Commission [FTC]”) strongly
objected to these proposals. This led to the deletion of the portions on prohibitions
of new investment, penalties, and exceptions to the Antimonopoly Law, by decision
of the Chief Cabinet Secretary. The resulting Law on Temporary Measures for Sta-
bilization of Designated Depressed Industries (“Industry Stabilization Law”) was
enacted in May 1978.

The Industry Stabilization Law was intended to be in effect only until 1983.
The depressed industries designated by the law were the targeted manufacturing
industries: open-arc furnaces, aluminum smelting, synthetic fibers, and shipbuilding.
The competent minister prepared a stable basic plan for each designated industry,
and established the scrapping method for each case. Instructions for joint action
were excluded from application of the Antimonopoly Act with the consent of the
FTC. A Trust Fund for Designated Depressed Industries by the Japan Development
Bank and private sector investment provided loan guarantees for scrapping facilities
(Table 14).5

5.1.2 Structural Improvements in the Petrochemical Industry

The oil crisis had a serious impact on the chemical industry and the basic materi-
als sector. The soaring price of naphtha (crude gasoline), which was the main raw
material of basic chemistry, pushed down both exports of and domestic demand for
major chemical products, leading to growing concerns about overcapacity. From the
latter 1970s to the 1980s, therefore, policy became concerned with the scrapping of
industrial facilities and the improvement of the industrial structure (Yamazaki 2011,
p. 60). Meanwhile, the soaring price of crude oil spurred energy-saving investment

5Fourteen industries were designated under this law, and the scrapping of facilities was carried out
almost according to schedule.A statistical examination of the effects onprofitability andproductivity
for 886 companies in the mining and manufacturing sector shows that the companies covered by
the Industry Stabilization Law yielded greater profitability and productivity increases than those
that were not, although the statistical difference remained inadequate.
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and technological innovation, along with the diversification of raw fuel. Under these
circumstances, the chemical industry from the 1970s to 2000 shifted the composition
of its shipments away from bulk chemicals to fine chemicals.

Meanwhile, inNovember 1976,MITI organized a study group on the international
competitiveness of the petrochemical industry in order to put together the necessary
measures concerning it. The final report of July 1978 called for (1) strengthening
the petrochemical companies’ negotiating position on the price of the raw material
naphtha, (2) improving the structure of purchases, for example by turning naphtha
imports into a jointly operated business, and (3) diversifying the raw materials used
by the industry The second of these led in September 1978 to the establishment
of seven chemical ethylene centers by the Petrochemical Feedstock Importing Co.
(PEFIC).

With the second oil crisis, the Japan Petrochemical Industry Association made
structural improvements basedon thefinal report (January 1981) of theRawMaterials
Research Association that was established in October 1979. This will be described
in Chap. 3.

5.1.3 Structural Improvements in the Textile Industry

The 1967 Law on Extraordinary Measures for the Structural Improvement of Des-
ignated Textile Industries (Structural Improvement in Textiles) was due to expire in
June 1974, and the need to consider further policy measures therefore came to the
fore (Matsushima 2012, p. 23). In response to consultations with the Textile Industry
Council and the Industrial Structure Council in October 1972, a report titled “On
textile industry policy in the 1970s” was compiled in October 1973. The report said
first that given the signs of change in the international environment (textile industry
growth in developing countries), Japan must change its traditional method of rely-
ing on lower production costs to enhance competitiveness and instead seek to make
higher-value-added products. The trends in demand suggested that luxury, diversi-
fication, and individualization were progressing due to rising personal income, but
that none of these was expected to increase total demand. The report pointed out the
importance of an accurate grasp of information on consumers and of the means of
responding to them.

Second, with regard to the Structural Improvement in Textiles Law, the scrapping
of excess capacity and the modernization of facilities were still considered neces-
sary tasks. Third, regarding the industry’s new trend of responding to environmental
changes, the report pointed out the growth of the apparel manufacturing industry
and the related fashion industry. In sum, the report located the future of the textile
industry not in the pursuit of modernization (in other words, the merits of scale), but
rather in knowledge-intensity. This required (1) strengthening information-gathering
about consumers, (2) strengthening product development, (3) strengthening inven-
tory management and sales functions, (4) collaborating naturally among industries
and processes, and (5) modernizing and rationalizing logistics systems.
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The Special Textiles Law was partially revised based on the report, and its name
changed to the Law on Extraordinary Measures for the Structural Improvement of
the Textile Industry (Textile Law). It was put into effect in May 1974 for a five-year
period. Whereas the Special Textiles Law had targeted just four industries, the new
law was designed to cover all the textile industries and international competitiveness
was removed as one of the aims of the Law. The Law was characterized in particular
by its promotion of “the development of new products and/or new technologies” and
modernization in order to enable the sound development of the industry. In addition,
the Minister was to establish guidelines for structural improvement, assuming the
existence of an intra-industry knowledge-intensive group to serve as the business
entity. This group would itself formulate a Structural Improvement Program, such
as the development of new products, in accordance with the guidelines, and obtain
the approval of the Minister. The Textile Industry Rationalization Agency had been
established on the basis of the Special Textiles Law and was responsible for pur-
chasing facilities, financing and lending, guaranteeing debt, and other measures. The
promotion of new product development was now added to its tasks.

The outlook for the industry under the Textile Law was not necessarily convinc-
ing to policymakers or industry. Pressures from imports were increasing, and the
textile industry and the small- and medium-sized spinning industries that felt the
greatest impact were intensifying their calls for import restrictions. The Bureau of
Lifestyle and Industry set up a private advisory body known as the Textile Issue
Discussion Group in September 1975 and searched for an appropriate response to
the problem. Its November report, “On immediate measures for textiles,” pointed to
(1) import problems, (2) structural improvement problems, (3) distribution problems,
and (4) industry efforts related to year-end financial problems and the need for policy
measures. In response, the Textile Industry Council issued its own proposals in its
December 1976 “Recommendation on the new textile industry” to the Minister.

The recommendations were intended to adhere to the fundamental direction of the
Textile Law while providing thoroughly detailed plans for: (1) clarifying consumer
trends, (2) strengthening vertical linkages, (3) emphasizing the apparel industry, and
(4) facilitating a smooth transition. These issues were specified in order to reflect the
underlying thinking that Japan would not resort to imposing limits on trade because
to do so would inevitably undermine Japan’s position as a trading nation.

Specific measures for carrying out these recommendations were not immediately
developed. Even so, against a backdrop of rising import pressures, policies on cartel-
based production and pricing coordination, and zero-interest financing of purchasing
funds for excess capacity were advanced in 1979. In addition, based on the Indus-
try Stabilization Law of May 1978, the synthetic textiles industry proceeded with
disposing of its excess capacity.

With the expiration of the Textile Law on the horizon, the Textile Industry Coun-
cil and Industrial Structure Council issued a report in November 1978 titled “On
the future improvement of the structure of the textile industry” (Yamazaki 2011,
p. 52). On the premise that economic recovery was not going well, that domestic
and international environmental requirements were changing, and that the textile
industry in general was obviously experiencing excess capacity, the report urged
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that the textile industry should take the path of: (1) promoting the consolidation of
know-how, (2) developing the apparel industry, (3) collaborating on production and
distribution, and (4) correcting the excessive competitiveness that characterized the
industry. In concrete terms, it suggested that the Textile Law be extended by another
five years. The tasks that had been planned when the law first went into effect had
basically been followed, and more time was needed for complete implementation
of the framework, but the emphasis of the 1979 revision was to shift to promotion
of the apparel industry. Based on these revisions, for example, the Textile Industry
Structure Improvement Business Association (formerly the Textile Industry Ratio-
nalizationAgency) established theApparel Industry Promotion Center and promoted
various measures, including development of human resources.

5.1.4 Structural Improvement of the Pulp and Paper Industry

The Industrial Structure Council issued a committee report on the pulp and paper
industry in October 1972, titled “The paper and pulp industry in the 1970s,” des-
ignating the following as policy issues with respect to this industry: shifting away
from polluting industries, implementing measures to address resources, improving
the supply system and the composition of companies, facilitating distribution, and
other issues (Matsushima 2012, p. 131).

The need to resolve the water-pollution problem arose because of the damage
to fisheries in 1958 caused by wastewater from paper pulp factories. The resource
issue was that, although raw materials were plentiful in the early 1970s, demand
was predicted to increase rapidly in the 1980s, meaning that measures to secure
overseas resources would be important. It was recognized that Japan would need to
participate in the development of resources overseas, through afforestation projects,
for example, and to promote the shift of production to locations overseas. Issues such
as the compositionoffirmswere related to improving international competitiveness in
the face of increasing paper and pulp imports. Many companies were small in scale
and struggled chronically with overcapacity, because the paper and pulp industry
had not yet been able to secure the advantages of scale. It was therefore necessary to
consolidate the investment entities and rationalize investment in capacity, and at the
same time, because demand was beginning to diversify, to facilitate distribution.

However, as a result of the two oil crises, the pulp and paper industry experienced
an increase in energy costs and a decline in demand (meaning a structural downturn).
The Industrial Structure Paper and Paper Industry Committee, in its March 1981
Pulp and Paper Industry Vision for the 1980s, singled out the following needs:
(1) to effect structural improvement, (2) to change management awareness, and
(3) to achieve a stable supply of raw materials. The highest priority in structural
improvement was placed on the problem of excess capacity. Solving the problem,
according to the Vision, would require, firstly, a shift in company consciousness to an
awareness of shared interests andmoderated behavior, and secondly, advancingon the
premise that the companieswould carry out these changes on their own, even if public
intervention turned out to be required. The background to the emphasis on voluntary
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change by the companies was that in the pulp and paper industry, the corrugated
cardboard industry had been designated to receive government directives through the
structural improvement activities that were based on the Industry Stabilization Law,
and had carried out facilities adjustment as a result, but had nevertheless seen their
business deteriorate. From May 1971, wood-free paper, coated paper, and unglazed
grocery paperwere struggling enough that they received approval to formaDepressed
Industry cartel, but the structural improvement in this industry did not achieve the
desired results.

5.2 Measures to Modernize Distribution

5.2.1 Establishment of Large-Scale Retail Store Law

Distribution policy after the war placed a high value on the role of the distribution
industry in providing employment opportunities. Policies were enacted to protect
small and medium-sized retailers, including the Department Store Law (1956) and
the Law on Special Measures for the Adjustment of Retail Business (1959) (“Retail
Law”) (Ishihara 2011, p.27). However, as inflation had become a social problem
since the beginning of the 1960s, MITI began to look to supermarkets to play a role
in lowering prices and therefore was reluctant to apply the Department Store Law to
supermarkets.

In response to the workings of these laws, small andmedium-sized retailers began
in the late 1960s to seek regulation of supermarkets as “pseudo-department stores.”
Department stores, which were subject to restrictions on opening branches, also
were dissatisfied with the inequality in the application of the law. Meanwhile, liber-
alization of capital moved forward in the distribution industry, with retail specialty
stores designated for liberalization in the second round in 1968. Full liberalization of
the retail industry took place in June 1975. This raised concerns about giant foreign
retailers entering themarket. Thus, distribution policy from the late 1960s to the early
1970s faced an array of challenges: deciding on immediate price policies and con-
sumer interests, modernizing of distribution by nurturing supermarkets, addressing
department-store dissatisfaction with the “pseudo-department store” issue, address-
ing the small and medium-sized retailers’ demands for regulations on supermarkets,
capital liberalization, and so on.

In August 1972, the Distribution Committee of the Industrial Structure Council
compiled a report titled “Retail commerce under innovations in distribution—Toward
revision of the Department Store Law,” which called for easing the restrictions in
the Department Store Law with an eye to consumer interests. The report also said it
would be necessary to develop some kind of coordination process given the disparity
in competitiveness between large and small-scale retailers. Reflecting this view, the
Department Store Law was abolished in March 1973 and replaced with the Law
Concerning theAdjustment ofRetailActivities byLarge-ScaleRetail Stores (“Large-
scale Retail Stores Law”).



84 2 Japan’s Industrial Structure: Forced to Change (1973–1982)

The Large-Scale Retail Store Law adopted a building principle according towhich
large-scale retail stores were defined as those with store areas of 1,500 m2 or more
in the building (or over 3,000 m2 in specially designated cities) (see Fig. 5. Note that
it includes later revisions and supplementary measures). A builder planning a new
large-scale retail store was required to notify MITI of a set of stipulated items; the
Minister had to be notified for plans for a retail business at the store four months
prior to the business start date (Article 5 notification). The MITI Minister was then
to judge whether there was any risk of the new store’s affecting the surrounding
small and medium-sized retailers. Where there was such risk, the Minister would
solicit the opinion of the Large-Scale Retail Stores Council, which was composed
of academics and others, and recommend reductions in the number of days the store
could be open, or the size of its floor-space, and othermatters. The Large-Scale Retail
Stores Council also had an obligation to hear the opinions of the local Chamber
of Commerce and Industry, consumers, retailers, and others that submitted them
based on a Ministerial ordinance. The Chamber of Commerce and Industry, when
deliberating, was supposed to consult with the Commercial Activities Coordinating
Committee, which, like the earlier Department Store Law, was established within
the Chamber of Commerce. The Commercial Activities Coordinating Committee
consisted of representatives from commerce, consumers, and academic experts. As
described above, the Large-Scale Retail Store Law was new in that it adopted a
notification system requiring preliminary examination as part of the coordination
policy. The preliminary examination was ordinarily literally a notification system,
but in more extreme cases, it functioned more like a de facto permission system.

5.2.2 Revision of the Large-Scale Retail Store Law

Efforts to open large-scale retail stores after the establishment of the Large Store
Law won local understanding relatively smoothly in districts with few large retail-
ers, which characterized many cases, but intense disputes arose in some areas, grad-
ually highlighting the problems of the Law’s approach to coordination (Ishihara
2011, p. 43). In response to the formal process launched after the Article 5 noti-
fication, merchants had to seek consultations and discussions. In some cases, the
new stores’ opponents did not accept requests for preliminary negotiation, and some
local governments forced them to engage in preliminary negotiations. However,
because preliminary consultations of that kind were not formal procedures under
the Large-Scale Retail Law, negotiations were often prolonged and resolutions were
sometimes reached through the offer of settlement monies. Unofficial coordination
activities took on greater significance.

Moreover, even those large retailers that were not subject to the law (because
their stores were under 1,500 m2 in area) were threatening to general retailers of the
100 m2 range, leading some local governments to enact ordinances and outline addi-
tional controls and regulations. The ordinances calling for voluntary adjustment, pio-
neered by Toyonaka City in April 1976 and Kumamoto City in November, spread to
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Large-Scale Retail Law (LSRL) procedures Operational procedures

Confirmation of plan to open 
large store  B

Commercial Activities 
Coordinating Committee 
(preliminary council)

Commercial Activities 
Coordinating Committee 
(formal council)

(A represents measures added in 1979)

(B represents measures added in 1982)

Public Notice  LSRL Article 3 

Notification of the developer 
through the prefectural 
governor LSRL Article 3

Area of restrictions on store 
openings  B

8 m
onths in advance A

B 

Notification of retailers via 
prefectural governors
LSRL Article 5

Deliberation by the Large-scale 
Retail Store Council

Order by the MITI Minister

Opinions of prefectural 
governors and municipal 
mayors A

Chamber of Commerce and 
Industry (Chamber of 
Commerce)
Opinions of consumers, 
retailers

Recommendation by the MITI 
Minister

4-8 m
onths A

Advance explanation A

Fig. 5 Procedures for processing store openings, based on the Large-Scale Retail Law (LSRL)
(Ishihara 2011, p. 77). Sources Partial revision of Ministry of International Trade and Industry
Policy Bureau Commercial Section, ed., “The Large-Scale Retail Law Henceforth—The Nature of
the Reconsideration of the Revised Law [Report of the Joint Meeting of the Industrial Structure
Council, SME Policy-Making Council]. Trade and Industry Survey Group, 1994, p. 126. In the case
of the second type of large-scale retailers, replace “MITI Minister” with “prefectural governors.”
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many cities after the government in essence approved them in March 1977. Accord-
ing to a survey conducted in 1992, 432 of 1,030 municipalities surveyed enacted
ordinances, outlines, or internal rules. In addition to these, the chiefs of local Cham-
bers of Commerce announced that the opening of large stores would be frozen after
the mid-1970s.

In response to the above problems, in June 1977, the decision was made to revise
and address the commercial law for medium-sized stores that were not subject to
adjustment under the Large Store Law. If small and medium-sized retailer groups
judged that theymight be adversely affectedby the openingof large-scale retail stores,
they could now seek adjustment from their prefectural governor. The governor could
issue recommendations to the large company seeking to open a store, and could also
issue orders if it did not comply with the recommendations.

The Retail Law was a framework targeting markets, but in October 1976 it was
interpreted by the Diet to include supermarkets and shopping centers. However,
because the Retail Law targeted the specially designated cities, regulation applied
only to cases in those cities. The regulation therefore did not treat all cases equally,
and on the occasion of the 1978 revision, supermarkets and shopping centers were
excluded from the Law. The Retail Law framework was limited in this sense, and
policy in the late 1970s was forced to look to an eventual revision of the Large-Scale
Retail Law.

The Retail Issue Group, established in July 1977 as a private advisory body to
the Director General of the Industrial Policy Bureau and the Director General of the
Small and Medium Enterprise (SME) Agency released the “Retail problem discus-
sion report” in February 1978. The SME Policy-Making Council issued its opinions
and recommendations in April, brought the Large-Scale Retail Law and the Retail
Law in line with each other, and urged reconsideration of issues such as floor-space
area and which matters would be subject to coordination.

In response to this statement of opinion and recommendation, a partial amend-
ment plan for the Large-Scale Retail Law and Retail Lawwas submitted in June 1978
and came into effect the followingMay (Ishihara 2011, p. 58). The main points of the
revision were as follows. First, the minimum floor area to be covered by the Lawwas
lowered. Stores of over 1,500 m2 (or 3,000 in government-designated special cities)
became Type 1 Large-Scale Retailers. Stores of between 500 and 1,500 m2 were des-
ignated Type 2 Large-Scale Retailers and subject to coordination, and coordinating
authority over these Type 2 stores was delegated to municipalities. Moreover, the
coordination period was extended, and what had been informal commercial coordi-
nation and pre-qualification consultations became institutionalized and built into the
regular procedures through a system of notifications. Pre-qualification consultations
were thereby positioned as having a role in enabling the smooth progress of the
Commercial Activities Coordinating Committee.

However, problems recurred in the actual operation process of this cooperative
framework. A preliminary briefing session was held before the pre-qualification
Commercial Activities Coordinating Committee, and it became virtually essential to
obtain local approval at this stage. Some municipalities began to require agreement
at preliminary briefing sessions, and the same problems arose as had occurred before
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the revision of the Large-Scale Retail Law. It transpired that where agreement was
not reached at this stage, subsequent coordination would be delayed or faced diffi-
culty. This revealed the problem of the preliminary briefing session. More important,
the preliminary explanatory meeting, which began to play the role of de facto coor-
dination, was the venue for agreement between the applicants for store openings and
the local small and medium-sized retailers. Therefore it gradually came to light that
the interest of the consumer, who was the actual responsibility of the Commercial
Activities Coordinating Committee, might well be hardly reflected at all.

After the revised law came into effect, opposition against the opening of stores
began to gain momentum. In response, MITI showed plans for addressing the prob-
lem in 1981 and entrusted discussion of the issue to the Council on the Large-Store
Problem. The Council’s final report announced in January 1982 sought first of all
to enforce the law in a restrained manner while continuing to consider consumer
interests. It also said that it was necessary to strengthen the functions of the Com-
mercial Activities Coordinating Committee and to devise fair and appropriate delib-
eration and management of it. MITI handled the administrative regulation of the
store-opening process in line with these policies.

However, the opposition movement against store openings quickly made the gov-
ernment aware that coordination through these policies would be difficult. There-
fore, in October 1982, the Industrial Structure Council Distribution Committee and
the SME Policy-Making Council’s Distribution Subcommittee met jointly, releasing
their report in December 1983 titled “The basic direction of the distribution indus-
try and policy in the 1980s.” The report stressed that whereas the basic policy to
this point had been to modernize distribution, treating distribution as an economic
system and seeking “economic efficiency,” it was instead necessary to see it from
the point of view of a social system and to pursue “social effectiveness” as well. It
was hoped that business opportunities for small and medium-sized retailers would
continue to be guaranteed under the retail-industry coordination process. The MITI
Minister’s Ordinance of 1984 likewise urged that the restrictions on store openings
be maintained while considering the possibility that opening a store in an existing
commercial area might enhance the appeal of the area. In other words, it began to
foster an objective reexamination not only of the confrontation between large-scale
and small/medium-sized retailers, but also of the impact that large-scale retailers
might have on a district.

5.2.3 Approaches to Modernizing Distribution

Initiatives for modernizing distribution were based on the Small and Medium Enter-
prise Modernization Promotion Law, which was enacted in March 1963 with the
expectation of improving productivity not only in manufacturing but in distribution
as well. It was assumed that the distribution sector’s productivity could be improved
by rationalizingmanagement, enabling companies to operate on amore optimal scale,
and creating joint operations among businesses. The focus on distribution arose at
this time because the delay in that area was regarded as one reason for rising prices
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and also because the aging of commercial centers in existing urban areas was causing
land-use and congestion issues in dense urban areas (Ishihara 2011, p. 149).

Most important among these was the impact of distribution on prices. The Indus-
trial Structure Council’s Distribution Committee issued successive reports on the
subject, beginning with its first interim report, “The current status and issues of
distribution organizations” (December 1964). The sixth interim report, “Issues in
and the future of the modernization of distribution” (August 1968), stated that the
modernization of underdeveloped sectors continued to be important for sustaining
growth, and that for the foreseeable future, the principal issues were capital liberal-
ization to create a system that could compete with foreign capital and improvements
in distribution productivity as the most powerful approach to the consumer price
problem.

In a similar vein, the third interim report, “On turning retail stores into chains”
(September 1965), pointed to the effectiveness of the voluntary chain for overcoming
the problems of small scale in the retail industry. In “On the distribution activities
system” (July 1969), the Subcommittee on Distribution Policy issued a proposal that
treated distribution as a single system and stressed plans to upgrade the distribution
systemas awhole and to improve its productivity. Thiswas because the basic structure
of the system was defined as management within the company of (1) operations
planning, (2) transactions, (3) physical distribution, (4) finances and financing, and
so on. Creating links among companies enabling them to connect with one another
would require standardization of product codes and transaction codes, various records
and forms, and product packaging. In response, the Committee for Developing the
DistributionSystemwas established inSeptember 1970, and in that fiscal year, budget
measures were adopted for the basic surveys on the standardization of sales slips,
and the Japan Development Bank began financing products related to the distribution
system. The Committee began to explore ways to make maximum use of computers
in distribution and in September 1971 compiled the Basic Policy on the Distribution
System, a set of plans targeted for implementation by 1975.

In addition, the “Distribution in the 1970s” report compiled by the Industrial
Structure Council’s Distribution Committee in July 1971 followed on these policy
priorities and sought (1) an upgrading of the market structure (pursuit of economies
of scale), (2) maintenance and promotion of effective competition (optimization
of transaction conditions and customs), (3) promotion of consumer interests, and
(4) rationalization of the physical aspects of distribution, and so on (Ishihara 2011,
p. 172).

Measures were also taken to address the urban problems related to distribution.
These mainly concerned the wholesale industry because of the concentration of
wholesalers in urban areas. In December 1965, the Distribution Committee of the
Industrial Structure Council proposed the construction of “general wholesale cen-
ters,” facilities where wholesalers could not only share shop-fronts, but also the
receipt, dispatch, shipment, storage, and delivery of merchandise. This was followed
in 1966 by the enactment of the Law Concerning the Improvement of Urban Distri-
bution Centers, which designated certain areas as distribution business districts and
complexes and made it possible to construct truck terminals, freight rail stations,
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Table 15 Number of wholesale associations and complexes established

Number
established

Pre-1965 1966–1970 1971–1975 1976–1980 1981–1985 Post-1986 Total

Distribution
associations

18 47 21 15 7 7 115

Distribution
complexes
completed

2 20 40 20 14 15 111

Source Ishihara (2011, p. 178). The total number of “complexes completed” also includes four whose
completion date is not known

wholesale markets, warehouses, and other facilities within those areas. As of March
2010, the policy of concentrating and relocating distribution businesses had led to
the operation of such complexes in 18 cities and 27 districts (Table 15).

Furthermore, instead of regulating supermarket businesses, MITI sought to work
with city planning in response to the City Planning Law in 1968 and the Urban
Renewal Law in 1969, which treated retailers as urban facilities. This led to “regional
planning for the modernization of commercial businesses” in the 1970s (Ishihara
2011, p. 182). This planningwas at first delegated to the JapanChamber ofCommerce
and Industry (JCCI) by the Small and Medium Business Administration Agency and
then in FY 1984 was turned into a government-subsidized project. From FY 1991,
it was taken over by the Project for Planning and Implementing the Revitalization
of Shopping Streets and funded by the operating gains of the Small Commercial
Business Revitalization Fund. Plans were formulated for 241 districts over a period
of 21 years.

5.2.4 Policies to Promote Small and Medium-Sized Retail Businesses

The Law on the Promotion of Small and Medium Retail Business (“Small Retail
Law”) was established in September 1973 with the aim of improving shopping dis-
tricts, and was aimed at developing shopping districts, creating joint store areas,
and modernizing business practices. The Minister heard the views of the Small
and Medium Enterprise Modernization Council, on the basis of which he estab-
lished guidelines for the development of projects with policy support (Ishihara 2011,
p. 187). The promotion guidelines aimed to secure consumer interests and mod-
ernize small and medium-sized retailers, and in the case of subsidized businesses,
included improvement projects such as establishing arcades as part of the station-front
infrastructure sought in regional commercial modernization plans.

The Distribution Systems Research Institute was established at the Distribution
Economics Institute of Japan to serve as the parent organization for developing the
measures related to the September 1971 Basic Policy on Distribution System Devel-
opment discussed above. The center’s aim was the modernization of distribution
activities through the development and dissemination of systems related to distri-
bution, and it has since then played a central role in promoting systematization.
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Meanwhile, MITI entrusted the Japanese Chamber of Commerce and Industry with
the task of standardizing sales slips for department stores in 1974, for chain stores
in 1976, and for other kinds of wholesale transactions in 1977. In 1978, an initia-
tive aimed at standardizing the common product code was launched. The number
49 became the international code for Japan when Japan joined the European Article
Number Association. The shift from the use of magnetic tape to communications
lines for the delivery of data on intercompany transactions followed, and in 1980
the Japan Chain Stores Association standardized the process with the JCA Protocol.
In 1982, MITI established the so-called “J-procedure,” a transmission control pro-
cedure that would be common to the entire distribution industry. This encouraged
significant progress in the accuracy and efficiency of distribution transactions.

The Distribution Systems Research Institute mentioned above also played a role
in promoting the development of point of sale (POS) systems. JAN (Japanese Arti-
cle Number) codes were assigned and registered for products, and JAN company
code registration was launched as well. In addition, the symbols for displaying JAN
codes on barcodes were included in the Japanese Industrial Standards, and it became
possible to introduce the POS system. POS experiments were conducted at stores
from 1979 to 1980, and the experiments entrusted to the Institute took place in three
stages. Following a similar process of trial and error, Seven-Eleven Japan Co., Ltd.
introduced the POS system to all stores in 1982, and Ito-Yokado Co., Ltd. followed
in 1985, at which point the use of POS systems at convenience stores and super-
markets had become the decisive trend. In 1986, the Small and Medium Enterprise
Agency conducted a “POS feasibility study for shopping streets” and began focus-
ing on spreading POS systems to small and medium-sized retailers. The use of point
cards in shopping streets also progressed.

With these advances in product management, companies were ready to begin
exchanging information via computers, and EDI (Electronic Data Interchange)
became possible. The spread of POS and EDI greatly changed commercial trans-
actions. Inventory management, rather than something intuitively based on experi-
ence, became based on the objective rendering of the saleability or lack thereof of a
given product. This allowed for smaller orders and delivery units, and more frequent
deliveries, and also encouraged joint deliveries and the integration of distribution
functions. Joint deliveries had already been started by Seven-Eleven in 1976, were
adopted by Ito-Yokado in 1985, and spread from there to the general supermarket
sector.

5.2.5 Revision of the Law to Promote the Modernization of Small
and Medium-Sized Enterprises

Post-WWII policy on small and medium-sized enterprises was based on the Basic
Lawon Small andMedium-Sized Enterprises, and aimed to realize “improvements in
SMEgrowth” and “a rise in the economic and social status of SMEworkers,” by “rec-
tifying the disadvantages that were due to [their] economic and social constraints.”
It developed policies in the following four categories: (1) advancing the structure



5 Policies to Address Structural Depression in Basic … 91

of SMEs (including modernizing facilities, making technical upgrades, rationalizing
business management, and optimizing the scale of enterprises; (2) rectifying nega-
tive business activities (preventing excessive competition, optimizing subcontracting
transactions, and so on); (3) implementing measures for small-scale enterprises; and
(4) implementing financing and taxation systems.

The SME Council presented a summary of “The state of SMEs in the 1970s and
the direction for SME policy” (the 1970s Vision of SME Policy) in August 1972, and
regarding the 1970s as “an era of change and fluidity,” it suggested new policy direc-
tions. The changes cited were (1) internationalization, (2) the growing importance
of respect for all members of society, (3) the deepening of environmental problems,
and (4) the shift to knowledge-intensive industry. The Council’s suggestions called
for greater emphasis to be placed on “the demand side,” “the environment and labor
welfare” (in other words, quality of life), and “SME diversity” (Nakata 2013, p. 17).
However, in response to the yen’s appreciation, the oil crisis, and other dramatic
changes in the business environment that began around that time, Emergency Mea-
sures for SMEs in Response to the Changes in the International Currency Situation
were issued in March 1973, and Comprehensive Measures for the Economy and
Emergency Measures for SMEs Regarding the Yen’s Appreciation (January 1978)
were adopted by Cabinet Decision in September 1977 and January 1978 respectively,
and policy began promoting shifts in business type and sectoral adjustments.

In line with these policies, the SMEModernization Promotion Law was amended
in 1975, introducing three newpoints of view (Nakata 2013, p. 174). First, it added the
perspective of “improving the quality and stability of the people’s lives” to the earlier
aim of strengthening international competitiveness. Second, it sought to include
social needs such as improving the welfare of workers, raising consumer benefits,
preserving the environment, and so on. Third, it encouraged entry into new fields.
This enabled policy to promote industry-wide (including upstream and downstream
operations) and region-wide structural improvements.

Specifically, the competent minister formulated a modernization plan for each
“Designated Industry” based on a survey of its actual situation. The modernization
plan included three areas: (1) time-specific targets for modernization of product per-
formance or quality, as well as production costs, and so on; (2) items necessary for
achieving the goal of modernization, including development of new products or new
technologies, modernization of facilities, optimization of business scale and/or pro-
duction and management methods, normalization of competition or improvements
in business relations; and (3) important items for consideration in the modernization
process, including improvements in worker welfare, the advancement of consumer
interests, and preservation of the environment. These plans served as the foundation
for measures to support SMEs until the Law’s abolition in 1999.
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5.3 A New Emphasis on Quality of Life: Promotion
of Consumer Protection and the Housing Industry

5.3.1 Vision of the Household Goods Industry

In 1968, the Industrial Structure Council’s Committee on Miscellaneous Goods and
Housing Materials issued a report titled “The future of the miscellaneous goods
industry under a liberalized economic system” that emphasized the “export character”
of the industry, and laid out the direction to be taken in order to overcome the various
challenges of the existing situation (Matsushima2012, p. 204).On the production side
were mechanization and mass production in order to enable the industry to escape its
labor-intensive character, and efforts were to be made toward product differentiation.
On the distribution side was promotion of modern linkages between production and
sales and rationalized marketing systems; management would be modernized. The
sectorwas divided into categories according to the level ofmechanization andproduct
differentiation that had been achieved, and policies were considered to address the
needs of each one.

In March 1976, the “Vision of the household goods industry from 1975 and
the appropriate direction of response” (the interim report of the Industrial Struc-
ture Council’s Household Goods Committee) changed the name of the industry in
question from “miscellaneous goods industry” to “household goods industry” and
at the same time shifted the related policy-making aim from promoting exports to
promoting enrichment of the life of the people. Based on this change in orienta-
tion, the following were cited as challenges facing the household goods industry:
(1) stable growth and qualitative changes in people’s needs (requiring upgrading,
higher performance, individualization and the greater demands for social responsi-
bility); (2) the question of how to respond to environmental changes, namely, the
steady advance of international specialization or the rapid growth of developing
economies. Overcoming these challenges would fundamentally require relying on
self-help, complemented where needed by government measures.

The policy issues for the household goods industry, leaving aside those of specific
industries such as Western-style kitchen metal-ware, porcelain, and matches, were
modernization and structural improvement and the elimination of excessive compe-
tition. The policy measures corresponding to the first of these were the 1963 SME
Modernization Promotion Law, based on the 1960 Law on Extraordinary Measures
for Sector-Oriented Promotion, the creation of the Structural Improvement Plan-
ning System based on the 1969s SMEModernization Promotion Law, and following
these, the advancement of plans for knowledge-intensive industries and structural
improvement planning by region (1973), the creation of a system for planning entry
into new sectors (1975), and the introduction of structural improvement plans for
business strategy (1984) and post-structural improvement plans (1992).

Regarding excessive competition, the following frameworks remained in place:
the Law on Temporary Measures Concerning the Stabilization of Designated SMEs
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(1952), the Small Enterprises Stabilization Law (1953), and the Law Concerning the
Organization of SMEs (1957).

Structural improvement projects were implemented using not only the SMEMod-
ernization and Promotion Law but also the July 1979 Law on Extraordinary Mea-
sures for Regional SMEs (“Production Region Law”). The “Production Region Law”
framework was adopted to implement structural improvement projects. The frame-
work of the Production Region Law was such that associations in the production
region would undertake research and development for new products or new tech-
niques, the development of demand, and plans for the promotion of projects for
human resource development, and these would be submitted to the prefectural gov-
ernment and, if approved, could receive subsidies. The range of MITI’s involvement
was therefore limited: the framework relied heavily on the cooperation of industrial
associations. Responsibility for policy management was shifted from the department
of goods affairs to the prefectural governor.

5.3.2 Establishing a Consumer-Oriented System

Following the 1968 establishment of the Fundamental Law on Consumer Protection,
related ministries and agencies decided to expand the administration of consumer
affairs by increasing the budget for it. MITI established the Consumer Protection
Division in 1976, and built up its administration of the area, including through legisla-
tive means (Ishihara 2011, p. 326). These included making administrative responses
more consumer oriented. In 1965, MITI launched a system for handling complaints
related to consumer lifestyle improvement in 1965, setting up a consultation window
for people with complaints. The National Consumer Affairs Center of Japan was
established in 1970. By 1973, at least one Consumer Life Center had been estab-
lished in each prefecture, and systems for consumer consultations and complaints
were being put into place.

The sharing of the collected information and collaboration among organizations
was encouraged, and a network system linking centers for consumer life was estab-
lished at the 16th Consumer Protection Conference in November 1983. (The Confer-
ence was established based on the Basic Law on Consumer Protection, chaired by the
Prime Minister, and with the membership of the heads of the relevant administrative
units,was chargedwith determining basic policy related to consumer administration).
This resulted in the establishment of the Practical Living Information Online Net-
work (PIO-NET) in December 1987. Meanwhile, MITI also sought improvements in
industries’ systems for handling complaints. In 1967 and 1968, it offered guidance
through industry associations on the establishment of “complaint windows.” With
the prospect of an increasing number of complaints from consumers, it issued a notice
in August 1979 urging the further development of a consumer-oriented system and
industry understanding of the need for it.
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5.3.3 Optimizing Business Transactions

Policies were developed on door-to-door sales and installment sales, from the point
of view of optimizing business transactions (Ishihara 2011, p. 360).

First, the Special Subcommittee on Sales, in the Industrial Structure Councils’
Distribution Committee, reviewed special business operations that were on the rise,
including door-to-door sales, mail-order marketing, chain stores, andmultilevel mar-
keting systems, and in March 1975 submitted a report urging legislation on this area.
On the basis of this report, the Law Concerning Door-to-Door Sales was established
in June 1976 with the twin aims of promoting fair business practices and prevent-
ing damage or loss to consumers. The Law, in keeping with the particular needs of
each kind of sales practice, obliged sellers to disclose their name and the type of
merchandise being sold and also introduced a “cooling-off system.” MITI also orga-
nized sales associations to establish the foundations for the sound development of
these new sales methods, including, for example, the Door-to-Door Sales Associa-
tion (established inMarch 1979) and the Japan Direct Sales Association (established
in April 1980), and provided them with administrative guidance.

Consumer issues were mounting, however. In the case of door-to-door sales,
consumers who were uncertain or vacillating could not avoid making contracts. The
law on door-to–door sales was revised in June 1984, and the cooling-off period was
extended from four to seven days. The affected businesses that had initially resisted
the idea also changed their view of the matter, learning to provide products that
consumers would not choose to return and concluding that their own credibility
increased when their sales methods improved. In May 1985, MITI launched an
information system on problems in door-to-door sales and worked to prevent the
occurrence of such problems bywidely disseminating the content of the consultations
to the general public and related government offices.

6 Friction with Foreign Countries

6.1 Trade Imbalances and Negotiations with Europe
and America

6.1.1 US Criticism of Japan

Japan’s trade surplus with the US reached about 10 billion dollars in 1978 and con-
tinued to increase thereafter, to about 60 billion dollars in 1987. Although somewhat
sluggish in the first half of the 1990s, it again increased to 64 billion dollars in 1998,
73 billion dollars in 1999, and 81 billion dollars in 2000. However, since the EU
and China surpluses with the US were growing at the same time, the situation was
different than it had been in the 1980s. The US portion of Japan’s total exports rose
from less than 26% at the end of the 1970s to 35% in 1984 and remained around 30%
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in the 1990s. Meanwhile, the US ratio of Japan’s total imports remained at about
20% from around the 1980s, rising at most to 24% in 1998.

Against this backdrop, US criticism of Japan had been mounting since 1977,
particularly in the US Congress, because imports from Japan were increasing dra-
matically despite the appreciation of the yen (Abe 2013, p. 53). The January 1979
report by the Jones Task Force on US-Japan Trade (US House of Representa-
tivesWays andMeans Committee, Subcommittee on Trade) strongly criticized Japan
for being the only country with an excessive trade surplus at a time when most coun-
tries were suffering from recession, and asked for efforts to be made to open Japan’s
market and improve the trade balance. TheUS also established the TradeAgreements
Act of 1979, which detailed the requirements for the Laws on Countervailing Duties
and Anti-Dumping.

Meanwhile, the Japan–US Summit meeting in May 1979 issued a joint statement
with the subtitle, “A fertile partnership looking to the 1980s.” Japan was called upon
to maintain economic growth through the expansion of domestic demand and open
its market to foreign products. The US would restrict imports if Japan’s exports
soared too rapidly, and Japan would resolve the issue by voluntarily regulating its
own exports. These approaches were maintained into the 1980s.

6.1.2 Full-Scale Trade Friction with Europe

Trade friction also arose between Japan and themembers of theEuropeanCommunity
(EC), beginning around 1970 (Abe 2013, p. 147). In 1971, Europe, like the United
States, was suffering from the rapid increase in steel imports from Japan, and in
January 1972, Japan adopted Voluntary Export Restraints (VER) through the Export
and Import Transaction Law. These voluntary regulations were renewed repeatedly,
continuing in place until the 1990s. In addition to iron and steel, tape recorders and
televisions became the target of VERs on exports to Europe from the early 1970s
on. This was part of the Japanese government’s effort to maintain the international
export order during this time.

However, in 1976, immediately after the first oil crisis, the EC became concerned
by the flood of exports from Japan—specific items such as steel, autos, ships, and
bearings. When a delegation from Japan’s Federation of Economic Organizations
visited Europe in October of that year, the Europeans harshly criticized the influx
of Japanese products. They argued that non-tariff barriers (specifically the technical
obstacles to manufactured imports posed by regulations on exhaust gas, the testing
process for pharmaceuticals and chemicals, and so on) were hindering the export of
European products to Japan and demanded improvement on the part of the Japanese.
While the trade friction between Japan and the EC intensified in this way, the value
of Japanese exports to the EC came to twice that of the EC’s exports to Japan and
Japan posted a trade surplus with Europe exceeding 3 billion dollars.

As a result of the delegation’s request upon its return home, government-level dis-
cussions were held between the ECCommittee and theMinistry of Foreign Affairs in
November 1976. The same month, the Japanese government submitted responses to
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the EC complaints, including (1) restraints on the number of automobile shipments,
(2) the launching of discussions on the shipbuilding issues, and (3) the importation of
agricultural products such as powdered skimmilk. The EC reacted with appreciation.
Japan also sought to improve areas regarded as non-tariff barriers by omitting the
double inspections and certifications. Nevertheless, in February 1977 the EC Com-
mittee took steps against the import of Japanese-made ball bearings by unexpectedly
imposing an anti-dumping tax of 10–20% for up to three months, making it clear that
the EC’s approach of sanctions against Japanese products was not brought entirely
to an end.

6.2 Simplifying Import Procedures and Maintaining
the Export Order

6.2.1 Efforts to Expand Imports

Import promotion policies sought to increase imports not only by developingmarkets
for the sake of leveling the field of competition but also by promoting the penetra-
tion of imported goods and supporting import expansion policies. They also sought
market-opening policies, including the easing of import regulations, reduction of
tariff rates, and the improvement of standards and conformity assessment systems.

The import expansion policies were developed against the background of the
late-1960s trade friction with the US and the early-1970s friction with Europe, and
the 1971 Comprehensive Economic Policy of Japan marked the first clarification of
import promotion policies (Abe 2013, p. 175). Thereafter, export promotion poli-
cies, which had been the focus during the period of high economic growth, were
transformed into import-promotion measures of a kind not seen in other countries
overseas, and energetically advanced until the beginning of the twenty-first century.

The effort put into expanding imports from the latter 1970s resulted in a policy
system as of the fall of 1982. Thememorandum submitted by the general assembly of
the Trade Conference that October was the first comprehensive and detailed descrip-
tion of the system of import promotion policy, and it was carried on and developed in
subsequent measures. It urged the need to encourage import expansion through the
use of JETRO (the Japan External Trade Organization) and MIPRO (Manufactured
Imports Promotion Organization). Events and import fairs were pursued thereafter,
with due consideration for the concerns of the Trade Conference.

6.2.2 Exploring Market-Opening Policies

Among the import-promotion policies were policies to open the market (Abe 2013,
p. 226). The core of these policies was the relaxation of restrictions on imports,
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because of the trade friction discussed above. The trade friction of the latter 1970s for-
ward was new in that macroeconomic economic policies and adjustment of exchange
rates now became diplomatic issues with the aim of resolving the imbalance of the
current account. There is no clear standard on how much of an imbalance causes
problems, but structurally speaking, current account imbalances arise because the
countries with surpluses continuously achieve levels of industrial development that
surpass their domestic demand, while deficit countries continue simply to open their
markets to foreign goods, raising the possibility that their industrial development
will stall as a result. It was from this point of view that Europe and America called
on Japan to increase its domestic demand and open its market from the late 1970s
into the 1990s.

Interestingly, the Japanese side was clearly aware of the existence of an array
of obstacles relating to importing, even as it passively responded to the external
pressures by undertaking market-opening measures. Although Japan’s policies did
not necessarily result in import expansion, the process became an opportunity to
shed light on problems that had been hidden from sight within Japan. Industry cir-
cles, including the Federation of Economic Organizations and others, while strongly
resisting criticism of industry and business, sought the relaxation of government
regulations and hoped to increase their own freedom as corporate actors thereby.

The Japan–US bilateral current account was made an issue in the negotiations
between the two countries, although it has meaning only when there are strong
restrictions on the exchangeability of currency. The reason was that the US could
not deny that the background to the problems was the emotional reaction that arose
from the trade friction in specific, but its complaint was that although Japan had
grown to become the world’s second-largest economy, it did not have a fully open
market. Japan, meanwhile, promoted import expansion and market opening, but the
problem of the current account imbalance was not easily resolved even in the twenty-
first century. To that extent, the measures undertaken by Japan cannot necessarily be
regarded as having achieved sufficient results.

In relation to the EC, meanwhile, Japan started government-level negotiations in
mid-November 1976 and from time to time attempted to relax import restrictions
and voluntarily regulate exports, but these were undeniably ad hoc responses. This
was because MITI, as of 1976–1977, was strongly aware that the Japanese market
was already fully open in systemic terms.

There were, however, cases in which domestic safety regulations in effect proved
disadvantageous for imported goods, and MITI did not go this far into detail in its
deliberations. In the view of MITI in those years, the criticism from Europe and the
US was fundamentally based on a misunderstanding of the Japanese market. MITI’s
policies, therefore, were developed basically as attempts somehow to avoid trade
sanctions.
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6.2.3 Simplifying Import Procedures

Overseas complaints against Japan’s import system persisted, and MITI’s attitude
gradually changed. The change was reflected in the Japanese government’s more
aggressive promotion of the Tokyo Round.

The New Policy issued in 1979 by the International Trade Policy Bureau and
the International Trade Administration Bureau said that, “For the sake of upgrad-
ing and improving the efficiency of our own economy, we should not refuse to
expand imports,” and called for “Eliminating factors that impede the expansion of
imports.” Inhibiting factors included various inspection procedures, the closed nature
of Japanese industry, the practice of cross-shareholding within a conglomeration of
businesses, the areas in which distribution was not modernized, and other factors.
MITI’s stance of simply trying to overcome overseas misunderstandings shifted
slightly, and instead of avoiding a response to the current account imbalance, it began
advancing import-promotion policies and coordination within domestic industry in
order to achieve an equilibrium. In other words, it began firmly pursuing efforts to
raise industry to a still more sophisticated level.

An array of programs for promoting imports to Japan were presented in senior
official-level consultations between the US and Japan in September 1977. A Trade
Facilitation Committee (TFC) was inaugurated to handle problems with trade pro-
cedures and to seek out what might be promising US products for export to Japan.
The TFC also became the organization charged with fully responding, for the first
time, to the complaints made about trade.

The latter 1970s also saw the step-by-step progress on the simplification of import
procedures. The first step was the 1977–1978 implementation of a partial revision
of the Import Trade Control Order. Among the revisions was that made to Article
21 in October 1977: trade contracts with intermediaries, instead of requiring permits
from the MITI Minister as they had previously, now required the submission of
notifications to the Foreign Exchange Bank, and where the payments and price of
cargo received were both under one million yen, the notification requirement was
lifted. The Export Trade Control Order was also revised in October 1978, furthering
the simplification of procedures for handling cargo exports and imports. Because this
series of amendments to protectionist measures targeted regulations what in reality
were hardly implemented, they could not be expected to have a significant effect on
import expansion. Nevertheless, they did have meaning in that they allowed Japan
to assert that it was opening its market.

6.2.4 Policies for Maintaining the Export Order

The basic thinking of policies concerning foreign trade in postwar Japan was that
goods in principle be exported freely,with controls on exports limited to the necessary
minimum. The December 1949 Foreign Exchange and Foreign Trade Control Law
(“Foreign Exchange Act”) adhered to this thinking, restricting the scope of control
on exports. Even so, the Foreign Exchange Act was partially revised in December
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1980, against a backdrop of rising Japanese exports, to allow for even freer export
trade, and revisions were made to a wide array of ministerial ordinances (Abe 2013,
p. 301). As a result, although approval would still be required for specifically desig-
nated exports and imports, “consignment trade in processed goods” was in principle
liberalized, for example. “Payment method regulations” were also changed from the
“positive list” method to the “negative list method”: that is, where payment meth-
ods had previously had to be positively singled out as not requiring approval, under
the new system, only those payment methods specifically designated as requiring
approval would be subject to controls. However, on the occasion of the Toshiba–
Kongsberg scandal, the Foreign Exchange Act was again revised in September 1987
to strengthen export controls on strategic goods to communist countries.Nonetheless,
MITI decided to establish the Bulk License System in March 1989, and was pro-
moting the simplification of procedures for bulk export licenses exceeding 200,000
annually.

The 1952 Export and Import Transaction Law aimed to prevent unfair export
transactions and to establish an order for import and export transactions (for exam-
ple, eliminating excessive competition), and to this end, recognized the establishment
of export associations and of agreements among businesses. When the law was first
enacted, the questionwas how to deal with problems that occurred in themain export-
ing sectors, which were composed of relatively small-scale companies producing
textiles, miscellaneous goods, light machinery, and so on. Many export agreements
were still being signed in the 1970s, the majority of which were agreements on
quantity or volume of exports.
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