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Preface 
 

In 2007, the world economy posted a high growth rate by rising 4.9%. However, the 
subprime mortgage problem that occurred in 2007 had a significant impact on 
developed economies, such as European c
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emerging resource rich countries as new potential overseas markets for Japanese 



 
 

3

Contents  
 





 
 

5

(3) 







 
 

8

I. The World Economy, Trade and Direct Investment 
 
1. Current State of the World Economy and Issues to Be Solved 
(1) Development accompanied by mounting downside risks 

In 2007, the world’s real GDP growth rate (IMF, Purchasing Power Parity㻌 [PPP] 
basis) stood at 4.9%, continuing its high growth from 2006. The developing economies 
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Kuwait, Saudi Arabia and Venezuela). Some of these countries have also allotted such 
funds to purchase developed countries’ stocks and other financial assets via the 



 
 

15

trading partner coun
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reasonable crude oil prices were considered to be approximately US$50-60/barrel if 
viewed from the supply–and-demand factor, and actual prices are pointed out to have 
substantially deviated from that level. 
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Table I-1  GDP growth and contribution by country and region 
䚷䚷䚷䚷(%)

Growth rate Contribution Growth rate Contribution Growth rate Contribution Growth rate Contribution
U.S. 3.6 16.9 3.1 15.7 2.9 12.8 2.2 9.7
EU27 2.7 13.5 2.1 11.3 3.3 15.3 3.1 14.4
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Fig. I-5  Oil-Exporting Countries' Structure of Balance of Payments 
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 (2) Cereal trade rapidly increased due to surging prices  

The expansion of food trade, especially cereal trade, was one of the features in 2007’s 
world merchandise trade. The cereal exports continued to grow at a one-digit rate from 
2001 onward, but from 2004 onward, they were practically on a consistently rising trend 
along with rising international commodity prices and sharply rose 44.4% to US$68.6 
billion in 2007. The trade value rose 45.1% to US$29 billion for wheat, 54.8% to 
US$20.2 billion for corn, and 24.0% to US$11.1 billion for rice.
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products; on the other hand, prices have surged due to the limited source of supply. For 
instance, prices surged from US$38.07/MTU in 2002 to US$165.00/MTU in 2007 for 
tungsten, and from US$8.32/kg to US$66.65/kg for molybdenum. 

Of the imports of rare metals and rare earth in 2007, Japan accounted for the largest 
share of 15.2%, followed by the US (14.9%) and Germany (10.2%). Meanwhile, China 
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Russia are on a rising trend. Their share of 
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---------------------------------------------------------------------------------------------------------- 
4. In April 2008, Japan and Switzerland made a joint proposal to the WTO regarding a mechanism 

whereby the rules at the time of implementing export restrictions on agricultural products should be 

clearly defined and negotiations be conducted with importing countries in advance. 

---------------------------------------------------------------------------------------------------------- 
According to the United Nations, the world population is expected to increase by 110 

million people or more on average each year in the approximately 20 years to come, and 
demand for food is presumed to continue the rising trend in the future as well. Even 
viewed from a short-term point of view, cereal trade is continuing to expand due to 
soaring prices. 

According to the quarterly export statistics 
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added to these figures, exports would amount to US$1,684 million and imports to 
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Table I-4  World trade indices 
 

Unit 2003 2004 2005 2006 2007
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Table I-6  World trade by country and region (2007) 
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Fig. I-8  Major Steel-Exporting Countries 
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Table I-8  World IT Trade <export basis> (2007) 
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Table I-11  Quarterly trade by major countries/regions in exports of major 



 
 

43





 
 

45



 
 

46

companies occur frequently and change substantially each year. In particular, countries 
such as the United Kingdom, Italy and France, where there were large-scale M&A 
transactions, contributed to the increase. 

The United States’ inward FDI amounted to US$237.5 billion, and despite a high 
level of inflow continuing from 2006, it posted a minor yoy decline of 1.8%. The 
contraction of finance-related transactions is considered to have had an impact, and the 
inward direct investment value in the fourth quarter fell 34.9% from the same quarter of 
the previous year. By item of inward FDI, inter-company loans between 
foreign-affiliated parent companies and their subsidiaries (“Other capital”) fell (down 
61.0%), which became a contributing factor of the decline on the full-year basis. On the 
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both of which have rich mineral resources. According to the Economic Commission for 
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Reference Materials/Supplement Statistics: Table 7). The number of cases also rose to 
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investment with a ratio of capital contribution at 9.9%). Also in 2008, there were active 
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these industries (Fig. I-13). In November 2007, Australia’s BHP Billiton, the largest 
mining company in the world, offered to buyout Rio Tinto, the second largest 
(US$188.2 billion). If this deal is realized, the sellers’ dominant position on metal 
resource markets will be further strengthened, and the steel and non-ferrous metal 
industries, which are the users, will hold destabilizing factors in supply. In particular, 
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practice (action plan) by the fall of 2008. The G8 Hokkaido Toyako Summit held in July 
pointed out that “SWFs are participants w
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Fig. I-10  Global FDI and cross-border M&As 
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4.㻌 Japan’s Trade and Direct Investment 
(1) Trade in Japan 
Â The export and import values both posted a record high in 2007 

In 2007, Japan’s exports (customs-clearance basis) grew 10.1% yoy to US$712.7 
billion, while imports grew 7.2% to US$621.1 billion. Exports increased for the sixth 
consecutive year, while imports increased for the fifth 䠄Table I-17䠅. Japan’s export 
value exceeded the US$700 billion mark for the first time, with the degree of 
dependence on exports (exports (customs clearance basis)/nominal GDP) reaching 
16.3%, the highest in history. Boosted by surging crude oil prices during the fourth 
quarter, the import value also marked a record high at the US$600 billion range for the 
first time. As a result, Japan’s total trade value (total value of the export and import) 
rose 8.7% yoy to US$1.3338 trillion. The tr
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Â Japan’s exports maintained momentum through two types of “diversification” 
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Â India shows rapid increase among emerging countries 

Among direct investment towards emerging countries, investment towards India grew 
robustly, up approximately three times yoy to US$1.5 billion. M&A cases increased in 
India, such as Matsushita Electric Works’ acquisition of Anchor Electricals Private 
(US$450 million). The automobile industry also
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approximately 3.5 times yoy to US$19.5 billion,



 
 

75

Morphotek, a bio-venture company in the United States (US$325 million), and also in 
early 2008, acquired MGI Pharma, a pharmaceutical company in the United States 
(US$3.7 billion). In the MGI case, LBO finance, which had been used less frequently 
since the second half of 2007, was used, also showing Japanese companies’ high level 
of fundraising capabilities. In May 2008, Takeda Pharmaceutical Company Limited 
made the Pharmaceutical Products Inc. (TAP), a joint venture with Abbott Laboratories, 
its wholly owned subsidiary. Furthermore, it completed the large-scale acquisition of 
Millennium Pharmaceuticals, Inc., a company competitive in the development of 
cancer-treatment medicines (US$8.1 billion), and made efforts to open up further the 
market in the United States, while the domestic pharmaceutical market was in 
stagnation. Daiichi-Sankyo Company, which announced in June 2008 its acquisition of 
Ranbaxy Laboratories, the largest pharmaceutic
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On top of that, compared to the United States and the United Kingdom, they are not 
only insufficiently franchised and modularized but are also inferior in such aspects as 
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the value of capital inflow. According to Thomson Reuters (completion basis), M&A 
cases towards Japan amounted to US$22.6 billion in 2007, higher than the previous 
peak reached in 2001 (US$19.0billion) and posting a record high (Fig 
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GIC and other investors of the United States (refer to Reference Materials/ Supplement 
Statistics: Table 13). 

As a result, the outstanding balance of direct investment towards Japan as of the end 
of 2007 amounted to JPY15.1 trillion, with its ratio to the GDP rising to 2.9% from 
2.5% in the previous year (Fig. I-24). 
 
Â Changing trends of M&A cases towards Japan 

Comparing the characteristics of the active M&A activities from 2007 onward to 
those during the previous M&A boom, investment was active from 1999 to 2001 
towards the deregulated industries, such as telecommunications, with a formulated flow 
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Fig. I-15  Breakdown of Contribution by Region by Passenger Car Exports to 
World 
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Fig. I-21 Japan's inward FDI 





 
 

91



 
 

92

Fig. I-26  Factors making it difficult to 
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Regarding this coefficient for which this mathematical formula is used, negotiations are underway among 

individual countries. In the draft of the framework agreement, it was proposed that developed countries be 

required to choose the coefficient “8” and developing countries to choose from the coefficients “20,” “22” 
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with the operation by the government. Many Japanese companies recognize the 
significant improvement in the operation. At the same time, there still remain comments 
such as on uncertainty over the business approving process and time-consuming 
responses. For instance, broker business of A-shares (shares which only Chinese 
residents can trade) is not approved for foreign affiliated companies. But UBS and 
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situation allows. For instance, while other Japanese affiliated non-life insurance 
companies were having a tough time for reasons such as the delay in the approval 
process for a business license, which is one of the above raised problems with the 
system operation and implementation by the government, Sompo Japan raised the status 
of its liaison office in Dalian to make it a lo
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with strong political and economic relationships form FTAs looking for stronger or 
improved ties (Table II-1). The EU, with 
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Fig. II-1 �
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Table II-2� Development of the FTAs of the US 

(As of August 2008)
Negotiation Started Agreed Concluded Effective Remarks

April 1998 Suspended Feb. 2004 Timing of agreement unknown (negotiations by 34 countries
in the Americas, except Cuba)

June 1991
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Fig. II-2  Major Japanese Companies with Production Bases in Central and Eastern 
Europe (Auern 
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Among FTAs where utilization is contem
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--------------------------------------------------------------------------------------------------------- 
IT products are also one of Japan’s top e
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40% on a basis of MFN, has been reduced to 26.67% under the Japan-Thailand FTA. It 
is scheduled to be eliminated in six years after the FTA goes into effect. In addition, the 
tariff on other kinds of fruits, including apples and pears, is subject to immediate 
elimination or phased reduction, and exports
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Â ASEAN Free Trade Area (AFTA) 

Thailand and Malaysia have released the values of their trades utilizing FTAs, and 
these values provide fundamental materials that can be used in evaluating the status of 
FTA utilization in Asia. The status of utilization of the major FTAs will be examined in 
this section, based mainly on the statistics 
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--------------------------------------------------------------------------------------------------------- 
 
                                                                        
 
Column II-1 
䖂 Level of MFN Tariff in Major ASEAN Countries (on an Item Basis) 

In ASEAN countries, tariffs are generally 
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even though they maintain production sites widely spread in both of the two regions. 
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affiliates accumulated in Thailand seem to be among the most active users of the FTAs. 
In 2007, exports utilizing the FTA between Thailand and Australia amounted to 4.1 
billion dollars and accounted for 66.2% of total exports from Thailand to Australia. 
Over the period from 2005 when the FTA went into effect to 2007, the exports utilizing 
the Thailand-Australia FTA have recorded an average annual growth rate of 38.4%. 
According to the Ministry of Commerce of Thailand, the FTA is being used for items 
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Mentioned below is status of FTA utilization under the major FTAs outside the 
Asia-Pacific region. 
 
Â ROK-Chile FTA 

The ROK-Chile FTA came into effect in April 2004 as the first FTA for the ROK. 
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Since the tariffs (MFN tariff set at $0.007 or $0.028 per kg) were eliminated under the 
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business administration costs. They generally 
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U.S. and others, where all exporters certify the origin of their products on their own 
responsibility. The documents certifying that the rules of origin requirements have been 
satisfied are issued by the exporters themselves. This self-certification system is 
typically applied to in NAFTA and the US-Australia FTA, as well as in the US-ROK 
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extent permitted by GATT. (In and after the ye
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remains at a considerably low level compared to the rate in NAFTA and the EU15, 
while the areas other than AFTA still maintain high tariff barriers, which are scheduled 
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Table 1  Intra-regional trade within major regions of the world (two-way trade) 
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Table II-11  Share of trade between countries with FTAs in effect, signed and 
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Table II-15  Status of FTA utilization in Thailand (imports) 

(Unit: US$ million, %)
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Table II-17  Major items by value of 
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Fig. II-5�
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3. Increasing importance of comprehensive FTAs: current status and 
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in 1990 (Figure II-8).  Trade in services is divided into four modes. In terms of the 
share of the respective modes in world trade in services, the WTO estimates that Mode 
1 (cross-border trade) accounts for 35%, Mode 2 (consumption abroad) accounts for 
10% to 15%, Mode 3 (commercial presence) accounts for around 50% and Mode 4 
(presence of natural persons) accounts for 1% to 2%, respectively. (10)
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and states, in recent years. These regulati
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NAFTA, it is stipulated that trucking service from Mexico to the U.S. Border States will 
be permitted effective from 1997 and cross-border truck transport to all areas of the U.S. 
effective from 2000. 
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“foreigners” on a basis of voting rights was approved in the cabinet meeting (Surayud’s caretaker cabinet 
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Australian firm entered Thai market using the Thailand-Australia FTA. 
In the Japan-Thailand FTA, liberalization of investments exceeding existing 
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give prior notice to the other country when investigations are commenced and promised 
to provide an opportunity for bilateral consultation. For the first time since NAFTA, the 
U.S. has acceded to a request of this nature. Accordingly, the Korean government and 
companies, who receive an advance notice from the U.S. on the commencement of its 
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their GDP. In terms of country, India received the top amount of 27 billion dollars, 
followed by China receiving 25.7 billion, 
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Fig. II-8  Trends in trade in services and FDI as percentages of world GDP 
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Table II-20  FDI stock of Japan (as of the end of 2007), major partners and 
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Fig. II-10  Size of the government procurement market of major countries 
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Table II-23  Progress made by the Committee on Improvement of Business 
Environment under the Japan-Mexico FTA 

Field Specific problem Progress/results
Public safety - Deteriorating safety at the airport and residential areas

- Increase in theft and burglaries of goods, rising cost of security measures
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governments of partner countries to correct problems in trade and investments. 
 
(2)  Further expansion of FTAs, and various efforts by each country 

Efforts by Europe and the US to strengthen their economic relationships, including 
those with FTAs with countries in the Asia-Pacific region, become clearer. The US has 
FTAs with Singapore and Australia, and signed an FTA with 
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III. Consumer Markets Expanding Worldwide 
 
1. Consumption Trends in Japan and Worldwide 

As Japan has been the first to see an aging Baby Boomer generation amidst a 
declining birth rate, resulting in a population contraction, th
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indeed comprise the bulk of total optional consumer spending, the spending actually 
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behaviors decreases. Alcohol and tobacco expenditures increase the older the population 
regardless of income level, as these become a form of time-intensive consumption.  

䐠 Clothing and shoes 
This category has a high expenditure rating among countries in the middle-income or 

higher grouping that are also in the younger age bracket. This is likely due to the 
tendency for younger people to spend more on fashion as income levels increase beyond 
a certain level. In this same income level group, older countries have an even higher 
weighting than middle-aged countries, but this appears to be caused by a simplification 
of consumption behavior as populations age.  

䐡 Housing 
This share of the total increases the older the population, with imputed rent and utility 

fees showing this trend in particular. Imputed rent increases as homeownership rises, 
while utility fees increase as people age and spend more time at home. Middle-aged 
countries have a higher weighting for other house and land rents, while younger 
countries spend more on maintenance and improvements.  

䐢 Furnishings and household items 
This category sees the most spending by the middle-aged country group, while the 

older country group has the least weighting in this category for all income levels. The 
middle-aged group likely has a heavy weighting here due to household spending when 
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Fig. III-3� Share of optional consumer spending by age bracket (2007) 
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Fig. III-8� Consumption trends by income level and age bracket 
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Table III-1
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(2) Biggest sales area for US products is Europe 
The biggest purchasers of Japanese products have been Europe and the US, and the 

geographically near Asian Pacific region. Taking a similar view of the overseas sales 
locations of US companies, we see that, in 2004, the biggest purchaser of US products 
and services was Europe, which comprised almost
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 (3) Japanese companies showing more interest in newly emerging markets in 16 
countries 

The middle and upper classes are expand
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regional distribution, with three of these 
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Items where younger people (specifically, those under 30
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Incomes for younger people are sometimes put towards the whole household, and do 
not always go directly towards purchasing power. However, surveys show that roughly 
half of parent incomes in China are spent on 
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Fig. III-11  Distribution ratio of number 
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Fig. III-16  Distribution of consumption expenditure in world and BRICs in 2007 
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Fig. III-20  Distribution ratio of disposable income by age group 
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to 0.6%.  
The market for the so-called five big-ticket items – color TVs, refrigerators, washing 

machines, air conditioners, and microwaves and other consumer electronics, has been 
expanding in recent years, and this is largely due to the rise of the middle class. 
Meanwhile, though the high-end US and European brands have been making inroads, 
primarily in apparel, with an eye towards th
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disparity, with the top 10% of households by income earning 35.7% of the total, and the 
bottom 10% earning only 1.8%. People under 30 comprised 58.4% of the total 
population, and those under 40 comprised 73.8%. Marketing that targets younger age 
brackets is thus important to success in Mexican markets.  

Passenger car market penetration rose from 34.2% in 2002 to 40.2% in 2007. That 
said, complying with the NAFTA, in August 2005 the government abolished restrictions 
on the import for used cars produced more than 10 years before, opening the gates to 
major growth in used-car imports from the rest of North America. Thus, the bulk of the 
increase in market penetration is likely due to middle- and low-income consumers 
buying used cars. Elsewhere, market penetration of DVD player expanded rapidly from 
4.0% in 2002 to 45.7% in 2006. This is partly due to DVDs being a common form of 
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tariffs in 2004, with low-priced South Korean and Chinese makes seeing particularly 
rapid market share expansion. Banks have recently begun offering automobile loans, 
and middle-income and female consumers are making use of these loans to purchase 
cars, increasing the automobile purchaser base.  

Local research agencies have also reported that market penetration for consumer 
electronics rose across the board from 
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The United Arab Emirates (UAE) has a population of 4.82mn (2007), and a distinct 
demographics as only some 20% were citizens (2005 census), with the remaining 80% 
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Column Ϫ-1 
 Example of a new car sales strategy in the Polish market ۔

 
Â Alliance with financial services the key to spread of passenger cars 

The countries of Central and Eastern Europe have developed as the production base 
for European automakers, and continuing improvements in income levels pushed 2007 
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Â Progress of foreign retailers in the JFIC 16 countries 
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Uzbekistan, Japanese products have a better reputation than European and US products. 
In the Middle Eastern countries of Saudi Arabia and Turkey, Japanese brand image is 
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basis for its product development, (2) the ability to beat competitors in putting its 
technology into product line, and (3) large-scale production, all of which generate 
synergies that make it difficult for others to 
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Table III-7  Features of China's "post-80" generation 
䞉㻹㼛㼞㼑㻌㼠㼔㼍㼚㻌㼔㼍㼘㼒㻌㼟㼠㼕㼘㼘㻌㼘㼕㼢㼑㻌㼣㼕㼠㼔㻌㼜
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Fig. III-22  Ratio of remittance from abroad to GDP in major emerging countries 
(%) (2006) 
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Table III-17� Intellectual property issues in the main newly emerging countries 
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worked on starting in the developed countries and then mainly in Asia. History is likely 
to follow similar lines as businesses expand 
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Fig. III-27  Strategy of product, commodity and service development 
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but investment resumed a growth track coming into 2008. This was a reflection of 
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markets in anticipation of opportunities for exploring earnings growth. Many companies 
also noted problems in newly emerging markets, specifically difficulties in finding sales 
channels and partners. Japanese companies have been able to overcome these challenges 
in the developed countries and in East Asia, but these issues and lack of local 
information are major hurdles for Japanese companies operating in the Middle East, 
Africa, Central and Eastern Europe, 
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countries, and considering also income transf
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Table 6�  FDI of major economics (net flows based on balance of payment) 
㻔㼁㻿㻐㻌㼙㼕㼘㼘㼕㼛㼚㻘㻌㻑㻘㻕

㻞㻜㻜㻢 㻞㻜㻜㻣
Growth
rate

㻿㼔㼍㼞㼑 㻌㼏㼛㼚㼠㼞㼕㼎㼡㼠㼕㼛㼚 㻞㻜㻜㻢 㻞㻜㻜㻣
Growth
rate

㻿㼔㼍㼞㼑 㻌㼏㼛㼚㼠㼞㼕㼎㼡㼠㼕㼛㼚

㼁㻿 㻞㻠㻝㻘㻥㻢㻝 㻞㻟㻣㻘㻡㻠㻞 䕧㻌㻝㻚㻤 㻝㻝㻚㻟 䕧㻌㻜㻚㻤 㻞㻠㻝㻘㻞㻠㻠 㻟㻟㻟㻘㻞㻣㻝 㻟㻤㻚㻝 㻝㻡㻚㻡 㻝㻢㻚㻜
㻯㼍㼚㼍㼐㼍 㻢㻞㻘㻣㻢㻡 㻝㻜㻤㻘㻢㻡㻡 㻣㻟㻚㻝 㻡㻚㻞 㻤㻚㻝 㻟㻥㻘㻝㻝㻣 㻡㻟㻘㻤㻝㻤 㻟㻣㻚㻢 㻞㻚㻡 㻞㻚㻢
㻱㼁㻞㻣
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Table 9�  Japanese trade by country and region 
㻔㼁㻿㻐㻌㼙㼕㼘㼘㼕㼛㼚㻘㻌㻑㻕

㼂㼍㼘㼡㼑
㻳㼞㼛㼣㼠㼔

㼞㼍㼠㼑
㼂㼍㼘㼡㼑

㻳㼞㼛㼣㼠㼔
㼞㼍㼠㼑

㼂㼍㼘㼡㼑
㻳㼞㼛㼣㼠㼔

㼞㼍㼠㼑
㼂㼍㼘㼡㼑

㻳㼞㼛㼣㼠㼔
㼞㼍㼠㼑

㼂㼍㼘㼡㼑
㻳㼞㼛㼣㼠㼔

㼞㼍㼠㼑
㼂㼍㼘㼡㼑

㻳㼞㼛㼣㼠㼔
㼞㼍㼠㼑

㻭㼟㼕㼍 㻞㻤㻥㻘㻢㻢㻝 㻡㻚㻤 㻟㻜㻣㻘㻣㻣㻥 㻢㻚㻟 㻟㻠㻟㻘㻝㻝㻟 㻝㻝㻚㻡 㻞㻟㻜㻘㻟㻤㻟 㻝㻞㻚㻞 㻞㻡㻞㻘㻡㻜㻢 㻥㻚㻢 㻞㻢㻣㻘㻥㻞㻢 㻢㻚㻝
㻯㼔㼕㼚㼍 㻤㻜㻘㻟㻠㻜 㻤㻚㻤 㻥㻞㻘㻤㻡㻞 㻝㻡㻚㻢 㻝㻜㻥
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Table 10� Japan's exports by products 㸦2007㸧 

㻔㼁㻿㻐㻌㼙㼕㼘㼘㼕㼛㼚㻘㻌㻑㻕

㼂㼍㼘㼡㼑
㻳㼞㼛㼣㼠㼔

㼞㼍㼠㼑
㼂㼍㼘㼡㼑

㻳㼞㼛㼣㼠㼔
㼞㼍㼠㼑
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Table 11
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Table 12  Japan's Foreign Direct Investment by Country and Region  
(Based on Balance of Payments, net) 

㻔㼁㻿㻐㻌㼙㼕㼘㼘㼕㼛㼚㻘㻌㻑㻕

㻿㼔㼍㼞㼑
㻳㼞㼛㼣㼠㼔

㻾㼍㼠㼑
㻿㼔㼍㼞㼑

㻳㼞㼛㼣㼠㼔
㻾㼍㼠㼑

㻭㼟㼕㼍 㻝㻢㻘㻝㻤㻤 㻝㻣㻘㻝㻢㻣 㻝㻥㻘㻟㻤㻤 㻞㻢㻚㻠 㻝㻞㻚㻥 㻭㼟㼕㼍 㻝㻘㻡㻢㻡 㻙㻤㻡㻞 㻝㻘㻢㻜㻡 㻣㻚㻞 㼚㻚㼍㻚

㻯㼔㼕㼚㼍
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Table 13  Japan's Foreign Direct Investment by Industry (Based on Balance of Payments, net) 
㻔㼁㻿㻐㻌㼙㼕㼘㼘㼕㼛㼚㻘㻌㻑㻕

㻿㼔㼍㼞㼑
㻳㼞㼛㼣㼠㼔

㻾㼍㼠㼑
㻿㼔㼍㼞㼑

㻳㼞㼛㼣㼠㼔
㻾㼍㼠㼑

㻞㻢㻘㻝㻠㻢 㻟㻠㻘㻡㻝㻟 㻟㻥㻘㻡㻝㻡 㻡㻟㻚㻤 㻝㻠㻚㻡 㻙㻞㻘㻝㻥㻝 㻞㻡㻠 㻝㻘㻟㻤㻝 㻢㻚㻞 㻠㻠㻟㻚㻞
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Table 14  Japan's Foreign Direct Investment Stock by Country and Region 
 (Based on Balance of Payments, net) 
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