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OF HO CHI MINH CITY IN THE VIETNAMESE TRANSITIONAL

ECONOMY

LE Van Thanh" and Shigeru FUKUSHIMA'
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Abstract

In recent years, urbanization has been taking place rapidly and vigorously in Ho Chi Minh City (HCMC), the largest urban
agglomeration in Vietnam, due to the implementation of the Doi Moi economic reform policy. Many industrial and export-

processing zones as well as new residential areas were established, accelerating urbanization in HCMC. This paper aims to

examine the impact of urbanization under the Doi Moi policy on the socio-economic and environmental conditions and lifestyle
of the residents of HCMC. We conducted a sociological questionnaire survey in HCMC, interviewing members of 432 house-
holds on their quality of life and lifestyle, and reviewing the recent economic development, the urban services and the urban
environmental conditions of HCMC. Urbanization together with economic development has resulted in an improved standard of

living. Privatization of public services and services diversified through the markets also contribute to this improvement, although

issues of affordability remain. On the other hand, negative trends such as the expansion of social disparity and the deterioration

of urban environments have continued, and new issues like traffic jams and urban flooding remain, limiting the possibility of

improving quality of life in HCMC.

KEY WORDS : urbanization, Ho Chi Minh City, Doi Moi policy, transitional economy

1. Introduction

Since the late 1980s, Vietnam has introduced market
mechanisms in its own economic system and has adopted
outward-oriented economic policies, shifting to a transitional
economy from a socialistic economy. This has had an im-
pact on the entire system of socio-economic structures and
urbanization trends. Under the Doi Moi policy, the policy for
the economic reform of Vietnam, Ho Chi Minh City (HCMCQ)
has successfully promoted economic growth with around
10.8% for the period from 1996 to 2010. Many industrial and
export-processing zones as well as new residential areas were
established, resulting in accelerating urbanization, economic
transformation, and development in HCMC.

In recent years, urbanization has been taking place rapidly
and vigorously in HCMC. The population has also been con-
tinually increasing and is now estimated to be over 7 million
persons, with an annual growth rate of 3.5%. Reviewing the
city’s development, we can see that urbanization under Doi

Moi has brought about both positive and negative socio-eco-

nomic, demographic and environmental changes in HCMC.
This paper aims to clarify the characteristics of the urbaniza-
tion of HCMC under Doi Moi, in terms of household economy,
urban services, and urban environments, and examines how
this urbanization and economic growth have impacted the
quality of life of the people of HCMC; we also examine the
reasons for these results.

In previous research, Zhang et al. (2006) compared the
urbanization trends and mechanisms of Vietham before and
after the implementation of Doi Moi, and Phan & Coxhead
(2010) examined inter-provincial migration and inequality
during Vietnam’s transition. Drakakis-Smith & Dixson (1997),
and Bolay et al. (1997) examined the sustainability of the
urbanization of HCMC under Doi Moi and point out its unsus-
tainability due to environmental deterioration, urban poverty
and social disparity. The former, however, deal only with the
macro perspectives of the overall urbanization of Vietnam,
while the latter discuss the impact of urbanization in only the
very early stage of Doi Moi based on secondary data. As the
socio-economy of HCMC has been transforming rapidly since
the late 1990s, with the establishment of new private busi-
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nesses in the services and manufacturing sectors and of legal/
institutional frameworks concerning urban management, we
will examine the characteristics of the urbanization of HCMC

in the more recent stage of Doi Moi, since the late 1990s.

2. Analytical Framework and Major Survey

The urbanization of HCMC has been taking place in the
context of rapid economic development (compressed eco-
nomic development) and a local government that has lacked
appropriate urban management measures during the process
of transition but that has made certain efforts to gain control
over the situation and enhance people’s lives. Our research
clarifies how this urbanization in the Vietnamese transitional
economy has affected quality of life and lifestyle based on the

people’s perception of their socio-economic and environmen-

Urban and envirgnmental management
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Fig. 2. Map of HCMC and the Districts Surveyed

tal situation, and reviews the economic development, urban
services and urban environmental conditions of HCMC. In this
research, we applied a number of different research methods
and integrated the results of the original sociological survey
shown as below and investigations to clarify the contexts on
socio-economic developments and economic disparity, urban
management and urban services, environmental conditions
of HCMC. (Fig.1)

First, we collected and analyzed economic, social and
environmental data available at both the city and local lev-
els. We carried out a sociological survey at the household
level in 2004. The questionnaire consisted of questions about
changes in the household over a period of 5 years (1999-
2004) in household economy, living standard and lifestyle, and
perceptions about the urban environment. The total number of
households interviewed was 432. In addition to the household
survey (quantitative), we also interviewed representatives of
local governments at different levels (qualitative) in order to
elucidate the impact of policies and their implementation in
the areas where the urbanization has been taking place (Fig.
2).

HCMC consists of 24 urban and rural districts, of
which 13 are inner districts where urbanization was
taking place before 1975; 6 are newly established
urban districts that changed from rural districts
during 1997 and 2003 and where urbanization has
been taking place since then; and the remaining 5
are rural districts that have recently begun
urbanizing. In our research to evaluate the impact
of urbanization on quality of life in HCMC, we
selected one typical district from each of the three

types: Go Vap (inner district), Binh Tan (new

urban district), and District 2 (rural district).
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3. Transformation and Urbanization of HCMC under Doi
Moi

3.1 Transformation of the Socio-Economic Structures of
HCMC

Du & Fukushima (2010) describe the transformation of the
socio-economic structure of HCMC under Doi Moi. A favor-
able economic cycle has gradually formed during HCMC'’s
process of economic development that links the outcomes
of all development phases since around 2000. HCMC was
able to promote the manufacturing sector by attracting for-
eign direct investment (FDI), resulting in increased exports
and high economic growth. The expansion of HCMC'’s lo-
cal markets made the trade and service sectors very active.
The emergence of the private sector in particular generated
more employment and improved industrial productivity, and
massive job opportunities then attracted urban migration to
HCMC. The increasing regional population and improvement
in household income expanded regional markets, resulting in
further growth in trade and services. The globalization process
together with local industrialization brought about an obvi-
ous societal transformation in HCMC. This transformation is
clear in the form of a double-structured economy based on
the formalization of society and the expansion of a very ac-
tive private informal sector, an improvement in income and
consumption and the expansion of disparity, and urbanization

with rural-to-urban migration.

3. 2 Urbanization of HCMC

Under Doi Moi, the population of HCMC increased from
3.6 million in 1986 to 7.4 million in 2010 due to both natural
population increase and social population increase. Accord-
ing to statistics on HCMC, the migration rate also increased
noticeably from 0.84% (1989-1999) to 2.33% (1999-2004).
This increase caused the city’s population increase rate to rise
to 3.6%. From 2004 to 2009, more one million migrants came
to HCMC. This population increase was also accelerated be-
cause the rural-to-urban migrants were young and included a
massive reproductive population. Thus, this migration led to
a natural population increase in the next demographic stage.

As mentioned above, the urban areas of HCMC have been
expanding from the 13 inner districts to the 6 new urban
districts and finally to the 5 rural districts under Doi Moi, with
the peaks of migration into each district occurring at differ-

ent times. Let us now examine the urbanization trends of the

three districts surveyed. Go Vap saw its highest number of
immigrants in the period from 1995 to 1999, while migration
to Binh Tan peaked from 1999 to 2004, and District 2 has
been urbanizing since 2004. Go Vap, located in the northern
belt of the inner city, is one of the districts where urbanization
has been taking place fastest in the city. In 2004, its popu-
lation was about 450,000, of which migrants accounted for
approximately 60%, and its rate of population growth was
relatively high at approximately 7% per year for the period
from 1995 to 2004. Binh Tan District was established in 2003
in the southwest of the city, after separating from Binh Chanh
District. In 2004, its population was about 400,000, of which
migrants accounted for approximately 80%. Its rate of popula-
tion growth was relatively fast at about 15% for the period
from 1999 to 2004. District 2, located in the northeast of the
city but divided from District 1 (city center) by the Saigon River
has a population of about 130,000, of which migrants account
for 42.2%. The rate of population growth is relatively modest
(about 4.3%), compared with those of the two other districts.
The urbanization trends of Go Vap, Binh Tan and District 2
have continued since the time of their peaks and their popula-
tions reached 548,200, 595,400, and 187,500, respectively,
in 2010. Migrants are particularly concentrated in suburban
districts, possibly because the price of land in these districts
is relatively cheaper than in the inner city, and/or due to the
creation of industrial and processing zones, which generate

jobs and attract workers.

4. Managing Urbanization

4.1 City Planning and Regulations

Urban planning should play a very important role in estab-
lishing development orientations. The master plan of HCMC
to the year 2025, approved by the Prime Minister in 1998,
has been revised. The development of HCMC extended to
the north and southwest of the city because the Saigon River
and Mekong Delta hindered development toward the east
and south, respectively. These expansions of urban areas
have been developed by the private sector, by real estate
companies and by people from the inner districts, however,
this development has come about in a spontaneous and
disorderly manner rather than following any specific plan.
Because of such rapid urbanization and the lack of specific
urban planning at the district or sub-district level, the HCMC

government and district offices were unable to control these
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spontaneous urban developments. Inadequate management
and insufficient implementation of existing policies and regula-
tions also contributed to the situation. For example, many
impermissible houses were built, partly because of a lack of
concern on the part of the district offices and partly because
the resources and capacity of the district offices were still
limited. Many district offices were not yet able to manage a
ward (which used to be a commune) with a larger population
Regulation of planning and related issues has tended to follow
the rapid urbanization.

These spontaneous developments have been very prob-
lematic in terms of living environmental conditions and land
tenure, due to a lack of basic services such as a piped water
supply or drainage system or any formal registration of land
use rights, even though they have provided affordable hous-
ing opportunities for the lower income population of HCMC.
The residents of such housing, however, now must wait for
urban upgrading/improvement and legalization programs to
be implemented by the city government.

However, from 2004 to the present, the city government has
gradually been enhancing its urban management capability,
although much remains to be done. It started to control infor-
mal housing development in 2008, and began strengthening
its power of enforcement. The government has also actively

invested in the development of an appropriate infrastructure.

4. 2 Urban Service Provision and Upgrading of Spontaneous
Development Sites

Since the late 1990s, the HCMC government has conducted
urban upgrading and improvement programs including the
active provision of urban services such as roads, electricity,
water, schools, and hospitals. Roads have been gradually
widened and paved and enhanced with green spaces. One
important step was the initiation by the government in 2004
of the systematic legalization and upgrading of all informal
and spontaneous development sites. For example, the city
government declared rural district Binh Tan an urban district
in order to promote legalization programs and formal urban
development with sufficient provision of urban infrastructure
in this area of informal and spontaneous development. The
authorities of Binh Tan have managed its urbanization better
since then, controlling land use and new developments.

With the increase in the local population, local markets
have grown and both individuals and private companies have
responded quickly to the people’s demand for consumption
under Doi Moi. Considerable investment has been made in

everything from small shops, restaurants and cafés to large
entertainment and shopping centers. Thus, the rapid urbaniza-
tion has affected not only the townscape but also the people’s

way of thinking and lifestyle.

4. 3 Provision of Public Services for Migrants

In the past, it was very difficult for migrants to obtain per-
manent residency in HCMC. Beginning in 1999, however,
following HCMC People’s Committee Resolution 27 and the
Guidelines 02 of the City Police, migrants to HCMC were al-
lowed a permanent resident permit if they met three criteria:
a certificate of house ownership; residence in HCMC for at
least five years; and a stable job. Resolution 108/2005/ND-CP
issued on 19 August 2005 and a number of amendments to
the Resolution later simplified these criteria to residence in
HCMC for at least 3 years, and house ownership in HCMC.
Since Residence Law came into effect on 1 July 2007, Viet-
namese have had the right to choose their place of residence
with more simplified conditions: a stable job and accommo-
dation (owned or rented), and residence for at least 1 year.
The management of migrants has become increasingly more
relaxed, and many migrants are satisfied with the assistance
received from the police in processing registration documents
for provisional leave or residence.

With respect to the availability of public services to those
without a permanent residence permit, there were some re-
strictions in the past, and some remain in effect today. This
is largely due to the quota system for public services in the
tradition of socialist countries. For example, each household
with a permanent resident permit was allowed access to
water and electricity at a cheap cost, while migrants without
permanent residence had to pay extra, as in the trading and
service sectors. Education and health care were also more
or less subject to the same situation. Introducing the market
mechanism makes urban services more accessible and diver-
sified, though also more expensive. The recent privatization
of the education and health care systems, for example, has
provided more choice for both migrants and non-migrants,
who responded positively to our questions regarding improve-

ment in these services (see Section 6 below).

5. Urbanization and Urban Environments of HCMC

The report entitled “Population, economic development
and environmental changes in HCMC” (Diep Thi My Hanh et
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al., 2004), written by our collaborative research group, clearly
describes the deterioration of the urban environment of HCMC
in the urbanization and industrialization process. Due to in-
adequate water treatment for both industrial and household
waste water, water courses have been polluted. An analysis
of the quality of water samples from selected canals shows
serious pollution. Even today, many people still throw their
garbage into a nearby canal. The deterioration of water quality
varies from one district to another, depending on their level
of urbanization. Thus, among our surveyed districts, Go Vap
shows the most pollution, followed by Binh Tan and District
2. The water quality of the canals in Go Vap worsened over
time, following the urbanization trends of the district from 1996
to 2004. The air of HCMC has also become polluted, with
levels of dust and SO,, beyond the acceptable environmental
standards of Vietnam. Air and noise pollution has reflected
not only the expansion of construction and industrial activi-
ties, but more seriously the tremendous increase in the use
of motorcycles. The land has also been polluted partly due to
industrial production and farming, and partly due to people’s
behavior in waste processing. Organic materials, nitrates, and

lead in the soil exceed national environmental standards.

Table 1. Air and Noise Pollution

Viethamese Concentration (mg/ m?)
Pollution dard
standar GoVap | BinhTan | District2

Dust 0.3 mg/m? 1.32 217 2.69
SO, 0.5 mg/m? 0.665 0.570 0.894
NO, 0.4 mg/m? 0.237 0.320 0.556
(e]6] 40 mg/m?® 14.3 14.0 2.8
Noise 75 dBA 79.4 83.1 80.1

Source: Authors’ calculations based on Diep Thi My Hanh et al.
(2004).

6. Impact of Doi Moi on Quality of Life in HCMC

6. 1 Results of the 2004 Survey (Fig. 3, Table2, 3)

Let us now examine the impact of Doi Moi and urbanization
on quality of life in HCMC based on the results of the question-
naire survey we administered in 2004. In this questionnaire, we
asked the respondents to evaluate changes in their standard
of living, lifestyle, and living environment over the 5-year pe-
riod from 1999 to 2004, the period when the impact of Doi Moi
started to spread through the society of HCMC.

Household economy

In many cases, the rapid transformation of society and
urbanization under Doi Moi made it necessary for people
to change jobs, whether voluntarily or not. For a long time
during the period of planned economy, mobility in the la-
bor market was not significant. The job structure and labor
market of HCMC, however, became dynamic under Doi Moi
and many new jobs were created. While the share of labor in
the agricultural sector reduced from 25.8% to 11.0% during
1999-2004, a tertiary sector had been emerging (41.2% to
50.4%). Although the labor share of the secondary sector
did not change much (35.4% to 38.6%), its contents had
been changing through emerging privatized and foreign or
joint-ventured manufacturers. The informal sector regained
its strength after a long period of planned economy, and also
attracted free laborers working on their own account.

During this process of transition, a certain number of people
lost their jobs while others, mostly the younger generation,
found greater opportunities to get a better job. Among those
under 40 years of age, 84% reported having changed their job
within the previous 5 years, while it was clearly more difficult
for the senior generation. Changing jobs, however, did not
guarantee success. Only 33% of those who changed jobs
increased their income and/or were promoted, while 61%
experienced inconveniences such as a greater distance from
home to work, lower income or a bad promotion.

With respect to income, 36.7% of working people had
increased their income compared with 5 years earlier, while
the income of 49.2% remained the same and that of 14.2%
decreased. An increase in income is one of the positive im-
pacts of economic growth. Although the percentage of house-
holds in urban poverty in HCMC decreased in the period of
economic growth, social disparity, defined as the ratio of the
average income of the top 20% to that of the bottom 20%,
gradually expanded from 6.17 (2002) to 6.19 (2004), according
to national surveys on living conditions in the years under

consideration.

Urban services and lifestyle

With respect to education, among households with at least
one school-age child, 62.0% thought that privatization of
schools made their children’s schooling “more convenient
than before,” only 15.8% saw more disadvantages, and 22.2%
thought there had been no change compared with 5 years
earlier. However, 54.2% of non-migrants, but only 42.2% of
migrants, indicated that find that they saw more advantages,
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while only 42.2% migrants find advantages. With respect
to vocational training and skill development for in computer
operation or English, 34.1% of people aged over 13 took part

in such training in order to enhance their qualifications.

With respect to health-care and medical service, HCMC
residents saw improvement, with 56.5% of the respondents
indicating that medical examination and treatment at the time
of the survey were better, while 38.5% thought they were the
same, and only 6% thought they were worse. The proportion
of respondents who buy medicines at a drug store without a
doctor’s prescription decreased to 81.2% from nearly 100%.

Regarding entertainment and shopping, traditional cul-
tural activities have become minimized as urbanization with
economic growth has also resulted in the emergence of new
cultural types, such as internet service, billiards, cafés, su-
permarkets, bookstores, karaoke, etc. The cultural face has
consequently changed considerably and has become much
more diversified, attracting the participation of people from

all age groups. Notably, entertainment types that used to be

Criminal
Consumption
Housing (comfortableness)

Housing (size)

exclusively for richer people, such as going to the theater or
going on a tour are relatively common now. These new cultural
services are attracting more people from all strata and all age
groups: 66.4% of households reveal that trading and services
(consumption) are now much more favorable and convenient
than before. Regarding daily shopping places, the propor-
tion of households that use a supermarket as their primary
shopping place increased from 10.2% (1999) to 18.0% (2004),
while the use of traditional markets, hawkers’ shops and small
shops decreased, although traditional markets were still the
most popular shopping place (51.7%).

In response to our survey question regarding transportation,
“What means of transport do you use to go downtown?,” over
90% of the answers concentrated on motorbikes. This trend
continued throughout the 5-year period covered by the survey.
In fact, the suburbanization of HCMC has been accelerated
by an increase in motorbike ownership; car ownership has
not yet become popular. The people of HCMC rely heavily on
motorbikes for daily activities such as commuting to work,

accompanying children to school, and shopping.

Electricity(stableness) 1.4
Health care
Education
Income
0% 20% 40% 60% 80% 100%
u Better uSame m\Worse
Fig. 3. Changes in Quality of Life in Urbanizing Districts of HCMC
Source: Authors’ Survey, 2004
Table 2. Monthly Household Income and Changes by Income Group unit: %
Income Group uiG PIG LIG All
(Top 20%) (Middle 60%) (Bottom 20%) samples
n=86 n=260 n=86 n=432
Av. HH Income (1,000 VND/month) 3,817 2,822 1,954 2,848
Change in HH Increase 53.5 33.2 30.2 36.7
income
(1999-2004) Same 45.3 50.0 50.0 49.2
Decrease 1.2 16.8 19.8 141

Note: UIG: Upper income group; PIG: Popular income group; LIG: Lower income group.
Differences between the categories are significant at the 1% level by analysis of variance.
Source: the authors’ survey, 2004.
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Table 3. Changes in Living Conditions by Income Group unit: %
Income group uiG PIG LG AIII
ivi iti =86 n=260 n=86 samples
Living conditions n n=432
Housing Size Better 45.3 40.2 31.4 39.2
diti R
conditions (1999-2004) Same 465 55.8 61.1 54.5
Worse 8.2 4.0 7.5 6.3
Comfortableness Better 27.9 31.5 34.9 31.5
(1999-2004)
Same 57.0 55.0 43.0 53.0
Worse 15.1 13.5 221 15.5
Public services Garbage collection % * 1999 100.0 86.6 54.7 81.7
2004 100.0 95.1 66.3 89.3
Piped water access % * 1999 100.0 71.0 62.0 75.0
2004 100.0 79.0 65.0 81.3
Electricity (stableness) Better 59.3 49.2 39.6 49.2
(1999-2004)
Same 40.7 48.8 59.3 49.4
Worse 0.0 2.0 1.1 1.4
Daily shopping * Supermarket 1999 27.9 6.2 4.7 10.2
(main place)
2004 32.6 14.4 14.0 18.0
Traditional market 1999 62.8 52.3 58.2 55.6
2004 60.5 48.0 53.5 51.7
Hawkers’ shop 1999 4.7 32.3 33.7 271
2004 2.3 29.6 30.2 24.2
Small shop 1999 4.7 9.2 3.5 7.2
2004 4.7 8.0 2.3 6.2
Safety Security from criminal Better 60.5 67.7 55.8 64.0
activity
(1999-2004) Same 26.7 28.5 36.0 29.6
Worse 12.8 3.8 8.1 6.4
No flooding % * 2004 77.9 50.0 48.8 55.1
Environment Water pollution * Better 0.0 0.0 0.0 0.0
(1999-2004)
Same 13.9 86.5 60.4 67.0
Worse 86.1 13.5 39.6 33.0
Air pollution * Better 0.0 0.0 0.0 0.0
(1999-2004)
Same 10.5 83.1 54.6 63.0
Worse 89.5 16.9 45.4 37.0

Note: *: Differences between the categories are significant at the 1% level by analysis of variance.
Source: the authors’ survey, 2004

Living environment

With respect to housing and basic services, living conditions
improved or remained the same for most households and only
a few experienced worse conditions: 39.2% of respondents
reported that they moved to larger housing, approximately
54.5% had no change; and 6.3% moved to smaller hous-
ing. The quality of housing and living facilities also improved:
31.5% of households noted that their housing became more
comfortable, while 15.5% reported worse facilities. In 2004,

81.3% and 89.3% of households had access to piped water

and garbage collection service, respectively, and most house-
holds had access to electricity.

Regarding safety (security from criminal activity and flood-
ing), 44.9% of households claimed that their residence area
had been frequently inundated because houses were now
blocking previous water outlets. Among households reporting
inundation, 33.1% felt that the situation had become worse,
32.6% declared that it remained the same, and 34.2% thought
that it had improved. Additionally, 64.0% of respondents

thought that security from criminal activity in their residence
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areas had improved, while only 6.4% thought that security

was “worse than before.”

Improvement in quality of life by income group (Table3.)

We examined improvement trends in quality of life by differ-
ent income groups defined as the upper income group (UIG;
top 20% of income percentile), the popular income group
(PIG; middle 20-80%), and the low income group (LIG; bot-
tom 20%). The average monthly household income of the
UIG was VND 3.82 million, while those of the PIG and LIG
were VND 2.82 million and VND 1.95 million, respectively. The
income gap between the UIG and the LIG was 1.95 times,
which was small compared to the 6.19 times reported by the
HCMC Department of Statistics (2010). This is simply because
we selected newly urbanizing areas as sampling sites, where
popular housing for the ordinary population was dominant.
Changes in income over the 5-year period covered by the
survey, however, indicate a widening income gap: 53.5%
and 45.3% of the UIG increased or maintained their income,
respectively, while only around 30% of the PIG and LIG in-
creased their income and the income of 15-20% decreased.

The different income levels affected quality of life differently.
The UIG lived in formal and planned development sites with
better and safer living environments in terms of housing, ac-
cessibility of basic services, and less risk from flooding, while
many of the PIG and LIG lived in spontaneous development
sites that often lacked basic services if no improvement or
upgrading program had yet been implemented. For example,
approximately half of the PIG and LIG faced a flooding risk,
while only 22% of the UIG risked flooding, and 34.9% of the
LIG and 21.0% of the PIG had no access to a piped water sup-
ply. A more problematic issue was education, with 87.1% of
the UIG, but only 33.3% of the LIG, enjoying improved educa-
tion services, and 26.9% of the LIG indicating that education
had become worse. As education is an important investment
for the next generation, this gap in children’s education may
further expand social disparity. However, even the LIG noted
improvements in some standards of living such as garbage
collection, health care, consumption of goods and services,
and transportation (motorbike ownership). More importantly,
we can observe that the emerging PIG, the majority of society,
have been enhancing their quality of life in many life fields,
even though they have achieved only lower to lower middle
class status in society.

It can be said that economic growth and urbanization under
Doi Moi have provided many economic opportunities and a

variety of consumption alternatives to the society of HCMC.
Since social disparity has been widening, the rich have had
more opportunities to upgrade their lives, but the LIG has been
able to access only limited goods and services based on their
affordability. For example, approximately one third of the UIG
enjoy shopping at supermarkets, while one third of the PIG
and LIG still buy daily goods at hawkers’ shops. On the other
hand, the city government has been gradually enhancing its
urban management capability, and has started to improve
living standards for the PIG and LIG through the provision and

upgrading of basic services.

Perceptions of the urban environment

As the population and economic activities had been grow-
ing too fast, there was an environmental deterioration in terms
of the quality of water, air and land that in turn worsened
quality of life. People’s awareness of environmental pollution
was quite limited: only 33.0% of the surveyed households
noticed that their water resources were polluted, and only
37.0% thought the air had become more polluted because of
increased smoke and dust from the considerable increase in
construction and transportation. There is a large perception
gap with respect to the local environment. The recognition of
pollution by the UIG was very much higher than that by the
PIG. If such pollution is not noticed and properly resolved, it
will result in extremely serious consequences and cause a

negative impact on the city’s urban sustainable development.

6.2 Recent Trends in the Improvement of Quality of Life of
HCMC

HCMC has continued to attract both foreign and domestic
investment since 2004. The economic growth rate has been
continuously high, at an average of 11% for the last five
years, despite world economic crises such as the sub-prime
loan crisis of the USA and the Euro crisis. Every year, more
than 120,000 new jobs have been created in HCMC (HCMC
Department of Statistics, 2010). At the end of 2009, the pro-
portion of urban poor in HCMC had decreased substantially,
largely due to the campaign for reducing urban poverty after
2004, but also due to a delayed re-setting of the poverty line
against the inflation from 6 million dongs to 12 million dongs.
This will expand the target group of urban poor reduction
policies. Recently, a program for social protection was estab-
lished for some vulnerable groups, through which the prices of
some daily necessities have been stabilized and rent control

for workers has been implemented. However, the economic
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disparity of HCMC, that is, the income gap between the top
and bottom 20%, has been expanding continuously from 6.19
times (2004) to 6.24 times (2006), then 6.37 times (2008), and
6.80 times (2010) during the economic growth that has taken
place under Doi Moi (HCMC Department of Statistics, 2010).

Many important investments in urban infrastructure, such
as the Thu Thiem bridge and tunnel across the Saigon River
and the East-West highway, have changed the face of HCMC
and brought new advantages to its residents. At the micro
level, the city government promotes the campaign to build
up cultural life in each ward, which includes mutual help in
business activities, upgrading of alleys, local security en-
hancements against theft, drugs and prostitution, and en-
suring democracy and participation at the community level.
But traffic jams, environmental pollution and urban flooding
limit improvements in quality of life in HCMC. All residents
of HCMC, migrants or non-migrants, rich or poor, withstand
sacrifices and hardships. Urbanization must go hand in hand
with economic development, the implementation of new poli-

cies, and investments in infrastructure.

7. Conclusion

The urbanization of HCMC has been taking place in the
context of rapid economic development and a local gov-
ernment that has lacked appropriate urban management
measures during the transition process but that has made
certain efforts to control the situation and enhance people’s
lives. Drakakis-Smith & Dixson (1997) and Bolay et al. (1997)
point out that the urbanization of HCMC under Doi Moi was
unsustainable due to environmental deterioration, an increase
in urban poor, and social disparity, based on studies in the
very early stage of Doi Moi. However, since the late 1990s, the
socio-economy of HCMC has been transforming rapidly, new
private businesses in the services and manufacturing sectors
have been established, and legal/institutional frameworks of
urban management have gradually been set up. This new situ-
ation has contributed to the improvement of people’s income
and quality of life. The HCMC government has been evolving
to not only control informal developments but also to provide
basic public services, promote improvement, upgrading, and
legalization programs, and relax the migration policy, which
facilitates migrants’ access to public services. Privatization
of public services provides more choices in urban services.

Urbanization together with economic growth has also resulted

in the emergence of cultural and consumption activities. The
residents of HCMC recognize their changing lifestyle and ap-
preciate their new access to more convenient and diversified
services in education, health care, medical services, entertain-
ment and shopping.

On the other hand, negative trends such as the expansion
of social disparity and the deterioration of urban environ-
ments have continued, and traffic jams and urban flooding
have become more serious. These factors limit improvements
in quality of life in HCMC. The expansion of social disparity
is particularly problematic, as the poor are often unable to
enjoy the services provided through the market due to their
cost. There is a gap between the reality of local environmental
pollution and the residents’ recognition of it, indicating the
importance of improving not only environmental controls and

treatments but also the people’s environmental awareness.
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Abstract

All over the world, women’s empowerment has become an important issue. This article explores the position of women living

in two different industrialized contexts, the Japanese model and the Nordic model. When we consider a gender equal society,

Scandinavian countries show some of best examples of welfare state strategies, and Nordic countries are often treated as

one coherent category in worldwide analyses. In this article, we focus on Norway, and make comparative considerations on

women’s labor, education, family role and the status of women. Furthermore, drawing on the modernization theory concerned

with the cultural aspects of gender, it shows how configurations of gender are shaped by both welfare state strategies and

gender role ideologies in two nationalities. Findings reveal the existence of distinctive profiles of women’s position and their
affinity to normative conceptions of the gender order and ideal types depend on the historical pathways of gender ideologies
embedded as Emmanuel Todd’s modernization theory, cultures and the ways in which they underpin welfare state institutions

and policies.

KEY WORDS : gender, women’s position, modernization theory

Introduction

All over the world, women’s empowerment has become
an important issue. Since the 1970s, the improvement of the
status of women has become a worldwide concern, espe-
cially after the Convention on the Elimination of All Forms of
Discrimination against Women adopted by the UN General
Assembly in 1979.

When we consider a gender equal society, Nordic countries
are often treated as one coherent category in worldwide analy-
ses, especially in the field of gender research. Those stud-
ies have yielded contradictory conclusions concerning the
implications of welfare states for gender stratification. While
progressive welfare states were generally found to be those
with the highest women’s labor market participation rates,
and thus the lowest levels of women’s economic dependency
and poverty rates (e.g., Daly 2003; Esping-Andersen 1999;
Korpi 2000; Misra, Budig and Moller 2007; Orloff 2006), they
were also found to be those with the lowest women’s oc-
cupational and earnings attainment (Mandel and Semyonov
2005, 2006; Wright, Baxter and Birkelund 1995). However, it

is true that Norway was in recent history an agriculture-based
country with strong patriarchal traditions mainly influenced by
conservative Christian values. Norway became a democratic
state in 1814 with an accomplishment of full rights to vote for
all men in 1898 and then also for women in 1913.

On the other hand, Japanese society has been known as
a sexual division of labor society, and its gender stratification
patterns are sharper than Western industrial nations. This
body of research today tries to contribute to a greater under-
standing of the origins and consequences of the Japanese
women’s position in the labor market in the phase of economic
development.

Statistics show that in the 1960’s, the rate of working
women was fewer than 10% in Japan and Norway. Today in
Norway it has almost reached 70%, meanwhile in Japan, the
rate has only surpassed 50% with a few margins (Statistical
Bureau Japan and Norway). Why and how the two countries
developed so differently in gender equality is an interesting
question. Can it be explained only by differences of welfare
state policies? This paper aims to answer this question with
reference to conceptual ideologies introduced by Emmanuel
Todd’s theory of modernization, and then tries to explain how
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far Emmanuel Todd’s theory of modernization would justify the
gender inequality gap in Japan and Norway.

In addition to that, in this paper, we will focus on the fol-
lowing points to consider the topic of gender in position or
disposition considering women during modernization from a
historical point of view. Through this consideration, we will ex-
amine the status of women in a different perspective, focusing
on position and dispositions, and providing a new perspective
from Japan and Norway.

The paper is organized as follows: Section | will discuss
the views on the gender perspective, theoretical explana-
tion: Emmanuel Todd’s ideology and modernization linked
with women. Section Il shows the historical perspectives
and modernization ideology related to Japanese women. We
will introduce comparative analysis of women in education,
work, and family role, and discussion in section Ill. Section IV

presents concluding remarks.

1. Gender Perspective and Theoretical Explanation of
Modernization

1.1 Gender Perspective

The term gender refers to socially and culturally constructed
sex differences. Its emergence can be dated to the late 1960s,
and it is developed by the second wave feminism (Pilcher and
Whelehan 2004). In the field of sociology and other social sci-
ences, gender became a key word to examine social inequality
after the 1970s. The gender order is a patterned system of
ideological and material practices, performed by individuals
in a society, through which power relations between women
and men are made and recreated as meaningful in everyday
practices. When we look back at the well-known claims by
Simone de Beauvoir, “One is not born, but, rather, becomes a
woman”, gender socialization and gendered reproduction are
an indispensable theme to consider the persistent inequality
in education and society (Amano et al. eds., 2009).

The relationship between the body and gender is a central
issue for gender theory (Connell 1987). Connell argues that
gender is the outcome of recurrent interpretations of, and
definitions placed upon, the reproductive and sexual capaci-

ties of the human body.

1.2 Theoretical Consideration on Modernization and Family
Dynamics

The literature on gender has offered two sets of explanations

for cross-national disparities in gender equality: modernization
and institutions. Modernization explains the development and
especially focusing on the informal institutions that shape the
norms and values prevalent in a society. The modernization
view argues that as countries become more economically
developed, industrialized, democratic and their populations’
more educated, equality between sexes will emerge, as the
resources available to women will increase and give them a
better bargaining position (Inglehart and Baker, 2000).

Although the modernization view suggests that develop-
ment will bring about gender equality and cultural change,
a growing body of literature claims that persistent norms,
beliefs, and values matter. Inglehart and Baker (2000) highlight
that cultural change depends on the heritages of societies
and these heritages have autonomous and enduring effects.

Therefore besides economic development, people have to
accept that the values attached to the culture of a country or
community matter for gender consciousness. These long last-
ing institutions have to be studied alongside development to
fully understand gender equality outcomes. It will be important
to focus on Emmanuel Todd’s modernization theory, which
has shown that modernization brings predictable changes in
gender roles in the long run.

In Todd’s modernization theory, it is said that he attempts
to systematically correlate family structure, literacy, godless-
ness and political ideology, as: Family Structure+ Literacy+
Godlessness= Political Ideology. This shows the relationships
among family systems, modernization phases (literacy, in-
dustrialization, dechristianization, contraception), and political
ideology (nationalism, socialism, religious conservatism) (Willy
C. http://www.craigwilly.info).

And, his family structure model can be summarized and
applied as follows (Figure 1).

Todd presents an extremely powerful interpretation for the
rise of ideologies in the modern age with the presentation of
the societal modernization and cultural change. He shows
that family structure leads to the position or disposition of
women at home and the society. He argued that women’s
position today was impacted by the cultural ideology in the
process of modernization. He explained the modernization
process in different countries in a different way. For example,
he describes the difference between the traditional Japanese
and England family, thus in the traditional Japanese family,
there was neither individualism nor equality. A single son in-
herits the bulk of property and in particular “family headship,”

having authority over collateral family branches (i.e. his broth-
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ers’ households) (Ochiai et.al. 2008). He further explains as
these family structures contain deep-seated, conscious and
unconscious, implicit and explicit, values and norms about
an individual’s rights, responsibilities and place in the social
universe. These family values and assumptions have “mas-
sive,” in the sense of existence-defining, implications. The
Englishman is a “free” individual who upon adulthood leaves
his parents and is responsible for himself. The Japanese is an
“integrated” individual who upon adulthood remains closely
bound with his family in a hierarchical system of solidarity
and obedience.

In Emmanuel Todd’s L'Invention de I’Europe, four premier
European family types are identified according to two major
criteria: an individual freedom or under the authority of his
parents in adulthood, and in terms of inheritance (Todd 1990).

These categories are: the “absolute nuclear” family, liberal
and non-egalitarian, the “egalitarian nuclear” family, liberal
and egalitarian; children are completely free upon adulthood,
founding independent families and inheritance is equally dis-
tributed, the “stem” family, authoritarian and non-egalitarian,
several generations may live under one roof, and the first-born
child, mainly a boy will inherit the entirety of property and
family headship (and thus perpetuate the family line). Other
children typically leave the home to get married or become
priests/soldiers. The fourth is the “communitarian” family,
authoritarian and equal. Several generations may live under

the same roof until the eldest die and the inheritance is divided

Absolute
M\ uclea

Egalitarian
Nuclear V7

Communitarian

equally (Figure 1).

According to Todd’s theory on authority and inequality
countries are characterized: these principles of discrimination
and hierarchy are projected onto domestic and international
politics. Those types have impacts on women’s autonomy at
home and the society. Then what would be the relationship to
Japan? Japan is categorized under the stem family structure
like Germany. This system can be applied in a global scale
and sees the dynamic interaction of different but mutually
influencing masses of humanity and nations.

Much of the literature explains that education and fertility
has interlinked and age at marriage matters. Todd in his book
the Causes of Progress (1987) shows that the correlation coef-
ficients that associate ages at marriage with literacy rates,
distinguishing between the two sexes, emphasizes women’s
specific role in the process of cultural development, the cor-
relation between female ages at marriage.

Todd wrote, “around the 1970s, women were marrying lat-
est in Japan, Singapore, the Philippines and Sri Lanka — at
between 24 and 25 years of age, on average. But this is much
less than in northern Europe during the era of its take-off; there
the ages of women at marriage were registered as between 26
and 28 years.” He explained further. “Though often considered
in present day Europe to be a model of cultural discipline
and productivist ascetism, Japan turns out be an example
of no more than moderate anthropological and demographic
change, in a phase of economic take off. Japan’s authoritarian

Diversity
of Family
Structure
More
Faithful/
Fragile

Figure 1: Family Structure Model and Social Change
Authors composed with applying Todd’s model (1984, 1999)
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family structure, which could have made possible the raising
of age at marriage to the approximate point it had reached in
Germany, Scandinavia or Scotland, in fact never led Japan to
experience the anthropological tensions typical of preindus-
trial Europe (Todd 1987 p.16, pp.75-76).

Todd excellently describes the need for ideology and reli-
gion. When family takes actions or decisions far from religion
then its leads to a better position for women in the society
and the home.

Todd’s explanation about Norway: The case of the Nor-
dic countries is an interesting case in that clearly there are
massive cultural and socioeconomic commonalities despite
apparently different family structures.

He wrote that “after 1850 a Nordic-Central European group
emerges, noteworthy for having literacy rates of over 70 per
cent (counting both sexes together) and average ages for
women at marriage of over 27 years. This group comprises
Scandinavia, Germany Switzerland and the Netherlands”. He
explained further. On family structures, a link exists between
certain types of family structure and the spread of mass
literacy works well for the continent of Europe, including
Norway, Sweden, all exhibit the same sort of family structure,
that is one simultaneously bilateral and vertical (Todd 1987
pp.36-37, 43).

1.8 Family Structures in Europe and East Asia

How can we apply his family structure and modernization
theory to Asian research? As an example, Japanese sociolo-
gist, K. Sechiyama examines Patriarchy in East Asia based on
Todd’s theory. He argues the social system and gender struc-
tures among East Asian societies, and contrasts of capitalism
and socialism, and cultural differences between the Korean
and the Han Chinese (Sechiyama 2013).

He emphasizes the diversity in East Asia, and argues that
the Chinese type of patriarchy is relatively accepting of female
participation in labor, on the other hand, the Koran peninsula is
characterized by the relatively rigid patriarchy. In terms of the
extent of permeation of Confucian culture in these societies,
the influence of the traditional view of a gender division of
space in which the realm of the male is outside and the realm
of the female in the home. The Chinese pattern especially
Southern Chinese extends from Taiwan and Hong Kong to
outside of China such as Singapore, and such regions in Asia
will be “De-housewifization” with global economic conditions
(Sechiyama 2013, Ochiai et al. 2008).

Speaking of the female labor force, Korea and Japan still

draw female labor-force participation rates M-curves, con-
trasted with a reversed U-curve of Taiwan for example (Tendo
2013). We need to consider the commonalities and diversities
in East Asian societies with deep examination of moderniza-

tion and family change.

2. Women, Education and Modernization in Japan: from
a Historical View

2.1 Modernization in Japan

Now, let us move to the theme of Japanese women, focus-
ing on education and modernization.

When we consider the position of women in Japan, mod-
ernization is a key word to analyze the social change. In this
article, we focus on three turning points of modernization, first
the Meiji Restoration in the late 19th century, secondly the mid
20" century after World War Il, rapid economic growth, and
thirdly after 1990, late modernity (Tendo 2013).

Modernization means becoming a modern society. Modern
societies, sometimes simply called industrial societies, are
different from any previous type of social order. In the Meiji
period (1868-1912), modernization and industrialization had
a tremendous impact on society and children’s socialization
or education.

To build up a powerful nation-state and to catch up with
Western countries, the government used the /e system to
make a strong unified nation, to centralize administrative
power and put this system into practice.

The le system maintained a house lineage across the
generations. Looking back in history to the Edo period (17th—
19th centuries), the le system was fundamental in keeping
the feudal regime stable. Among samurai families, to continue
the le was a crucial task for the householder in a patriarchal
family system. A child, especially the first boy, had a specific
meaning as the successor of the household community or
lineage. The Meiji Government used this conventional house-
hold system as a governing device to strengthen the ‘modern’
nation (Miyasaka 2000).

Japanese societies had local educational systems in the
Edo period, such as Terakoya, private elementary schooling
for common people taught by monks and samurai. Hankou,
feudal domain schooling, was also established by daimyo,
mainly for boys. Education consciousness may be said to be
a traditional mentality. Even in the Edo period, it is said that

around 40% of men and 10% of women could read and write;
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the Japanese literacy rate was not so low compared with other
Western countries (Yonekawa 1993 p.221).

The Meiji government established a formal educational
system in 1872. It was one of the national strategies to train
children to be good citizens to contribute to the nation.

Elementary school enrolment rate in 1873 was 28.1%, and
increased rapidly in 20 years (1890, 48.9%) (Yonekawa 1993).
Some people expected social success through education, so
called careerism, after the end of Japanese feudal society.

Not only official education but also family education was
strengthened in the Meiji period. The official elementary
school system expanded greatly among not only boys, but
also girls. Girls’ education was considered an important part
of nation building by the government, to educate children
at home as future human resources for the nation. Family
education (Katei-kyoiku) is child socialization and education
mainly conducted by parents at home.

From the historical perspective, we found that Japanese
modernization in education was clearly divided by gender
classification. In the process of modernization, family educa-
tion was expected to play a complementary role by supporting
formal education. The “good wife and wise mother” ideology
was spread at the end of Meiji period, and mothers were
expected to be the agents of child socialization to nurture
healthy and wise children for the next generation. In sum, in
the Meiji period of late 19" century Japan, we see a visible,
explicit pedagogy that is a strong classification of gender and
clear boundaries between subjects, curriculum, space, and

purpose of education existed at this time.

2.2 Rapid Economic Growth and Social Change after 1950s

The second turning point of modernization in Japanese
society began after 1945, especially during the period of
rapid economic growth in the late 1950s. A new civil code
was settled on, and the /e system was abolished in 1947. It
seemed as if a new age of the ‘democratic’ family and society
would come into existence. The transformation of society after
the war also affected family life-style and peoples’ mental-
ity. After a few years of hard times following defeat, people’s
lives changed as recovery and economic prosperity increased.
Changes in the industrial structure after the mid-50s led to
greater urbanization with labor migrating from rural to urban
areas. A new family structure, the so called the ‘modern fam-
ily’, was used as an ‘effective’ model to promote rapid eco-
nomic growth; men as providers and women as homemakers

functioned to support the newly established gender order in

society.

Child socialization and family strategies experienced a
transformation from visible to invisible pedagogies different
from the socialization of the Meiji period ‘positional family’.
The new middle class family type can be recognized as what
Bernstein (1977) labeled a ‘person-oriented family’. This
person-oriented family seemed to be more democratic than
the positional family, however, it was characterized by the
sexual division of labor, and power relations between genders
rooted in the ‘modern family’ ideology.

Yet despite productive innovation in Japanese companies
after the Rapid Economic Growth, we need to be reminded
that Japanese business and management systems were
almost totally male dominated ones. After World War Il, the
sexual division of labor system penetrated in the Japanese
labor market, family function, culture and education. Sexual
divided curriculum: home economics for girls, and technical
arts for boys, were an example of gendered education and
curriculum in the Rapid Economic Growth period. To compete
with other countries’ industries, the Japanese government
wanted an “efficient” system, so called sexual division of
labor system; male workers/husbands as “24 hour business
soldiers” and full-time housewives, metaphors of “defense of

the home front”.

3. Comparative Analysis and Discussion

Next, we consider a gendered society. Based on theoretical
consideration of Todd’s modernization theory and a gender
perspective, we focus on female labor, wage gap and sexual
division of labor in two industrialized countries, Japan and
Norway. Findings through some comparative data reveal the

existence of gender segregation and gender order in a society.

3.1 Labor Market

In the field of gender it has been approved that being em-
ployed and having ones own source of income have been
important issues. Norway has made good progress in this
area.

Statistics show that while 44 percent of women were work-
ing in 1972, the figure in 2011 had risen to 62 percent.

On the other hand, there is a significant gender gap in
employment in Japan. In 2011, only 63% of women were
employed compared with 88% of men — the fifth largest gap
among OECD countries (the OECD averages were 65% and
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While in most OECD countries this gap tends to narrow
as the level of education rises, in Japan the gap remains
substantial, regardless of the level of education (OECD 2013).

Figure 2 shows the Labor Participation Rates, Female (%
of Female Population Ages 15+) in both Norway and Japan
since 1990 to 2011. Since the year 1995, Norway’s trend has
increased dramatically. This can be due to the introduction of a
welfare policy package to women labor in order to have a well
balance between family and work. Because, it is important to
note that although economic support for non-working moth-
ers may have the potential to advance women’s economic
independence.

In 2011, 68% of Japanese women with tertiary-type de-
grees were employed, a considerably smaller proportion than
the OECD average rate of 79%. In comparison, 92% of men
with a similar degree were employed, a larger proportion
than the OECD average of 88%. Moreover, women in Japan
who are employed tend to be underemployed (e.g. they are
working part-time involuntarily and/or are overqualified for the
job, in 2011, 34.8% of employed women worked part-time,
compared to the OECD average of 26.0% (OECD 2013).

If current labor force participation rates for men and women
in Japan remain the same as in 2011 (63% for women and
84% for men), the labor force is projected to decline by more
than 10% over the next 20 years.

In order to address the looming labor shortages in future,
Japan needs to make more efficient use of everyone’s skills

in terms of education and economic participation: greater

gender equality is key of sustaining economic growth: for ex-
ample, according to OECD (2012) gender parity in labor force
participation is projected to increase GDP in Japan by almost
20% over the next 20 years. Figure 3 shows the nature of the
unemployment rate as a percentage of the female labor force
with time in two countries. In 1990, the unemployment trend
of Norwegian women starts decreasing and in the case of
Japan it acts in the opposite way. This can be explained by the
degree of flexibility in the labor market faced in Japan with the
impacts of globalization pressures. Workplace practices make
it difficult for Japanese women to reconcile work and care
commitments. As a result, both fertility rates and proportions
of women in work and in management positions are low. The
social-democratic nations shows that in the labor market it is
impossible without active efforts by the state to protect their
rights as mothers, and to provide them with comfortable terms
of employment and support services. For example, extensive
supply of high-quality public daycare facilities subsidized by
the state, in addition to flexible terms of employment, long
maternity leave, and paid leave to care for sick children.

In Norway, more than 75% of the working-age population
aged 15 to 64 has a paid job. This figure is much higher than
the OECD employment average of 66%. Figure 4 shows that
vulnerable employment (unpaid family workers and own-ac-
count workers as a percentage of total labor force) in Norway
is less than Japan and its value is always below 5 percent.
But it shows a good sign that in Japan vulnerable employment
trend for women is declining over time.

Employment rates are generally higher for individuals with
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a higher level of education; in Norway an estimated 88% of
individuals with at least a tertiary education have a paid job,
Norwegian women are still less likely than men to participate
in the labor market. In Norway, 73% of women have jobs. This
is more than the OECD average of 60% and relatively close to
the 77% employment rate of men in Norway. This percentage
point gender difference is much lower than the OECD average
difference of 12%. This points and suggests Norway has been
successful in addressing the constraints and barriers women

face accessing work.

3.2 Women in Education
The latest research shows that Japan has been at or near

the top of the international rankings on education. Japanese

women have made great strides in education. Today, young
women in Japan are more likely to have a university degree
than young men: 59% of women and 52% of men aged 25-34
years, compared with 23% and 32 %, respectively, for women
and men aged 45-54 (Statistical Bureau Japan).

In the case of Norway, the trend of the strong increase in
the workforce with higher education being especially strong
among women is also continuing. However, the trend of higher
education in Norway is heading towards a clear female domi-
nance. Projections estimated that the number of women with
a higher education will increase by more than 200,000 by
2030, and may reach as many as half a million. With regard
to men, the growth represents just slightly more than 50,000
persons (OECD 2013).
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In any country, the education pattern is also apparent
among those who are in employment today. The education
sector can also play a role by promoting gender balance in
tertiary programmed and domains of study. This may hap-
pen, for instance, by encouraging schools and families to
provide students with balanced perspectives on gender roles
in society.

Figure 5 provides the picture that in Japanese educated
women who do not reach their satisfaction in the labor market.

Changes in corporate labor practices and family policies
can play an important role in boosting women’s participation

in the labor market and reducing underemployment.

3.3 Why does she not want to be a Head?

In addition, speaking of gender roles, we have to consider
the reason of women’s disposition in working conditions.
Thinking of the educational field, one of the most gender
equal workplaces, the data showed few women in educational
leadership. A survey conducted by Japanese researchers of
education, pointed out the characteristics of female manage-
rial teachers, and the interview research of female high school
principals reveals Japanese social cultural system and difficul-
ties of female workers and employees (Kawano & Muramatsu
eds. 2011). At the elementary schools, the ratio of female
teachers are more than 60%, and the female principals’ ratio
is 18.5 % (2012), however, at the junior high school and high
school, the ratio of female principals are down to 5.6% and
5.8% each (Source: School Basic Research, Japan 2012).

In general, Japan is known as very few portions of female
managerial positions. Since the Basic Law for Gender-equal
Society was enacted in 1999, the Japanese government,

some companies and corporations began to promote female

leaders, to make efforts to contribute to the formation of a
gender equal society.

However, it is not easy for a woman to have a managerial
position, and compared with foreign countries, the number of

female directors and COEs are very few.

3.4 Women'’s Status and Gender Wage Gap

Speaking of women’s status, it would be a considerable
overstatement to claim that the great changes that have
affected Scandinavian women'’s lives during the 1970s and
1980s came about as a result of public policy. This argument
is supported by many studies (Brit & Helga 1987).

Even in very active states, policy regulates the changes
that are already occurring for a variety of reasons rather
than initiating the changes. Policies can, however, affect the
direction and speed of social changes. During the 1970s
women entered into the labor market on a part-time basis;
also they stayed longer in the educational system, although
in traditionally feminine areas; Scandinavian men began to
participate more in child care, although not in housework
strictly speaking; women increased their political participa-
tion and representation rates to the highest in the world, Very
loosely, one might say that these changes were partly a result
of economic development (Brit and Helga 1987). This reminds
us of Todd’s theory on cultural and family ideology related
women’s autonomy.

The most important fact that makes gender equality easier
to achieve in Norway than in Japan is strongly related to the
amount of hours that people work. In average Norwegians
work only 37.5 hours per week and have highly restricted
amount of overtime. Meanwhile, in Japan, people work on

average 47 hours per week and, due to less juridical regu-
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Figure 6: Gender Pay Gap Increases with Age

lations, often do excessive overtime. In Norway there is no
“nomikai”, or after five drinking communication culture as in
Japan. The balance of work and leisure time makes family and
work possible to combine.

In 2013 September, Norway’s second woman Prime Minis-
ter Arna Solberg was appointed in that month’s election, after
8 years of government by Jens Stoltenberg. All the Nordic
governments have a high percentage of women ministers.
One third of all members of Scandinavian parliaments are
women. Their representation in the public system of decision-

making is higher than anywhere in the world.

In addition, gender wage gaps are pervasive in all walks
of economic life and imply large losses in terms of foregone
productivity and living standards to the individuals concerned
and the economy. When we consider the Gender wage gap in
Japan among OECD countries, even for younger workers the
gender pay gap is 15%, and it increases to around 40% for
those over 40. Japanese women have great difficulty to rise to
the top and less than 5% of listed company board members
in Japan are women, one of the lowest proportions among
OECD countries (Figure 6).

3.5. Position at Home

“M-curve” is a symbolic phenomenon of Japanese female
labor conditions. Many women have to leave companies when
they decide to get married, having children or taking care of
small children at home, so quite a lot of Japanese women
aged in their late 20’s to early 30’s leave the labor market,
and participation rates on those age categories decrease. The

trade-off system between work and family life for women is

one of the main causes of declining fertility, and the “M-curve”
reflects the continuing sexual division of labor in a society.

When we consider the birth rates of 14 OECD countries, the
largest rises were in Denmark, Norway and the Netherlands.
These rises amounted to between a third and one half of an
extra child on average per woman. Fertility rates continued to
decline or remained stable in Austria, Japan, Hungary, Korea,
Portugal and Switzerland — all low fertility countries (OECD
2012).

The declining trend of the total fertility rate (births per
woman) can be due to the modern family formation and a de-
crease in desired family size (Table 1, Figure 7). Rising female
education and employment, insufficient support to families

juggling work and children, a need to generate a secure job

Table 1: Total Fertility Rates in Selected Countries or Regions

Country or region Year TFR
Japan 2012 1.41
The United States 2011 1.89
France 2010 2.00
Norway 2011 1.90
United Kingdom 2010 1.98
Italy 2010 1.41
Germany 2011 1.36
Netherlands 2011 1.76
South Korea 2011 1.24
Hong Kong 2011 1.20
Singapore 2011 1.20
Taiwan 2011 1.07
Thailand 2010 1.60
Philippines 2010 3.10

Source: Author composed with Data of Ministry of Health, Labor and
Welfare, Japan
http://www.mhlw.go.jp/toukei/list/dl/81-1a2.pdf
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and income, or growing housing problems may have all also
played a role. The authors have concluded that the impacts
and changes of declining the total fertility rates in Japan have
a direct relationship to globalization pressures (Tendo and

Meewalaarachchi, 2010).

4. Concluding Remarks

This article offers a comparative analytical review of two
countries, Norway and Japan and proves that women’s posi-
tion in Norway has generally increased and gender inequality
has narrowed, although they remain considerable in Japan
with time. The difference between women and men'’s partici-
pation in the labor force in Norway has never been less than
it is now.

The achievement in education of females in Japan roughly
parallels that of Western industrial nations, yet the role played
by women in the economy remains largely uninvestigated.
As we understand in any other country gender gaps tend to
narrow as the level of female education rises, in Japan the
gap remains substantial, regardless of the level of education.
Therefore researchers always highlight the comparatively
low status of Japanese women in the work place and overall
gender equality in the society, when compared with other
developed countries.

It has been proved in many studies that female education
has an impact on total fertility rates. Education also has a posi-
tive impact on women’s empowerment, but can be restricted

with traditional cultural ideologies depending on the country

contexts. This is explained by Todd’s theory of modernization.

According to Todd’s theory of modernization, Japan is
more conservative in gender norms and ideologies. Patri-
archal values are not explicitly written in the modern Japan
but still those work and make gender role rigid in the cultural
atmosphere.

Traditional attitudes towards gender balanced society have
been regarded as an important determinant of women'’s entry
into political decision makers. It is well known that women’s
power in parliament is best in the Nordic nations. Sweden
leads the world. Though women position in the political field
was not a focus in this article, it is obvious that structural
and institutional explanations need to be supplemented by
accounts emphasizing the importance of the political culture.

The ability of governments to develop policies that are
evidence-driven, responsive, and inclusive is fundamental to
achieving genuine gender equality in any country. The respon-
sibility of government agencies for appropriately addressing
issues of gender inequality and mainstreaming gender into
policies and programs was formalized in the 1995 Beijing Dec-
laration and Platform for Action, but not practiced enough yet.

Policies can, however, affect the direction and speed of
social changes but not always, as Norway shows one of the
highest gender equal countries on the world map: Even in
very active states, policy regulates changes that are already
occurring for a variety of reasons rather than initiating the
changes. Once Todd suggested that Japanese system seems
eminently plausible and intuitive, these family’s values are then
projected, more or less crudely rationalized, as the country’s
political ideologies once it enters the modern age. People’s
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fantasies of their “ideal politics” are just a projection of what
they unconsciously consider “normal” according to their fam-
ily values.

As in the light of what has been said, it would be useful to
examine more clearly the similarities and differences between
Norway’s welfare regime and that of Japan. It is also worth-
while to reflect more closely on the demographic evolution
of the two countries noticing specially some of the important
differences through the modernization process. The Japanese
government will have to take much more forceful policies to
hinder the institutional and structural barriers, if it wishes to
change the gender imbalance in the society and the work

place.

Notes

Figures are mainly composed by Mangalika Sriyani
Meewalaarachchi.
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Abstract

Small and Medium Enterprises (SMEs) have been playing a major role in every area of the national economy in Japan. Their
importance is indicated by the very large share of the economy that they occupy, whether in terms of number of companies,
total number of employees, value of shipments or GDP. However, since last two decades it does not seem that this sector is
performing well and achieving their expected goals. The firm entry rate has down ward trend while exit rate has trended upward
in recent years and considerably exceeded the entry rate. One of the reasons for high rate of business failures in SMEs, as some
SME advocates argue that, is due to its less attention to the human side of their businesses when compared with their counter
parts of large enterprises. Therefore, the broad objective of this study is to examine the function of human resource develop-
ment (HRD) in SMEs in Japan. Specifically, this study attempts to examine the relationship between HRD practices and busi-
ness performances of SMEs shedding some lights on the mediating link between HRD practices and business performance. A
structured questionnaire was developed and sent to 436 manufacturing SMEs in Aichi Prefecture and 144 firms responded to
the questionnaire resulting in 32 percent response rate. Based on the data analysis it was found a strong positive relationship
between HRD practices and business performance of manufacturing SMEs in Japan. Further, the study confirmed statistically
significant mediating relationship of HR outcomes in between HRD practices and business performance in SMEs in Japan.

KEY WORDS : human resource management, human resource development, small and medium enterprises, HR outcomes,
operational performance, financial performance.

1. INTRODUCTION

Small and Medium Enterprises (SMEs) have been playing
a major role in every area of the national economy in Japan.
Their importance is indicated by the very large share of the
economy that they occupy, whether in terms of number of
companies, total number of employees or value of shipments
or GDP. There are 4. 69 SMEs in Japan, constituting 99. 7 per-
cent all enterprises, accounting for 70 percent of all employ-
ment (Small and Medium Enterprise Agency, 2013). Although
most people are familiar with large companies such as Toyota,
Sony, and DoCoMo etc., it is the SMEs that drive Japanese
economy. Although their relative importance as a share of
the number of enterprises and the number of employees is
declining compared with the situation at the beginning of the
2000s, there is no change in the fact that the SME sector still
accounts for the vast majority of enterprises and employees

in Japan. Large enterprises (LEs) such as Toyota, Honda, and

Sony originally began as small family businesses (Sato, 2013).
The revitalization of SMEs promotes competition in the market
and can be the driving force in creating new industries and
transforming the industrial structure. The majority of products
of LEs are made up of parts produced by SME subcontrac-
tors, and therefore, the reliability and availability of Japanese
products is supported by the underlying strength of SMEs.
Local economies are underpinned by the activities of SMEs
particularly those involved in the service industry, the retail
industry, and the construction industry. SMEs also play a
major role in revitalizing the local economy and increasing

employment opportunities (Sato, 2013).

Japan’s SMEs come in thousands of varieties, ranging
from world-leading technology firms to the neighborhood
candy stores. These small and medium-sized businesses
form the real foundation of the Japanese economy (Small
and Medium Enterprise Agency, 2013). After many years of
recession following the collapse of the bubble, the Japanese
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economy is now starting to show some encouraging signs.
New economic growth depends on how active a role the
SMEs and entrepreneurs who support the economy can play
in supporting such expansion (Small and Medium Enterprise
Agency, 2013). SMEs are prevalent across the Japanese
economy, constituting the lion’s share of enterprises in all
sectors. SMEs are most numerous in the retail, services and
restaurant/lodging industries but among the most productive
are those in the manufacturing sector. While many of those in
the services sector are wholly reliant on domestic demand, a
large proportion of SME manufacturers are essential suppliers
to Japan’s famous large exporters. Japan’s SMEs have been
a major source of employment and growth, but their role in
the economy has been hindered by their weak performance.
SMEs span many industries and have historically served as
key suppliers to large manufacturing firms and represent the

backbone of the service sector.

However, over the last two decades, SMEs have no lon-
ger been a thriving source of growth. The profitability and
investment of SMEs have declined significantly and business
registration of SMEs has been in the decline. The number of
manufacturing establishments employing four to 299 people
steadily declined from 434,754 in 1985 to 254,675 in 2007.
The sharp decline in the number of establishments was
caused not only by the abolishment of enterprises but also
by the lower number of enterprises entering the economy. As
shown in Figure 1, the entry rate has experienced a prolonged
decline since the 1970s. The main factor behind this appears
to be the trend in sole proprietorships, which account for a
huge number of Japanese enterprises. This phenomenon,
however, should not be regarded entirely as a problem of sole
proprietorships because they have the potential to grow and

employ more people. However, the firm exit rate has trended
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Figure 1: Trends in Entry and Exit Rates of SMEs in Japan
Source: Small and Medium Enterprise Agency, 2007

upward in recent years, and rose by a record annual average
of 6. 0% (based on the number of enterprises) between 2001
and 2004. As a consequence, the firm exit rate has consider-
ably exceeded the firm entry rate despite the slight upward
swing in the recent past (METI, 2006).

Nevertheless, successful business management of SMEs
largely depends on the quality of human resource that sup-
ports companies (JASMEC, 2001). Securing and training high
quality personnel are, therefore, key factors for the growth of
SMEs, which often have limited opportunities to utilize mana-
gerial resources. But, it is argued that SMEs are paying less
attention to HRD practices when compared with their counter
parts of large enterprises (Kok, 2003; Wong et al., 1997;Gam-
age 2007). Therefore, the prime objective of this study is to
develop and test a conceptual model linking HRD to business
performance that fit for SMEs. Specifically, this study attempts
to examine the relationship of HRD practices with business
performance shedding some lights on the process through

which these impacts are taking place.

2. LITERATURE REVIEW

In this section an overview of research on Human Resource
Management (HRM) in SMEs is presented and subsequently,
briefly presents main conclusions of studies which have been
conducted on the relationship between HRD and business

performance within SME business context.

2.1 HRM in SMEs

HRM is the function within an organization that focuses
on recruitment of, management of, and providing direction
for the people who work in the organization. It is the effec-
tive and efficient utilization of human resources to achieve
organizational objectives (Opatha, 2010). HRM is the human
side of the organizational management. It is mostly respon-
sible for the attraction, selection, training, assessment, and
rewarding of employees for getting maximum contribution
toward the organizational success. Stone (2005) defined hu-
man resource management as productive use of people in
achieving the organization’s strategic business objectives and
the satisfaction of individual employees. This definition clearly
indicates that the organizations’ objectives are dependent
on their work force productivity. The effective use of HRM
practices is able to link these practices with organization’s

goals and objectives. In order to accurately measure human



DEVELOPMENT OF SMALL AND MEDIUM ENTERPRISES IN JAPAN:
AN ANALYSIS OF THE LINK WITH HUMAN RESOURCE DEVELOPMENT

resource practices, a number of HR functions may need to
be evaluated. The importance of these practices may differ
from firm to firm. One of the most comprehensive and widely
used measures for human resource practice was presented
by Dressler (2008) and Fisher et al. (2006). In their studies,
human resource management practices are characterized as
multidimensional, and it has four major facets namely; human
resource development, staffing, employee performance evalu-

ation, and compensation management of employees.

Given the importance of SMEs employees to the national
economy, it is disheartening to note that scant attention in
SMEs research is given to the study of HRM. No matter where
you look, in surveys (e.g., Hornsby & Kuratko, 1990), in re-
views of literature (e.g., Good, 1998), and in empirical studies
(Heneman & Berkley, 1999), scholars are lamenting over the
dearth of information about human resource management
practices in SMEs. Proper management of a company’s hu-
man resources is the key to business survival in today’s world.
The organizational effectiveness of the firm (Huselid, 1995;
Terpstra and Rozell, 1993) and its ability to create a sustain-
able competitive advantage (Prahalad, 1983; Pfeffer, 1994)
can hinge upon whether HRM practices are properly thought
out and successfully implemented. The human potentials in a
company are generally much more difficult for competitors to
duplicate than the plant, equipment or even products that a
company produces (Flanagan and Despanade, 1996). Conse-
quently, the nature and wellbeing of a company’s employees
can become its main strength in carving out a profitable
existence in the industry. HRM practices can be particularly
important for small firms (Marlow and Patton, 1993) since
they tend to be so dependent on human capital. Research
indicates that inadequate and insufficient management of
employees in small firms has resulted in low productivity and
high turnover rates (Mathis and Jackson, 1991) and is one of

the leading causes of small business failures (McEvoy, 1984).

HRM is generally associated with large organizations. There
is a strong relationship between size and the extent to which
establishments had introduced personnel policies, procedures
and other arrangement (Price, 1994). The issue of size raises
the question of the relevance of mainstream HRM practices
for enterprises who count their employees in tens rather than
in thousands. Although no clearly articulated HRM framework
exists for SMEs, they like their larger counterparts also have
to recruit and select staff, achieve level of performance, and

train staff. Given the prevalence of small enterprises in many
economies it is surprising therefore thatrelatively little is known
about the extent, nature and determinants of training in small
and medium-sized businesses (Johnson & Gubbins, 1992).
SMEs are often limited in their ability to undertake HRM ac-
tivities due to a lack of finance, knowledge and managerial
skill (Gilbert & Jones, 2000). As a consequence, their HRM
practices are highly informal and relatively unsophisticated
(Jameson, 2000; Gilbert & Jones, 2000). The lack of informa-
tion about human resource in SMEs is problematic for theory,
research, and practice. Current human resource theory is
often developed and tested in large organizations. As a result,
little is known about the extent to which the theory extends to

smaller entrepreneurial organizations.

The overall goal of human resource management is to en-
sure that the company will be able to achieve success through
people. HRM aims to increase the effectiveness and organi-
zational skills, which means the ability of an organization to
achieve its goals using the available resources in the best way
possible. Some authors in their studies have found that HRM
systems can be the source of firms' organizational capabilities
that allow one to learn and benefit from new opportunities.

The generic purpose of HRM is to generate and retain ap-
propriate and contended workforce who gives the maximum
contribution to the organizational success (Opatha, 2010).
Therefore, a highly qualified, motivated and happy staff is the
main factor for the success of SMEs. And also, effective HRM
system helps organization attract and hire suitably qualified
people and keep their knowledge, skills and attitudes updated.
Therefore, they are capable of performing what they are sup-
posed to perform. On the other hand, effective HRM system
helps the organization to retain contended workforce. It means
that HRM system helps keep employees motivated. Motivated
workforce is a happy workforce. This brings many benefits to
the firm. For example, if the work force is happy, they always
give their contribution to the organization by means of pro-
ducing quality product or service. If the product or service is
good interms of its quality, customers buy these products or
service and they become happy customers. If customers of
the firm become happy, they become loyal customers to the
organizationthereby increasing the propensity to buy more
and more in time to come and making positive influence to
the other to become new customers through word of mouth.

Good service is a key factor that explains why a potential
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customer chooses a particular firm or why existing custom-
ers stay or leave another. Best impressions of a service,
expressed from a friend or relative, effects in choosing a firm.
Moreover, a bad impression on service will send customers to
other competing firms. High customer service gives all firms
sustainable and long term competitive advantage. This service
will be difficult to duplicate and surpassed by competitors
in the short run. Good service is not reached immediately; it
takes many months, if not years, of investment in the training

and dedication to achieve it.

Research suggests that when customers are more satisfied
with a firm, they increase their loyalty which results in reducing
price elasticities, lowering market costs, and decreasing trans-
action costs, thereby improving overall financial performance
(Anderson et al., 1994; Fornell, 1992; Reichheld and Sasser,
1990). However, firms must depend upon their employees to
improve customer satisfaction. Specifically addressing this
issue, the management literature finds a direct link between
employee attitudes and customer satisfaction (Schneider and
Bowen, 1985; Schneider et al., 1980, 1992). When employees
are more satisfied with their firms, they provide customers with

better interactions, thereby increasing customer satisfaction.

2. 2 Human Resource Development in SMEs

Human Resource Development (HRD) is one of the impor-
tant functions of HRM aiming at helping employees develop
their personal, professional and organizational knowledge,
skills, attitudes, and motivation. HRD includes such oppor-
tunities such as employee training & development, employee
career development, performance management and de-
velopment, coaching, mentoring, succession planning, key
employee identification, tuition assistance, and organization
development etc.

Nadler (1970) defined HRD as a series of organized activi-
ties, conducted within a specified period of time, and designed
to produce behavioral change. Some of the common activities
he identified within HRD are training, education and develop-
ment. He identified training as those activities intended to
improve performance on the job, education as those activities
intended to develop competencies not specific to any one job,
and development is preparation to help the employee move
with the organization as it develops.

The focus of all aspects of HRD is on developing the most
superior workforce so that the organization and individual
employees can accomplish their work goals in service to

customers. Organizations have many opportunities for hu-
man resources or employee development, both within and
outside of the workplace. Human Resource Development can
be formal such as in classroom training, a college course, or
an organizational planned change effort or it can be informal
as in employee coaching by a manager. Healthy organizations
believe in HRD and cover all of these bases.

In Japan, the concept of HRD can be identified by three
terms: Noryokukaihatsu (development of individual abilities);
Jinzaikeisei (formulation of a mastery level of human resources
through the work system and training), and Jinzaiikusei (fos-
tering of development of human resources through manage-
ment of human resource process). Individual development,
career development and organization development are the
three major components of HRD in Japan.

An educated and well-trained work force is considered
to be essential to the maintenance ofbusiness firm’s com-
petitive advantage in a global economy. It is also believed
that HRD can and should be a powerful agent to facilitate a
firm’s expansion and the development of capabilities, thus
enhancing profitability (Cosh, Duncan, and Hughes, 1998).
However, Westhead and Storey (1997) suggest that employ-
ees in SMEs are much less likely to receive training than their
counterparts in larger organizations. They offer that small
business owners are not aware of the benefits of HRD and
consequently provide two possible explanations to account
for this phenomenon. One is “ignorance”, which suggests less
than an optimal amount of it to their employees. Another is
the “market forces” explanation, according to which business
owners provide a less than optimal level of HRD because they
anticipate that the costs associated with HRD may exceed the
benefits (return) to be derived from it. Much of research has,
however, been rather narrow in its focus. Studies have often
limited themselves to formal training (Westhead and Story,
1997;Cosh et al., 1998; Patton et al., 2000), thereby ignoring
informal types of training. Recent studies show that many
small employers rely heavily on in-house, on-the-job training
(Johnson and Gubbins, 1992;Curren et al., 1993, 1996). Other
studies have confined their scope to particular occupational
groups, particularly managers (or aspiring managers), neglect-
ing the training experiences of other categories of workers
(Westhead and Storey, 1996; Loan-Clark et al., 1999 ; Patton
et al., 2000). Other researchers have conducted evaluations of
particular training initiatives, which though often insightful may
not be typical of most small business (Cushion, 1995; Mar-
shall et al., 1995; Westhead, 1997). It is questionable, whether
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the findings of these studies ought to be generalized to the
broader small business population. These restrictions on the
scope of studies may limit our understanding of the motives
for, process of, and consequences of HRD provisions for small

employers and their workforce (Kitching and Blackburn, 2002).

Despite the growing importance of SME research during the
last decade, Pettigrew et al. (1990) claims that, little attention
has been paid to the study of human resource development
practices in SMEs. Not only do SMEs themselves pay less
attention to training, but the issue of training and development
in SMEs has also been relatively neglected by academics.
Cosh, Duncan, and Hughes (1998), Marshall et al., (1995),
and Westhead and Storey (1997) have attempted to rectify
this situation. However, their studies are inconclusive and their
focus is strictly limited to westernsociety. Most of these stud-
ies have used a binary indicator as their measure of training (e.
g. Westhead and Story 1997;Cosh et al. 1998)-whether train-
ing is provided or not-but this failsto distinguish adequately
the quantity or quality of such training (Kitching & Blackburn,
2002).

The recent attempt by Cosh et al. (2000) to provide a more
sensitive measure of the quantity or quality of training uses
training costs as a percentage of total sales. This measure,
however, seems most appropriate to training which has a
measurable money costs as in the case of external courses.
Training which do not incur a direct or easily measurable
money cost, such as that provided in-house by employers or
other members of the workforce would not appear in this type
of calculation. Indeed, informal learning at the work place, de-
spite its pervasiveness, may be impossible to cost because of
its diffuse character. Unfortunately, this is a serious omission
because small business owners often rely heavily on in-house
training (Kitching & Blackburn, 2002).

To determine whether HRD programs produce real benefits
for SMEs, we must investigate the relationship between those
programs and their effects on the business performance of
SMEs. Although a number of previous studies have attempted
to accomplish this task, serious inadequacies in these studies
have questioned the validity of their findings. To rectify this
situation, an attempt was made to examine the relationship
of HRD practices with operational and financial performance
in manufacturing SMEs in Japan putting some lights on the
mediating relationship of HR outcomes in between these two.

2.3 HRD and Business Performance

Since the purpose of HRD practices is to improve human
capital, it is intuitive that the impact of effective HRD would
be felt first at the employee level. HRDpractices should di-
rectly impact on the employees of the firms where they are
practiced and, if done effectively, will result in a two types of
positive employee outcomes; enhancement of human capital
and employee motivation. According to ability-motivation-
opportunity model, HRD is skill enhancing bundle of HRM
practices and will impact on improving human capital of its
employees and increase motivation level of employees. These

HR characteristics will be reflected by positive HR outcomes.

Business performance is viewed as multidimensional.
Drawing on Dyer and Reeves’s (1995) work, researchers in
strategic HRM have categorized business performance into
three primary groups related to HRM: HR outcomes, opera-
tional outcomes, and financial outcomes. HR outcomes refer
to those most directly related to HRM in an organization, such
as employee skills and abilities, employee attitudes and be-
haviors, and turnover. Operational outcomes are those related
to the goals of an organizational operation, including produc-
tivity, product or service quality, new product development or
innovation, and customer satisfactions. Financial outcomes
reflect the fulfillment of the economic goals of organizations.
Typical financial outcomes include growth in sales, growth in
profits, return on invested capital, and return on assets (Jiang
and Lepak, 2012).

2. 4 HRM Outcomes-The Mediating Link between HRD and
business Performance

HR outcomesrefer to those most directly related to HRM
in an organization, such as employee skills and abilities, em-
ployee attitudes and behaviors, and turnover. However, the
following HR outcomes have been well documented in the

literature and are considered for the study.

Knowledge Quality (KQ)

The role of knowledge in firm performance is well docu-
mented in the literature. There are numerous theoretical and
empirical studies examining the relationship between knowl-
edge and firm performance. The essence of these studies is
that the higher the level of knowledge acquired or accumu-
lated, the greater the level of firm innovation and performance.
For example, Liebeskind et al. (1996) and Powell et al. (1996)

investigated the role of social networks and found that they
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were important sources of learning and innovation for firms.
In recent studies, Lane et al., (2001) found that knowledge
acquired by an IJV from its parent company contributed to its

high performance.

Occupational Safety and Health (OSH)

There is increasing and compelling overseas evidence that
providing a healthy and safe working environment has the
potential to increase labour productivity and in turn increase
company profits. Research on the connection between oc-
cupational health and safety (OHS) and increasing employee
productivity and performance has become topical as a result
of increased interest in identity ways to improve performance
in the workplace. Increasingly enlightened employers, to-
gether with trade unions, are striving to provide safer and
healthier workplaces which can translate into increased
productivity, more job satisfaction, and stronger bottom-line
results (Brandt-Raufet al., 2001; Boles, et al., 2004; De Greef
& Van den Broek, 2004).

Job Satisfaction (JS)

The majority of the research examining the employee
satisfaction-performance relationship has been conducted
on the micro-level of analysis, otherwise known as the indi-
vidual employee level. For example, research has reported a
positive correlation between individuals’ job satisfaction and
their performance (laffaldano & Muchinsky, 1985). Moreover,
a recent meta-analysis found a substantive correlation be-
tween individual job satisfaction and individual performance
(Judge, Thoresen, Bono, & Patton 2000). In his review of the
job satisfaction literature, Locke (1976) observed that more
than 3,300 scholarly articles had been published on the topic
of job satisfaction. Harter, Schmidt, and Hayes’ (2002) search
yielded another 7,855 articles having been published between
1976 and 2000. As the increase in research studies suggest,
the notion that job satisfaction might be positively connected

with performance outcomes.

Employee Commitment (EC)

According to (Meyer and Allen 1991) organizational com-
mitment is of three types i. e. affective, continuance and nor-
mative. Affective commitment is regarded as an employee’s
attachment to acknowledgment and participation in the
organization. Employees having strong affective commitment
remain with the organization. Continuance commitment is

one’s awareness of the outlays related to parting with the in

attendance association. Employees who possess continu-
ance commitment will remain in the organization. Normative
commitment is the sentiment of responsibility of an employee
to the organization on the basis of his personal norms and val-
ues. Employees with normative commitment remain with the
organization because they believe they ought to. A relationship
study has been conducted by several researchers between
Human resource management practices and organizational
commitment. According to Paul and Anantharamayan, 2004)
HRM practices show an eminent optimistic relationship with

organizational commitment.

Employee Attitudes (EA)

Numerous studies show that employee attitudes contribute
to organizational citizenship behaviors (Bateman and Organ,
1983; George, 1991; Konovsky and Paugh, 1996; Moorman,
1991; Smith et al., 1983; Williams and Anderson, 1991).
Organizational citizenship behaviors are voluntary employee
behaviors that go beyond minimum job requirements, and,
in turn, contribute to firm outcomes (Organ, 1988). Thus, evi-
dence exists from a variety of perspectives that understanding
employee attitudes and the relationship to a firm's financial
performance is an important issue. While early research sug-
gested that work-related behaviors were reflected in success-
ful organizational outcomes (Argris, 1957; McGregor, 1960),
most of this work focused more on individual outcomes rather
than organization performance. More recent works (Harter et
al., 2002; Ostroff, 1992; Ryan et al., 1996) have demonstrated
specific relationships between financial performance and

employee attitudes.

Results of various studies indicate that a higher use of
HR practices leads to higher levels of each of the employee
outcomes discussed above. It means that employees of
companies employing effective human resource practices
are more likely to demonstrate: higher quality of knowledge,
higher level of occupational safety and health, job satisfaction,
commitment and positive attitudes toward the organization.
Further, the results of these studies indicate that these posi-
tive employee outcomes do indeed lead to higher levels of

performance.

Employee Motivation (EM)
According to Davidoff (1987) individual performance is gen-
erally determined by three factors namely; Ability-the capabil-

ity to do the job; Work environment-the tools, materials and
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information needed to do the job; and Motivation-the desire
to do the job. Motivation is significant because even people
with the required knowledge, skills, and abilities will perform
poorly if they are not motivated to devote their time and effort
to work When workers lack motivation they tend to resort
to anti-work behaviours such as absenteeism, negligence of
duty, late-coming, failure to meet deadlines, display of open
frustration and all these factors work negative to the perfor-
mance and credibility of an organization. Organizations need
to place all efforts to ensure that incentives such as intrinsic
motivators, extrinsic motivators and performance manage-
ment approaches are used in order to retain, attract, increase

workers efforts, satisfaction and commitment.

Motivation refers to a process governing individual choices
among different forms of voluntary activities (Vroom, 1964).
Robbins and Judge (2008) posited that motivation is the pro-
cess that accounts for an individual’s intensity, direction and
persistence of effort toward attaining a goal. This means that
motivation determines how much efforts a person puts in his or
her work, the direction to which those efforts are geared and a
measure of how long a person can maintain effort. Motivation
could be intrinsic or extrinsic. Intrinsic motivation derives from
within the person. It refers to the direct relationship between a
worker and the task, and is usually self-applied. Examples of
intrinsic motivation are achievement, accomplishment, chal-
lenge and competence which are derived from performing
one’s job well (Afful-Broni, 2004). Extrinsic motivation comes
from the work environment, external to the person and his
or her work. Good salary, fringe benefits, enabling policies
and various forms of supervisions are good examples of this
type of motivation (Mankoe, 2006). One of the most important
factors that move every human beingto achieve his or her
goal is motivation. Indeed, motivation is that guiding principle
that enables people to stay focused on the path of success
regardless of the challenges that may be encountered. This
includes personal as well as professional goals and targets
(Baumeister & Voh, 2004). Based on above observations, it is
evident that the existence of relation between motivation of

employees and business performance.

Employee Loyalty

Loyalty is a feeling of positive orientation of employees re-
lated to the future direction and development of the company,
which has an impact on current operations. It is a psychologi-
cal bond, which binds individuals to the company and may

involve multiple stages, for example, in the form of consent,
identification or even internalization. The long term success of
any company depends heavily upon the quality of its workers
and worker loyalty. Benjamin Schneider, professor emeritus at
the University of Maryland, has shown conclusively that the
employee's loyalty-related attitudes precede a firm's financial
and market performance. And there is a much greater payoff
in working on improving the human factor than people thinks.
Researchers at University of Pennsylvania found that spend-
ing 10 percent of a company's revenue on capital improve-
ments increased productivity by 3.9 percent. But investing
that same amount in developing the employee capital more
than doubles that amount, to a whopping 8.5 percent (Kein-
ingham and Aksoy, 2013). Long-term business objectives of
the company can be achieved when employee loyalty can be
established. Employee loyalty can be developed indepen-
dently, mostly on the basis of job satisfaction. Therefore it is
unreasonable to encourage employees directly to be loyal,
as this may cause the opposite effect. In practice, it often
happens that an employer requires from the employees to
be loyal, but fails to ensure that the company would operate
towards achieving employee satisfaction. Such attempts to
obtain loyalty are usually unsuccessful, because employee
loyalty cannot be developed without developing employee
satisfaction. Employee satisfaction tends to affect employee
loyalty and productivity (Heskett, 1994). Drawing upon above
discussion it can be inferred that employee loyalty is a key

determinant of organizational performance.

Employee Involvement (El)

Recent empirical research indicates that different em-
ployee involvement practices have very different effects on
performance, and that these effects can vary when employee
involvement practices exist in combination (Ichniowski et al.,
1997; McNabb and Whitfield, 1997). But there are few studies
analysing employee involvement’s impact on small firms' per-
formance. Consequently, it is only possible to infer what that
impact might be from studies based on larger firms and firms
in general. This is hazardous because there are theoretical
reasons to suggest that the performance effects of employee
involvement may differ according to establishment and firm

size.

In seeking to explain a link between employee involvement
and firm performance, the empirical literature draws on emerg-

ing but limited theoretical propositions. However, most authors
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identify improved labour productivity as the main mechanism
by which employee involvement affects performance. This oc-
curs if employee involvement elicits greater discretionary effort
by increasing workers' intrinsic rewards from working, or by
raising organizational commitment. There is empirical support
for the proposition that employee involvement raises worker
effort (Green and Mcintosh, 1996). Performance related pay-
ments may elicit greater effort by linking effort and reward
more closely. Employees with high levels of involvement are
committed to and fully apply themselves to their work. They
are willing to spend extra time to get the job done and do extra
work that is not part of their own job. Therefore, it is justifiable
to expect a positive relation of employee involvement with

organizational performance.

Workplace Cooperation (WC)

Workplace cooperation is a process whereby employees or
their representatives participate with management, through
consultation and discussion, in resolving issues of com-
mon concern. It is a communication mechanism enabling
both parties to understand each other’s needs, interests
and difficulties. The competitive edge in any business can
be enhanced when an employer is able to build up a highly
motivated, dedicated and efficient team of employees to serve
their customers. To have an effectiveworkplace cooperation
mechanism in place is one of the means to achieve this
end. The dominant spirit underlying workplace cooperation
is management support and employees involvement. For
workplace cooperation to be effective, top management’s
commitment is crucial. An effective workplace cooperation
mechanism helps minimize unnecessary misunderstanding,
especially in times of changes and uncertainties. While setting
up or strengthening the mechanism for workplace coopera-
tion may sound complicated, costly and time consuming, it is
worthy investment which will bring enormous benefits to the
enterprise in terms of enhanced efficiency, productivity and
competitiveness. Specifically, an effective workplace coopera-
tion mechanism helps an enterprise to improve its decision
making process and organizational performance, improve
the employees’ performance and commitment, and build up
mutual trust between management and staff, Increase job sat-
isfaction, improve working environment. Employees exhibiting
high levels of cooperation are supportive of one another in
their roles and expect to cooperate with others and to receive
cooperation from others in performing their responsibilities. In
par with above merits, it is reasonable to expect workplace

cooperation to have a good relationship with organizational

performance.

These positive behaviours of employees in the company
in turn should lead to higher levels of operationaland busi-
ness performance. Operational performance is any kind of
performance resulting from the operations of the business
and could include items such as high labour productivity,
high quality, new product development or innovations, and
improved customer satisfaction. Financial performance refers
to performance measures taken directly from the company

financial statements such as profit or revenue growth.

2.5 HRD, HR Outcomes, and Operational & Financial
Performance

Operational performance is important to business leaders
because it is an indication of the effectiveness and efficiency
with which the company is providing its particular products
or services. Several measures of operational performance
are usually used for studies: labourproductivity (LP), product
quality (PQ), new product development (NPD), and customer
satisfaction (CS). Each is a measure of how the company
performs in relation to their competitors who were the similar
organizations in those areas. Labour productivity is a measure
of efficiency of the organization in utilizing its human resource.
Quality is a measure of the level of quality of the products or
services provided by the company. New product development
measures the rate at which new products, services or solu-
tions are deployed and customer satisfaction is a measure that
indicates the extent to which the company is able to please
its customers or clients. SMEs leaders are faced with many
different concerns related to operational performance and
this study attempts to address concerns that are especially
important to SMEs leaders. Financial performance is also very
important to small business leaders because strong financial
performance will allow SMEs leaders to meet current obliga-
tions, invest for the future and provide a return to the owners
and managers. Financial performance are usually measured
with growth in sales, growth in profits, growth in market share,

liquidity etc. comparing with a certain period in the past.

3. OPERATIONALISATION OF VARIABLES

3. 1 Human Resource Development Intensity
Human Resource Development (HRD) is one of the im-
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portant functions of HRM aim at helping employees develop
their personal, professional and organizational knowledge,
skills, attitudes, and motivation. HRD includes such oppor-
tunities such as employee training & development, employee
career development, performance management and de-
velopment, coaching, mentoring, succession planning, key
employee identification, tuition assistance, and organization
development.

There are three fundamental component of human resource
development (HRD): individual development (personal), career
development (professional), and organizational development.
Individual development refers to the development of new
knowledge, skills, and/or improved behaviors that result in
performance enhancement and improvement related to one's
current job (training). Learning may involve formal programs,
but is most often accomplished through informal, on-the-job

training activities.

Career development focuses on providing the analysis
necessary to identify the individual interests, values, compe-
tencies, activities, and assignments needed to develop skills
for future jobs (development). It is career planning and career
development. It includes both individual and organizational
activities. Individual activities include career planning, career
awareness, and utilizing career resource centers. Organiza-
tional activities include job posting systems, mentoring sys-
tems, career resource center development and maintenance,
using managers as career counselors, providing career devel-
opment workshops and seminars, human resource planning,

performance appraisal, and career pathing programs.

Organizational development is directed at developing new
and creative organization solutions to performance problems
by enhancing congruence among the organization's structure,
culture, processes, and strategies within the human resources
domain. In other words, the organization should become a
more functional unit as a result of a closer working relationship
among these elements. The ultimate goal of organizational
development is to develop the organization's self-renewing
capacity. This refers to the organization's ability to look intro-
spectively and discover its problems and weaknesses and to
direct the resources necessary for improvement. As a result,
the organization will be able to regenerate itself over and over
again as it confronts new and ever-challenging circumstances.
This occurs through collaboration of organizational members
with a change agent (an HRD practitioner), using behavioral

science theory, research, and technology.

In this study HRD is operationalized as an organized learn-
ing that provides the possibility of performance change and
improvement towards individuals and groups through devel-
opment of their knowledge, skills and abilities (KSA’s) neces-
sary for the successful performance of the organization. HRD
is supposed to covers the practices of training & development,

organizational development, and career development.

Training and Development

Training & development is one of the dimensions of HRD
practices where firms invest on development of their employ-
ees’ knowledge, skills ability and other required skills to im-
prove the productivity of employees. Training & development
is the HRD function that formally and systematically provides
new learning to increase employees’ capabilities. The primary
purpose of training and development is to increase organi-
zational performance by increasing employee performance.
Training & development can transform human resource to
human capital where skilled employee would better perform
in the success of organization as compared with none or less-

trained employees.

Career Development

Career development is usually accepted as one of the
three aspects of practice for HRD. Although career develop-
ment has been seemingly overshadowed by research and
discourse addressing other aspects of HRD, there are strong
arguments for increasing the relevance of career development
to the field of HRD. The idea of career development may seem
at odds with many current workplace issues such as high
unemployment rates, job losses due to workplace reductions,
changing nature of employment contracts. However, career
development theories that describe adult career development
are important contributions to HRD practice because they

describe adult progressions through work roles.

Organizational Development

Organizational development is an evolving discipline that
draws on knowledge and methods from the behavioral
sciences that is concerned with the performance, develop-
ment, and effectiveness of human organizations. Its primary
emphasis is on relationships and processes between and
among individuals and groups. Organizational development

also encompasses the overall performance of the organiza-

33



34

Meijo Asian Research Journal Vol.5 No.1

tion, its effectiveness, structure, and internal and external
system impacts. Thus this particular field covers on topics
that include change process and implementation theories,
model of change and organization intervention strategies. In
overall, organizational development is the field of study and
practice that focuses on various aspects of organizational life,

aspects that include culture, values, systems and behaviour.

3. 2 Operational Performance (OP)

Operational performance is those related to the goals of an
organizational operation, including productivity, product qual-
ity, organizational innovations, and customer satisfaction. The

following operational outcomes are considered for the study.

Labour Productivity

Mark Huselid (1995) in his study comprehensively evalu-
ated the links between systems of High Performance Work
Practices (HPWP) and firm performance. Results based on
a national sample of nearly one thousand firms indicate that
these practices have an economically and statistically sig-
nificant impact on both intermediate operational outcomes
(turnover and productivity) and short-and long-term measures
of corporate financial performance. Katz, Kochan, and Weber
(1985) demonstrated that highly effective industrial relations
systems, defined as those with fewer grievances and disciplin-
ary actions and lower absenteeism, increased product quality
and direct labor efficiency and Katz, Kochan, and Keefe (1987)
showed that a number of innovative work practices improved
productivity. Katz, Kochan, and Gobeille (1983) and Schuster
(1983) found that quality of work life (QWL), quality circles,
and labor-management teams increased productivity. Bartel
(1994) established a link between the adoption of training
programs and productivity growth, and Holzer (1987) showed
that extensive recruiting efforts increased productivity. Guzzo,
Jette, and Katzell’s (1985) meta-analysis demonstrated that
training, goal setting, and socio technical systems design had

significant and positive effects on productivity.

Product Quality

Much research has conducted to find any relations be-
tween HRM outcomes and product quality taking samples
in big businesses. In one such study, having surveyed 1,243
employees in the 64 centers on service process quality, as
measured by customer surveys; call handling time, revenues
per call, and net revenues per call, Batt, R. (2002) concluded
that that human resource management practices emphasizing

employee training, discretion, and rewards lead to higher ser-

vice quality, higher revenues per call, and higher net revenues.

A burgeoning body of strategic HRM research has shown
that the use of systems of HR practices intended to enhance
employees’ knowledge, skills and abilities, motivation, and
opportunity to contribute is associated with positive outcomes
such as greater commitment (Gong, Law, & Xin, 2009), lower
turnover (Batt, 2002), higher productivity and quality (MacDuff-
ie, 1995), better service performance (Chuang & liao, 2010),
enhanced safety performance (Zacharatos, Barling, & Iverson,
2005), and better financial performance (Huselid, 1995).

Organizational innovations

Organizational innovations highest in companies where em-
ployees had high levels of commitment to their supervisors,
high levels of trust in management and high levels of coopera-
tion among employees. There was also some indication that
that low levels of turnover intentions have somewhat of an
impact on new product or service development. The conclu-
sion that can be drawn from these findings is that companies
that are able to foster high commitment to supervisors, high
trust in management and high levels of cooperation and, to
a lesser extent,low turnover intentions among employees are
more likely to effectively develop new products or services.
Likewise, companies wishing to improve their new product or
service development should focus on increasing commitment
to supervisors, trust in management and cooperation among

employees.

Customer satisfaction

Customer satisfaction is the degree of satisfaction provided
by the goods or services of a company as measured by the
number of repeat customers. It is extremely important for
business firm as they decide the fate of the business. If a
company fails to satisfy their existing customers there are
many other firms who would like the opportunity to win the
business. The external customer satisfaction heavily depends
on the satisfaction of internal customers, i. e., employees of
the business firm. Therefore, employees’ job satisfaction is a
crucial determinant of external customer satisfactions that has

alot to do with HRD to enhance internal customer satisfaction.

Financial Performance
Financial performance reflects the fulfillment of the eco-

nomic goals of organizations. Typical financial outcomes
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include sales growth, return on invested capital, and return on
assets. Much of research conducted in large enterprises has
demonstrated statistically significant relationships between
measures of HR practices and firm profitability (Delery and
Doty, 1996; Guthrie, 2001; Huselid, 1995). Using the results
of the survey, Luc Selsetal. (2006) examined the link between
the score for HRM intensity, some performance outcomes and
the financial performance of the organization using structural
equation modeling. The results show that intensive HRM also
offers added value for smaller organizations. Firstly, HRM
intensification has a highly positive effect on productivity
and, through productivity, reduces personnel costs/added
value. This effect is sufficiently strong to compensate for the

increased costs

4. CONCEPTUAL FRAMEWORK

For the purpose of this study, combining all three aspects
of HRD practices; training & development, career develop-
ment and organizational development,a cumulative index
called HRD intensity, which shows the intensification of HRD
practices was developed. In order to examine the mediating
relationship, nine (9) HR outcomes discussed above; knowl-
edge quality (KQ), occupational health and safety (OHS),
job satisfaction (JS), employee commitment (EC), employee
attitudes (EA) employee motivation (EM), employee loyalty
(EL)), employee involvement (El)), and workplace coopera-
tion (WC) were considered. By using nine HR outcomes a
cumulative index called HR Outcome Index was developed.
Labor productivity (LP), product quality (PQ) organizational
innovation (Ol) and customer satisfaction (CS) was taken into
considerations as operational variables. Growth in Sales and
Growth in profits were taken as financial variables. Then, the
relationship between HRD practices and business perfor-
mance was examined exploring the mediating relationship of
HR outcomes. Based on the above theoretical underpinning, a

conceptual frame for the study was constructed as in Figure 2.

According to the model in Figure 2, the bundle of HRD
practices, reflected by HRD intensity index,first establish a
relationship with HR outcomes and then translate these HR
outcomes into operationaland financial performance. The
model goes on explaining the process through which HRD-
practices are linking with organizational performance.

5. METHODOLOGY

A structured questionnaire was developed as the main
data collection instrument. Three dimensions of HRD; train-
ing & development, career development and organizational
development were considered for the study. Sixteen (16)
items (Training & development, 10; career development, 3;
organizational development, 3) were included in the scale.
Nine (9) HR outcomes; knowledge quality (KQ), occupational
health and safety (OHS), job satisfaction (JS), employee com-
mitment (EC), employee attitudes (EA) employee motivation
(EM), employee loyalty (EL),employee involvement (El)), and
workplace cooperation (WC) were considered for the study.
Three (3) items for each HR outcome variables were included
in the questionnaire. In order to measure operational per-
formance four (4)variables namely;labour productivity (LP),
quality of the product (PQ), organizational innovation (Ol),
and customer satisfaction (CS) were used. Three (3) items
for each operational variable were included in the question-
naire. Two (2) items for financial performance, growth in sales
and growth in profits, were considered to measure financial
performance. The questionnaire was first developed in English
and then translated into Japanese to make respondents better

understand it.

Four hundred thirty six (436) questionnaires weredistributed
to a randomly selected sample of manufacturing SMEs in
Nagoya in Aichi Prefecture. An electronic data file maintained
by the Nagoya Chamber of Commerce was used to draw
the sample. One hundred five (105), equivalents to thirty two
percent (32 percent), positively responded to thesurvey. Data
was analyzed by using SPSS version 16. Descriptive statis-
tics were used to understand the characteristics of firms and
person product movement correlation coefficient was used to

examine the relationships among variables.

Reliability and Validity of the Questionnaire

In order to measure the reliability of instruments, Cronbach’s
alpha coefficient is widely used. According to Sekaran (2005),
if the alpha value is greater 0.7, the instrument is said to be
acceptable. The internal consistency reliability coefficients
(Cronbach’s alpha) for the scales used in this study are well
above the level of 0.7. Each variable has got more than 0.8
alpha values which are well above the norms and thus are

acceptable for the analysis purpose. Validation procedures
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Figure 2: Conceptual Framework of the Study
Source: Author Constructed, 2013

involved initial consultations with subject matter experts about
the questionnaire prepared. The experts also judged the face
and content validity of the questionnaire and decided as ad-
equate. Hence, the researcher was satisfied with the reliability

and validity of the scale.

6. RESULTS OF THE SURVEY

HRD Intensity, HR Outcomes and Business Performance
Table 2 shows Pearson product movement correlation
coefficients among HRD intensity, HR outcomes, operational
and financial performance. According to the table 2, HRD
intensity that represents the intensification of all three aspects
of HRD; training & development, career development, and
organizational development shows very strong and positive
correlation with HRM outcomes. This relationship is strong
and statistically significant (r=.483, p<0.01.). HRD intensity
is also directly related with all four types of operational per-
formance. First, HRD intensity shows high correlation with
labour productivity (r=.417, p<0.01). This relationship is
positive and statistically significant which conveys that the
existence of the relationship is not by a chance. The magni-
tude of the positive relationship between HRD intensity and
product quality also strong and significant (r=.529, p<0.01).
It positive and statistically significant (r=.587, p<0.01). The
correlation between HRD intensity and customer satisfaction
is also positive and significant (r=.456, p<0.01). The degree
of the magnitude of the relationship between HRD intensity
and organizational innovation is the highest among all four
operational variables while labour productivity records the
lowest but positive and statistically significant. Again, HRD
intensity and financial performance also establishes positive
and significant relationship between the two (r=.358, p<0.01).
Financial performance measure is a combination of growth in

sales and profits. These relations imply that the intensification

Correlations among Variables
VARIABLE HRDI | HROC | LP PQ o1 Ccs
HRD I ity (HRDI) 1
HR Outcomes (HROC) 483
Labour productivity (LP) A7 6317
Product Quality (PQ) 5297 5337 4037
%rﬁaniutiunul Innovations sg7l sostl ae2l a9
Custs satisfaction (CS) AS6T 66977 69277 42077 4847
Fi ial Performance (FP) L3587 A42] 2767 097 2337 2487
**_ Correlation is significant at the 0.01 level (2-tailed).
*. Correlation is significant at the 0.05 level (2-tailed).

Table 2: Correlations among Variables
Source: Survey Data, 2013

of HRD practices directly influence business performance by

improving growth in sales and profits.

MR outcomesand Operational Performance

According the table 2, HR outcome index which represent
the totality of all nine HR outcomes, is highly correlated with
labour productivity (r=.631, p<0.01). This relationship is
positive and highest in terms of the magnitude over all three
operational variables. The relationship between HR outcomes
and quality of the product also very positive and statistically
significant (r=.533, p<0.01). The link between organizational
innovations and HR outcome is also positive and significant
(r=.503, p<0.01). The link between HR outcome index and
customer satisfaction also positive and significant (r=.669,
p<0.01). The relationships between all these operational vari-
ables and HR outcome index are statistically significant at
p<0.01 giving the fact that these linking are in existence not by
chance but worth further studying. These findings highlight the
fact that HR outcome mediate the link between HRD practices
and operational performance. However, although HR outcome
index shows positive correlation with financial performance, it

does not show any statistical significance (r=.142).

7. DISCUSSION OF FINDINGS

HRD Intensity and HR Outcomes

Based on the analysis of data, it was found positive and
statistically significant correlation of HRD intensity with HR
outcomes. It implies the idea that three types of HRD prac-
ticesrepresented by HRD Intensity Index are keeping positive
relations with HR outcomes. As all these relations are positive,
with the increase of the usage of the said HRD practices, HR
outcomes;knowledge quality, occupational health and safety,

job satisfaction, employee commitment, employee attitudes



DEVELOPMENT OF SMALL AND MEDIUM ENTERPRISES IN JAPAN:
AN ANALYSIS OF THE LINK WITH HUMAN RESOURCE DEVELOPMENT

employee motivation,employee loyalty,employee involvement
and workplace cooperation will be increased. Therefore, the
conclusion that can be drawn from this finding is that, SME
owners/managers who are concerned about HR outcomes
should be prepared to employ effective HRD practices dis-

cussed above.

HRD Intensity and Operational Performance

Analysis of the data clearly establishes very high positive
correlations of HRD intensity with operational performance. It
means that deploying of HRD practices influences operational
performance of business firms. According to the findings
HRDintensity is highly and positively correlated with labour
productivity. With this correlation, an increase of the usage of
above HRD practices gives rise to higher productivity. HRD in-
tensity also highly and positively correlated with product qual-
ity. The long term success of any business heavily depends
on the quality of the product or service the firm produced or
rendered. Therefore, owners/ mangers of SMEs who are very
much concerned about the quality should focus more attention
to HRD practices discussed above. The relationship of HRD
intensity with organizational innovations is also significantly
positive. The firms who are deploying more HRD practices are
said to be able to generate more new products or innovations.
This study establishes positive and significant relationship of
HRD intensity with customer satisfaction. Firms who use HRD
practices so sparingly will be benefited by increased customer
satisfaction that will lead to customer loyaltywhich is crucial
to long term success of their businesses. Drawing from these
findings, it can be concluded that those owners/mangers in
SMEs who are concerned to increase their labour productivity,
product quality and organizational innovation and customer
satisfaction should focus on effective use of HRM practices

prescribed above.

HRD Intensity and Financial Performance

It was found very strong correlation in between HRD
practices and financial performance of firms. Financial per-
formance index that represent growth in sales and growth in
profits was highly and positively correlated with HRD intensi-
fications giving some signals to SME owners / manager to be
immersed with employing HRD practices effectively.

HR Outcomes, Operational and Financial Performance
This study establishes very clear positive relationships of
HR outcomes with operational performance. HR outcome

index that represents nine HR outcomes influences opera-
tional performance to a greater extent. First, HR outcomes are
strongly linked with labour productivity. This highlights the fact
that increase in HR outcomes gives rise to labour productivity.
This leads to the inferring that HR outcomes are mediating the
link between HRD practices and labour productivity. It means
that usage of HRD practices gives rise to labour productivity
through increased HR outcomes. Second, HR outcomes are
establishing very clear positive relationship with product qual-
ity. This also implies that increase in HR outcomes gives rises
to increase in product quality. This relation enables one to
assume that HRD practices relates to product quality through
HR outcomes. Third, it is fond that HR outcome are keeping
strong positive relation with organizational innovations. This
finding also compels one to assume that HRD practices influ-
ence organizational innovations through HR outcomes. Finally,
HR outcome are linked with customer satisfaction showing a
clear mediating relationship in between HRD practices and

customer satisfaction.

One of the objectives of this study was to examine the me-
diating relationship of HR outcomes between HRD practices
and financial performance. According to the analysis, HRD
Intensity Index shows positive and statistically significant
correlation with financial performance. On the other hand HR
outcome Index also establishes significantly positive corre-
lation with financial performance. Therefore, it is intuitive to
assume that HRD gives rise to financial performance through

HR outcomes.

Do HRD practices lead to positive employee outcomes?
The results of this study indicate that a higher use of effective
HRD practices is directly related to higher levels of positive
HR outcomes and then these HR outcomes lead to higher
operational and financial performance of manufacturing SMEs
in Japan. It clearly implies that HR outcomes mediate the rela-
tionship in between HRD practices and business performance

even in manufacturing SMEs in Japan.

8. RESEARCH IMPLICATIONS, LIMITATIONS AND DIREC-
TIONS FOR FUTURE RESEARCH

The results of this study offer several key theoretical and
practical implications for SMEs owners and managers in-
terested in improving business performance of their SMEs.

37



38

Meijo Asian Research Journal Vol.5 No.1

Effective HRD practices lead to positive HR outcomes. The
effective use HRD practices represented by HRD Intensity
Index in SMEs was shown to be related to HR Outcome Index
which represented knowledge quality, occupational health
& safety, job satisfaction, employee commitment, employee
attitudes,employee motivation, employee loyalty,employee
involvement and workplace cooperation. These positive HR
outcomesin turn are translated into positive operational and
financial performance such as increase in labour productiv-
ity, product quality, organizational innovations, customer
satisfactionand financial performance. This highlights the
fact that employees do matter even for SMEs and are shown
to have links with operational and financial performance in
their businesses. Therefore, as the study highlights, when
evaluatingmany options that are available to SMEs, it is very
important to keep in mind not to discount the importance
human resource management. Effective human resource
management practices lead directly to positive outcomes on
employees of the firm, which in turn lead to positive business

performance for the organization.

This study is subject to certain limitations encountered in
the research process. The study was based on the data col-
lected only from 136 manufacturing SMEs in Aichi prefecture in
Japan. Therefore, generalisability could have been increased
if number of sufficient manufacturing firms representing all
the prefectures in Japan were taken. This study focused only
on the relationship, not the effect or impact, between HRD
practices and business performance. However, it is better if
this study focused on the effect of HRD practices on busi-
ness performance too. Further analysis with sophisticated
statistical testing is very much sought to examine the impact
of HRD practices on labour productivity and mediating role of
HR outcomes. However, future research with relatively larger
samples expanding to other sectors in SMEs will be very much

useful in deed in this direction.

9. REFERENCES

e Afful B. A. (2004). Theory and practice of educational leadership
in Ghana. Accra: Yamens Press Ltd.

e Afful, B. A. (2012). Relationship between motivation and
job performance at the University of Mines and Technology,
Tarawa, Ghana: Leadership Lessons, Creative Education 3(3):

309-314.

Anderson, E. W., Fornell, C., & Lehmann. D. R. (1994). Cus-
tomer satisfaction, market share, and profitability: Differences
between goods and services. Journal of Marketing Research,
7: 53-66.

Bartel, A. P. 1994. Productivity gains from the implementa-
tion of employee training programs. Industrial Relations, 33:
41-425.

Bateman, T. S., & Organ, D. W. (1983). Job satisfaction and the
good soldier: The relationship between affect and employee
citizenship. Academy of Management Journal, 26: 587-595.
Batt, R. (2002). Managing customer services: Human resource
practices, quit rates, and sales growth. Academy of Manage-
ment Journal, 45: 587-597.

Baumeister, R. F,, & Voh, K. D. (2004). Handbook of self-regu-
lation: Research, theory and applications. New York: Guilford
Press.

Becker, B. E., and Huselid, M. A. (1998). High performance
work systems and firm performance: A synthesis ofresearch
and managerial implications. In G. R. Ferris (Ed.), Research in
personnel and human resources management: 53-101. Green-
wich, CT: JAI Press.

Boles, M., Pelletier, B. & Lynch, W. (2004). The relationship
between health risks and work productivity. Journal of Oc-
cupational Environmental Medicine, 46(7): 737-745.

Brand,R. P., Burton, W. N. & McCunney, R. (2001). Health,
productivity & medicine. Journal of Environmental Medicine,
43(1): 1-2.

Chuang, C., & Liao, H. (2010). Strategic human resource man-
agement in service context: Taking care of business by taking
care of employees and customers. Personal Psychology, 63:
153-196.

Cosh, A., Duncan, J., & Hughes, A. (1998). Investment in train-
ing and small firm growth and survival: an empirical analysis
for the UK 1987-95. London: DFEE Publication.

Cosh, A, Hughes, A., & Weeks, M. (2000). The relationship be-
tween training and employment growth in small and medium-
sized enterprises, Research Report, RR245, Department for
Education and Employment, Norwich NR3 I1BQ.

Curran, J., Blackburn, R. A., Kitching, J., & North, J. (1996).
Establishing small firms’ training practices, needs, difficulties
and use of industry training organizations, Research Studies
RS17, London: DfEE/HMSO.

Curren, J., Kitching, J., Abbott, B., & Mills, V. (1993). Employ-
ment and Employment Relations in the Small Service Sector

Enterprises, Kingston Business School: Kingston Polytechnic.
Cushion, N. (1995). How to succeed in small business train-



DEVELOPMENT OF SMALL AND MEDIUM ENTERPRISES IN JAPAN:
AN ANALYSIS OF THE LINK WITH HUMAN RESOURCE DEVELOPMENT

ing: a breakthrough. Norwich: Centre for Applied Research in
Management, Education and Training

Davidoff, L. L. (1987). Introduction to psychology (3rd ed.). New
York: McGraw-Hill.

De Greef, M. & Broek, V. D. K. (2004). Quality of the working en-
vironment and productivity: Research findings and case stud-
ies. European Agency for Safety and Health at Work, Belgium.
Delery, J. E., & Shaw, J. D. (2001). The strategic management
of people in work organizations: Review, synthesis, and exten-
sion. In G. R. Ferris (Ed.), Research in personnel and human
resource management, 20: 167-197. Stamford, CT: JAI.
Dessler, G. (2008). Human Resource Management, 11th ed.,
NJ: Pearson Prentice-Hall, Upper Saddle River.

Dyer, L., & Reeves, T. (1995). Human resource strategies and
firm performance: What do we know and where do we need to
go? International Journal of Human Resource Management, 6:
656-670.

Fisher, C. D. Schoenfeldt, L. F. and Shaw, J. B. (2006). Human
Resource Management, 6th ed., Boston, MA: Houghton Mifflin.
Fornell, C. (1992). A national customer satisfaction barometer:
The Swedishexperience. Journal of Marketing (January): 6-21
Flangan D. S. & Despande, S. P. (1996). Top management’s
perceptions of changes in HRM practices after union elections
in small firms, Journal of Small Business Management, 34(4):
23-34.

Gamage, A. S. (2007). Impact of HRD practices on business
performance: An empirical analysis of manufacturing SMEs in
Japan. Meijo Review, 8(3): 85-109.

George, J. M. 1991. State or trait: Effects of positive mood on
pro-social behavior at work. Journal of Applied Psychology, 76:
299-307.

Gilbert, J. & Jones, G. (2000). Managing human resources in
New Zealand small business, Asia Pacific Journal of Human
Resources, 38(2): 55-67.

Gong, Y., Law, K. S., Chang, S., & Xin, K. R. (2009). Human
resources management and firm performance: The differential
role of managerial affective and continuance commitment.
Journal of Applied Psychology, 94: 263-275.

Good, D. C. (1998). Gender and successful human resource
decision in small business, New York, Garland publishing,
Blackpool.

Green, F. and Mclintosh, S. (1996). Workers’ effort in unionized
workplaces: cost of job loss and human resource manage-
ment, unpublished mimeo, School of Business and Economic
Studies, University of Leeds, and Centre for Economic Perfor-
mance, London School of Economics.

Guest, D. E. (1997). Human resource management and perfor-
mance: A review and research agenda. International Journal of
Human Resource Management, 8: 263-276.

Guthrie, J. P. (2001). High-involvement work practices, turn-
over, and productivity: evidence from New Zealand, Academy
of Management Journal 44(1), 180-190.

Guzzo, R. A,, Jette, R. D. & Katzell, R. A. (1985). The effect of
psychologically based intervention programs in worker produc-
tivity: A meta-analysis. Personnel Psychology, 38, 275-291.
Harter, J. K., Schmidt, F. L., & Hayes, T. L. (2002). Business-unit

level relationship between employee satisfaction, employee en-
gagement, and business outcomes: A meta-analysis. Journal
of Applied Psychology, 87: 268-279.

Henman, H. G. lll, & Berkley, R. A. 1999. Applicant attraction
practices and outcomes among small businesses, Journal of
Small Business Management, 37 (1): 53-74.

Heskett, J. L., Jones, T. O., Loveman, G. W., Sasser, Jr. W. E.,
Schlesinger, L. A. (1994). Putting the Service-Profit Chain to
Work. Harvard Business Review (Mar-Apr): 164-174.

Holzer, H. J. (1987). Hiring procedures in the firm: Their eco-
nomic determinants and outcomes. In M. M. Kleiner, R. N.
Block, M. Roomkin & S. W. Salsburg (Eds.). Human resources
and the performance of the firm. Washington, DC: BNA Press.
Honsby, J. S, Kuratko, D. K. (1990). Human resource manage-
ment in small business: critical issues for the 1990s, Journal of
Small Business Management, 28(July): 9-18.

Huselid, A. M. (1995). The impact of human resource man-
agement practices on turnover,productivity, and corporate
financial performance. Academy of Management Journal, 38
(3): 635-672.

laffaldano, M. T., & Muchinsky, P. M. (1985). Job satisfaction
and job performance: A meta-analysis. Psychological Bulletin,
97: 251-273.

Ichniowski, C., Shaw, K. and Prennushi, G. (1997), ‘The effects
of human resource management practices on productivity: a
study of steel finishing lines’, American Economic Review, 87,
3, pp- 291-313.

Jameson, S. (2000). Recruitment and training in small firm,
Journal of European Industrial Training, 24 (1): 43-49.
JASMEC, (2001). Role of Japanese SMEs: What is SMEs?
Tokyo

Jonson, S. & Gubbins, A. (1992). Training in small and medi-
um-sized enterprises: Lessons from North Yorkshire, In Small
Enterprise Development: Policy andPractice, (ed). Caley, K.,
E. Chell, F. Chittendon and C. Mason, 28-42. London: Paul
Chapman Publishing.

Jiang. K. & Lepak, (2012). How does Human Resource Man-
agement influence organizational outcomes? A Meta-analytical
investigation mechanism. Academy of Management Journal
55(6): 1264-1294.

Judge, T. A,, Thoresen, C. J,,Bono, J. E., Patton, G. K. (2001).
The job satisfaction-job performance relationship: a qualitative
and quantitative review. Psychology Bull., 127 (3): 376-407.
Katz, H. C., Kochan T. A. & Gobeille, K. R. (1983). Industrial
relations performance, economic performance, and QWL pro-
grams: An interplant analysis. Industrial and Labor relations
Review, 37: 3-17.

Katz, H. C., Kochan T. A. & Weber, M. R. (1985). Assessing the
effects of industrial relations systems and efforts to improve the
quality of working life on organizational effectiveness. Academy
of Management Journal, 28, 526-538.

Katz, H. C., Kochan T. A. & Keefe, J. H. (1987). Industrial rela-
tions and productivity in the U. S. automobile industry. Wash-
ington, DC: Brookings Institution

Keiningham, t., and Aksoy, L. (2009). Changing Your Company’s
Service Climate. Retrieved from www. whyloyaltymatters. com/

39



40

Meijo Asian Research Journal Vol.5 No.1

media/corpmagazine. pdf.

Kitching, J. & Blackburn, R. (2002). The nature of training and
motivation to train in small firms, Research Report, RR330,
Small Business Research Center, Kingston University.

Klass, B. S., McCClendon, J. & Gainey, T. W. (2000). Managing
HR in the small and medium enterprises: The impact of profes-
sional employer organizations. Entrepreneurship: Theory and
Practice, 25(1): 24-42.

Kok, J. D. (2003). Human resource management within small
and medium-sized enterprises. Amsterdam: Rozenberg
Publishers.

Konovsky, M. A., & Pugh, S. D. (1994). Citizenship behavior
and social exchange. Academy of Management Journal, 37:
656-669.

Lane, P. J., Salk, J. E. & Lyles, M. A. (2001). Absorptive capac-
ity, learning, and performance in international joint ventures.
Strategic Management Journal 22(12): 1139-1162.

Lepak, D. P, Liao, H., Chung, Y., & Harden, E. E. (2006). A
conceptual review of human resource management systems
in strategic human resource management research. In J. J.
Martocchio (Ed.), Research in personnel and human resource
management, 25: 217-271. Greenwich, CT: JAL

Liebeskind, J. P, Oliver, A. L., Zucker, L., & Brewer, M. (1996).
Social networks, learning, and flexibility: Sourcing scientific
knowledge in new biotechnology firms. Organization Science,
7(4) 428-443.

Loan-Clark, J., Boocock, G., Smith, A., & Whittaker,J. (1999).
Competence-based management development in small and
medium sized enterprises: A multi stakeholder analysis. Inter-
national Journal of Training and Development, 4(3): 176-195.
Locke, E. A. (1976). The nature and causes of job satisfaction.
In M. D. Dunnette (Ed.), Handbook of industrial and organiza-
tional psychology (pp. 1297-1349). Chicago: Rand McNally.
Luc, S. & Maes, J. 2006. Linking HRM and small business
performance: An examination of the impact of HRM intensity on
the productivity and financial performance of small businesses
Small Business Economics 26: 83-101.

MacDuffie, J. P. (1995). Human resource bundles and manufac-
turing performance: Organizational logic and flexible produc-
tion systems in the world auto industry. Industrial and Labor
Relations Review, 48: 197-221.

McNabb, R. and Whitfield, K. (1997). Unions, flexibility, team
working and financial performance, Organization Studies, 18,
5, pp. 821-38.

McGregor, D. M. 1960. The human side of enterprise. New York:
McGraw-Hill.

McMahon, J Murphy, E. (1999). Managerial effectiveness in
small enterprises: implications for HRD. Journal of European
Industrial Training, 23(1): 25-35.

Mankoe, J. (2006). Educational administration and manage-
ment in Ghana (revised ed.). Kumasi: Payless Publication Ltd.
Marlow, S., & Patton, D. (1993). Managing the employment
relationship in the small firm: Possibilities for human resource
management. International Small Business Journal, 11(4):
57-64.

Marshall, J. N., Aldeman, N., Wong, C., & Thwaites, A. (1995).

The impact of management training and development on small
and medium sized enterprises. International Small Business
Journal, 13(4): 73-90.

Mathis, R., & Jakson, J. (1991). Personnel/Human resource
management, 6th ed. St Paul, Minn: West Publishing.
McEvoy, M. G. (1984). Small business personnel practices.
Journal of Small Business Management, 22(4): 1-8.

Meyer, J. P., & Allen, N. J. (1991). A three-component con-
ceptualization of organizationalcommitment. Human Resource
Management Review, 1: 61-90.

METI, (2006). White paper on SMEs in Japan 2006, Japan Small
Business Research Institute: Tokyo.

Mitchell, D. J. B., Lewin, D., and Lawler, E. E. lll. (1990). Alterna-
tive pay systems, firm performance and productivity, in Blinder,
A. S. (ed.), Paying for Productivity. A Look at the Evidence,
Washington D. C. : Brookings Institute.

Moorman, R. H. (1991). Relationship between organizational
justice and organizational citizenship behaviors: Do fairness
perceptions influence employee citizenship? Journal of Applied
Psychology, 76: 845— 855.

Nadler, L. (1970). Developing human resource. Houton: Gulf
Publishing.

OECD,(2002). Management Training in SMEs, Retrieved from
www. oecd. org/pdf.

Opatha, H. H. D. N. P. (2010). Human resource management,
Author published, Colombo.

Organ, D. W. (1988). Organizational citizenship behavior: The
good soldier syndrome. Lexington, MA: Lexington Books.
Ostroff, C. (1992). The relationship between satisfaction, at-
titudes, and performance: An organizational level analysis.
Journal of Applied Psychology, 77: 963-974.

Ostroff, C., & Bowen, D. E. (2000). Moving HR to a higher level:
Human resource practices and organizational effectiveness.
In K. J. Klein & S. W. J. Kozlowski (Eds.), Multilevel theory, re-
search, and methods in organizations: 211-266. San Francisco:
Jossey-Bass.

Paul, A. K., & Anantharaman, R. N. (2004). Influence of HRM
practices on organizational commitment: A study among soft-
ware professionals in India. Human Resource Development
Quarterly, 15(1): 77-88.

Pfeffer, J. (1994). Competitive advantage through people: un-
leashing the power of the workforce. Harvard Business School
press: Boston.

Prahalad, C. K. (1983). Developing strategic capability: An
agenda for top management. Human Resource Management,
22 (3): 237-254.

Price, L. (1994). Poor personnel practices in the hotel and ca-
tering industry: does it matter? Human Resource Management
Journal, 4 (4): 44-62.

Patton, D., Marlow, s., & Hannon, P. (2000). The relationship
between training and small firm performance: research frame-
work and lost quest. International Small Business Journal,
19(1): 11-27.

Pettigrew, A. M., Arthur, M. B. & Hendry, C. (1990). Training
and human resource management in small and medium-sized
enterprises: A critical review of the literature and a model for



DEVELOPMENT OF SMALL AND MEDIUM ENTERPRISES IN JAPAN:
AN ANALYSIS OF THE LINK WITH HUMAN RESOURCE DEVELOPMENT

future research. Research and Development, No. 56, Sheffield:
Training Agency.

Powell, W., Kogut, K., & Smith,. L. D. (1996). Interorganiza-
tional Collaboration and theLocus of Innovation: Networks of
Learning in Biotechnology. AdministrativeScience Quarterly 41:
116-145.

Reichheld, E F. & Sasser, W. E. (1990). Zero defections: Qual-
ity comes to services. Harvard Business Review (September/
October): 105-111.

Robbins, S. P, & Judge, T. A. (2008). Essential organizational
behavior. Upper Saddle River, NJ: Pearson Education Inc.
Ryan, A. M., Schmitt, M. J., & Johnson, R. (1996). Attitudes and
effectiveness: Examining relations at an organizational level.
Personnel Psychology, 49: 853-882

Schneider, B. & Bowen, D. E. (1985). Employee and customer
perceptions of service in banks: Replication and extension.
Journal of Applied Psychology, 70: 423-433.

—, Parkington, J. J., & N. M. Buxton. (1980). Employee and
customer perceptions of service in banks. Administrative Sci-
ence Quarterly, 25 (2): 252-267.

—, Bowen. D. E. (1992). The service organization: Human
resources management is crucial. Organizational Dynamics,
21 (4): 39-52.

Sato, K. (2013). Japan'’s Policies for Small and Medium Enter-
prises. Economic Attache Embassy of Japan in the KSA: KSA.
Schuster, M. (1983). The impact of union-management coop-
eration on productivity and employment. Industrial and Labor
Relations Review, 36: 415-430.

Sekaran, U. (2005). Research Methods for Business: A Skill
Building Approach, John Wiley & Sons.

SMEs Agency, (2013). Contribution of SMEs to the national
economy of Japan. Retrievedfrom http: //www. chusho. meti.
go. jp/sme_english

Smith, A., Whittaker, J. (1998). Management development in
SMEs: what needs to be done? Journal of Small Business and
Enterprise Development, 5(2), 176-85.

Stone, R. J. (2005). Human Resource Management, 5th ed.,
Australia: John Wiley & Sons.

Terpstra, E. D., & Rozell, J. E. (1993). The relationship of staff-
ing practices to organizational level measures of performance
Personnel Psychology, 46 (1): 27-48.

Vroom, V. H. (1964). Work and motivation. New York: John Wiley
& Sons.

Westhead, P. (1997). Factors associated with the provision of
job-related formal training by employers. International Journal
of Entrepreneurial Behavior and Research, 4(3): 187-216.
Westhead, P. and D. Story (1997), Training Provision and devel-
opment of small and medium-sized enterprises. London: DfEE
Publications.

Williams, L. J., & Anderson, S. E. (1991). Job satisfaction and
organizational commitment as predictors of organizational
citizenship and in-role behaviors. Journal of Management, 17:
601-617.

Wong, C., Marshall, N., Alderman, N. & Thwaites, A. (1997)
Management training in small and medium-sized enterprises:
methodological and conceptual issues’, International Journal
of Human Resource Management, 8(1): 44-65.

Zacharatos, A., Barling, J., & lverson, R. D. (2005). High-
performance work systems and occupational safety. Journal
of Applied Psychology, 90: 77-93.

41






o
SRS Articles \\|f/
Vv

INDUSTRY TRANSFERRING ABROAD AND INDUSTRY
HOLLOWING OUT

By Kuan-Yu Hsieh' and Tzu-Wen Sung’
+ Professor of Aletheia University, Taiwan
++ Assistant Professor of Aletheia University, Taiwan

Abstract

Industry transferring abroad and industry hollowing out have always been regarded as a necessary relation of cause and out-
come. However, this relation is lack of theoretical foundation and should be tested whether it is true or not by some indicators.
This paper, therefore, would try to combine Akamatsu’s model of “flying geese pattern of development” (1935) and Vernon’s
model of “international investment and international trade in the product cycle” (1966) to establish a summarized model of
circular flow for production, trade, and industry transferring abroad between leading and catching-up countries, and uses it
to construct a “internationalized model of flying geese pattern of industrial development” so as to develop some indicators to
test the possibility of industry hollowing out caused by industry transferring abroad. Taiwan will be the case study in this test.
Moreover, this paper tries to use “bathtub theorem” in Economics to propose the flexible development strategies for keeping
at least a balance of “injection”(creating or introducing industries from leading country) and “leakage” (industry transferring
abroad) so as to avoid industry hollowing out and improve industrial structure.
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Bellvia Mexleo Philippines

Introduction

chile Fanama Jaudl Arakia
Industrial developments or industrialization first began with /1\\
the Industrial Revolution in England in the late 18" century. JITEL
From there, industrial developments spread to the United Uil

States, Canada and Western European countries in the 19" / o \
century through industry transferring abroad made by foreign e—
direct investments (FDI). After World War |l, the United States

helped West Europe through Marshall Plan and Japan through 2 e
United States-Japan Co-Defense Agreement to recover their ¢

economies from the devastation of the war, and then those

""cluster”’

South Horea
Heng Keng
Thiailand

Crmchosiovakia Soviaet Linion

countries enjoyed rapid industrial developments. Therefore, a
Hungary Yugoslavia

“triad” bloc of foreign direct investment of the United States, froland Brazi

EC and Japan was constructed, as shown in Figure 1, to Source: The Economist, August 24, 1991
dominate FDI in the world in the 20" century.
Figure 1: A “Triad” Bloc of Foreign Direct investmentsork

For example, three blocs accounted for 81% of the total

outward stock of FDI in 1988" and took the share of 94% in
1999 and 91% in 2000 of total foreign direct investment in the
world?. It would be said that Japan and EU apparently have

been following the United States to create the second surge

' The Economist, August 24, 1991
2 World and Japanese’s overseas direct investment, JETRO, 2002,
P.6.

of industry transferring abroad since late 1990s when China
and ASEAN ascended their economies and East European
countries moving to capitalist economies that need great
direct investment from abroad, especially, since 2002 when
China joined in WTO that provides big market for the “triad”
bloc at low tariff.

Industry transferring abroad, based on principle of com-
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parative advantage, is a natural and necessary economic
phenomenon in the process of improving competitive advan-
tages and structures of industry and trade. It would be also
the way to promote industrialization and improve the efficiency
of resources reallocation among countries. However, on the
other hand, it would probably result in industry hollowing out
concerned by industry-transferring-abroad countries because
such outcome would bring about some negative effects on the
economy as follows:

1. Competitive advantages in the world market would be
weakened if advanced industries with adept managers and
capitals are also transferred abroad.

2. Domestic technical ability would deteriorate if the main
factories with well-trained technicians were moved to
foreign countries.

3. Down-stream factories would bankrupt if the up-stream
factories were transferred abroad. The whole chain of in-
dustry would be, therefore, transferred abroad. This is the
key factor of industry hollowing out.

4. Number of unemployment would increase if most firms
close their domestic factories.

Some papers and books about industry hollowing out were
published in Japan. For example, a book “Industry Hollow-
ing Out” by the Research Association of Economics, Keio
University (1996), found that numbers of unemployment in
manufacturing greatly increased by 172,000 in 1993 resulting
from industries transferred abroad® and suggested that Japan
had possibility of industry hollowing out in 1993. However,
if the unemployed peoples are absorbed by service sector,
the unemployment rate in Japan would not rise. If it is true, it
could be said that Japan probably did not experience industry
hollowing out in the early 1990s, but said that Japan would
advance to improve its industrial structure in that period of
time.

Taiwan has also very concerned about industry hollowing
out since 1990s when it permitted firms to transfer their in-
dustries to China, especially since 2010 when Ma Administra-
tion signed “Economic Cooperation Framework Agreement”
(ECFA) in 2000 that has been spurring firms to greatly transfer
industries to China for the purpose of increasing their market
share in China at low or free tariff and promoting their products
to other countries through Free Trade Agreement (FTA) made
by China and its trade partners.

In contrast to a unique indicator of unemployment, this
paper would try to develop some indicators, based on the

summarized models from Akamatsu’s model “flying geese

pattern of industrial development” (1935)* and Vernon’s model
“product-life-cycle pattern of industrial development”(1966)°,
to test the possibility of industry hollowing out for industry-
transferring-abroad countries. Moreover, this paper would
also try to apply “bathtub theorem” in Economics to propose
some flexible strategies of industrial development to avoid
industry hollowing out on the one hand, and improve structure
of industry on the other hand.

In order to reach the purposes mentioned above, this paper

would cover two parts as follows:

Part I:

1. The meaning of industry transferring abroad.

2. A brief review to theoretical foundations of industry trans-
ferring abroad:

Akamatsu’s model of “flying geese pattern of development”
and Vernon’s model of “product-life-cycle pattern of indus-
trial development”.

3. A circular flow model of production, export, and indus-
try transferring abroad among leading and catching-up
country.

4. A ladder type of internationalized model of “flying geese
pattern of development” caused by industry transferring
abroad.

5. Adaptability of Akamatsu’s or Vernon’s model of industrial

development would be questioned in the 215t century.

Part II:

1. The meaning of industry hollowing out.

2. The possibility of industry hollowing out.

3. Some Indicators to test industry hollowing out
4. A test to industry hollowing out in Taiwan.

5. The ways to avoid hollowing out.

3 Industry Hollowing out, published by Research Association of
Economics, Keio University, 1996, P.7.

4 Akamatsu, Kaname: “The Trade Trend of Woolen Products in Our
Country”, Review of Business and Economy, First Half in Vol.13,
1935.

5 Vernon, Raymond: “International Investment and International
Trade in the Product cycle”, Quarterly Journal of Economics, May
1966, PP.190-207.
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Part |

I The Meaning of Industry Transferring Abroad

Basically industry transferring abroad could be simplified as
a country that moves its production base to foreign countries.
Ryutaro Omiya (1969) defined industry transferring abroad as
an activity that is practiced by a firm who moves its managerial
resources such as capital, ability of business operation, and
technology to other countries where the marginal productivity
of resource is more efficient®. Kiyoshi Kojima (1981), Akamat-
su’s follower in Hitotsu Bashi University, defined it as an activ-
ity that is practiced by a firm who moves the whole package of
capitals, ability of operation, and marketing to other countries
so as to enjoy the monopolistic or oligopolistic profits in the
host countries’. Brian J. L. Berry, Edgar C. Conkling, and D.
Michael Ray (1997) defined a multinational enterprise as “a
company that is headquartered in home country, but controls
productive facilities and sales outlets in other countries, and
its operations involve flows of capital, goods, services, and
managerial and technical personnel among its subsidiaries®.

It is, therefore, likely to say that foreign direct investment
is a necessary way to carry out industry transferring abroad.
The size of a country’s industry transferring abroad is not
measured by how many cases of foreign direct investments it
made, but by how much money of foreign direct investments
it made in the foreign countries. It could be said that the more
money a country invests abroad, the more industry transfer-

ring abroad it practices.

Il A Brief Review to Theoretical Foundation of Industry
Transferring Abroad
() Akamatsu’s Model of Flying Geese Pattern of Indus-
trial Development: From the Viewpoint of Catching-up
countries
Industrial developments in Japan were lagged behind west-
ern countries until 1960s. As far as the catching-up country
was concerned, Kaname Akamatsu (1896~1964), professor
of Hitotsu Bashi University, Japan, proposed the model
“flying geese pattern of industrial development” (1935), and

hoped it could be served as a guide of strategies of industrial

6 Ryutaro Omiya,: “Direct Investment and Industrial Policies” pub-
lished in Japanese Industrial Organization, 1969, PP.324-325.

7 Kiyoshi Kojima: “Multinational Corporation’s Direct Investment”,
1981, PP.127-131.

8 Brian J. L. Berry, Edgar C. Conkling, and D. Michael Ray : The
Global Economy in Transition, second edition, 1997.

development. Following World War I, Japan was starting to
recover from the devastation of the war. In the 1950s, “Made
in Japan” still meant cheap and poor-quality products, but
in the 1990s, “Made in Japan” meant expensive and high-
tech products with top-quality. By the 1990s, Japan'’s real per
capita GDP exceeded that of the United States. This rapid
economic growth happened in a country that has a land area
smaller than California and a population half as large as that of
the United States, and it was so-called “Japanese Economic
Miracle” in 1980s. It could be said that one of successful fac-
tors was that the strategies of import substitution and export
expansion suggested by Akamatsu’s model dominated the
Japan’s development strategies.

The focus of this model is to illustrate how a catching-up
country, Japan, improves its structure of industry through
trade and foreign industry transferring inward made by
the leading countries, the Unite States and west European
countries. Akamatsu maintained that countries in the world,
based on their industrialization levels and technology capabil-
ity, could be categorized into advanced or leading countries
and relatively lagged (or catching-up countries), and that a
catching-up country would follow the leading country’s experi-
ence to improve its structures of industry and trade by adopt-
ing the strategies of import substitution and export expansion.

Akamatsu argued that a “basic pattern” of industrial de-
velopment in the catching-up countries is constructed by the
process of import — production — export at different time
points. The curves of import (Mi), production (Pi), and export
(Xi) of I industry, as shown in Figure 2, begin at ti, t», and ts,
respectively. It shows that they would experience three stages:
growth, peak, and decline. Akamatsu also argued that the
same process would also be applied to the more advanced
industry J at the later time points. This repeated process looks
like a group of geese flying in the sky and it is called “flying
geese pattern of industrial development.” It indicates that the
catching-up country would improve the structures of industry
and trade from labor intensive to capital intensive at first, and
then finally to high-technical intensive industries.

In practices, Akamatsu empirically proved that Japan’s de-
velopment of cotton & textile (1935)° and machinery & tools

industry (1956)'° were in accordance with what his model has

9 Akamatsu, Kaname: “The Trade Trend of Woolen Products in Our
Country”, Review of Business and Economy, First Half in Vol.13,
1935.

0 Akamatsu: “Flying Geese Pattern of Industrial Development in
Our Country Japan)— Case of Machine & Tools”, Review of Hitotsu
Bashi University, No.5, Vol.38.
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Figure 2: Basic Flying Geese Pattern of Industrial Development

predicted. Since then, Akamatsu’s students and his followers
also used this model to test the process of various industrial
developments. For example, heavy chemical industry was
conducted by Yosihisa Hukushima (1985)"", steel industry by
Kiyoshi Kojima (1985)' and Itsuhira Yamasawa (1985)'%, and
fabric industry by Sikeharu Matzwura (1985)'4, and they all got
the same results as Akamatsu did.

Especially, Kiyoshi Kojima has devoted his academic life
(1958~2003) to study and further extend the Akamatsu’s
model since 1950s, and finally he, at the age of 83 (2003),
made a big contribution to those who study industrial devel-
opment by publishing a great book “The Flying-Geese Theory
of Economic Development”'® that collected all the papers he
wrote earlier. Akamatsu and his followers, therefore, would
probably be called “Akamatsu or Hitotsubashi School” that
dominated the Japan’s policies of industrial developments
after World War II.

Japan’s successful experience in adopting the policies of

" Yoshihisa Fukushima: “Industrialization or Heavy Chemical In-
dustrialization and Flying Geese Pattern of Industrial Development”,
Published in World Trade in 1985, PP.63-84

2 Kiyoshi Kojima: “The Flying Geese Pattern of Industrial Develop-
ment in Steel Industry in Japan” Published in World Trade in 1985,
PP.151-180.

3 lppei Yamazawa: “The Flying Geese Pattern of Industrial De-
velopment in Steel Industry” Published in World Trade in1985,
PP.183-197.

4 Sigeharu Matsuwura: “Flying Geese Pattern of Industrial Devel-
opment: Diversified Products in the Fabric Industry” Published in
World Trade in 1985, PP.201-236.

% Kiyoshi Kojima: “The Flying-Geese Theory of Economic Develop-
ment”, Wen-zen Book Company, 2003.

import substitution and export expansion proposed by Aka-
matsu’s model, therefore, is often held up as a lesson for other
catching-up countries, especially for East Asian countries
such as South Korea, Taiwan, Hong Kong, and Singapore
(NIEs), ASEAN, and China, to develop their industries, and this
lesson has proved that these countries were very successful in

applying Akamatsu’s model to develop their industries.

(I) Raymond Vernon’s Product-Life-Cycle Pattern: From
Viewpoint of Leading Country.

In 1961 and 1962, Akamatsu first introduced his model of
flying geese pattern of development in the western journals
by publishing two papers in English as follows:

(1) “A theory of unbalanced growth in the world economy”."®
(2) “A historical pattern of economic growth in developing
countries”. 7

Four years later (1966), in response to Akamatsu’s model,
based on viewpoint of catching-up country, Raymond Vernon,
based on viewpoint of leading country, proposed a model
“product-life-cycle pattern of industrial development”. This
model applies the concept of product life cycle: new product
— maturing product — standardized product to explain that
most new products are firstly created in the leading country,
the United States, because of its big population and high in-

come level, and then transferred from there to other advanced

6 Akamatsu: Weltwirtschaftliches Archiv, Band 86 (1961) Heft 2,
PP.196-217.

7 Akamatsu: Ditto, The Developing Economies, Preliminary Issue
No.1, March-August, 1962, PP.3-25.
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Figure 3: A Schematic Presentation of the U.S. Trade Position in the Product Life Cycle

countries through trade and foreign direct investment, and
finally the standardized product was produced and exported
back to the United States from the less developed countries.
This is a cycle of an innovated product from the United States
to itself.

Following Vernon, Louis T. Wells, Jr. (1972) published a pa-
per “International Trade: The Product Life Cycle Approach” to
argue that the United States is more likely than other countries
to initiate certain new products'®. One reason is that new prod-
ucts appeal more to customers with high income than those
with low income. Another reason is that all new products are
developed for buyers with high income. High technology, high
income and high demand market thus constitute the neces-
sary conditions for supporting the innovation of new products
in the United States. The United States naturally becomes
the leading country for new products, and then transfers its
production to catching-up countries through foreign direct
investment, as shown in Figure 2. Figure 2 shows that the
product life cycle of all innovated products is divided into five
phases from the United States to less-developed countries
through trade and industry transferring abroad.

In practices, some empirical tests of product life cycle model

were published. For examples, motion picture was tested by

® Louis T. Wells, Jr. (1972): “The Product Life Cycle and Interna-
tional Trade,” Harvard University, PP.3-26.

Gorden K. Douglass (1963)'°, synthetic materials by Gary C.
Hufbauer (1966)%°, U.S. export of consumer durable goods by
Louis T. Wells, Jr. (1969)?", electronic product by Seev Hirsch
(1967)?2, petrochemicals by Robert B. Stobaugh (1972)%, the
role of the “middle countries” in the Phase Il of the product
life cycle by Tsurumi (1972)%4, Mousouris (1972)% and Hirsch
(1972)%, the exports of the less developed countries such as

Mexico, Colombia, and Nicaragua in the Phase V of life cycle

% Gorden K. Douglas: “Product Variation and Trade in Motion
Picture”, Department of Economics, Massachuselts Institute of
Technology 1963.

20 Gary Hufbauer: “Synthetic Materials and the Theory of Interna-
tional Trade”, Cambridge: Harvard University Press, 1966.

2! Louis T. Wells, Jr.: “Test of a Product Cycle Model of International
Trade: U.S. Exports of Consumer Durables”, Quarterly Journal of
Economics, February 1969.

22 Seev Hirsch: “The United States Electronics Industry in Inter-
national Trade” edited in The Product Life Cycle and International
Trade, Harvard University, 1972, PP. 39-52.

2 Robert B. Stobaugh: “The Neotechnology Account of Interna-
tional Trade: The Case of Petrochemicals” edited in The Product Life
Cycle and International Trade, Harvard University 1972, PP.83-105.
24 Yoshihiro Tsurumi: “R & D Factors and Exports of Manufactured
Goods of Japan”, edited in The Product Life Cycle and International
Trade, Harvard University Press, 1972, PP.161-189.

% Sotiros G. Mousouris: “Manufactured Products and Export
Markets: Dichotomy of Market for Greek Manufactures” edited in
The Product Life Cycle and International Trade, Harvard University
Press, 1972, PP.193-221.

2 Seev Hirsch: “Technological Factors in the Composition and
Direction of Israel’s Industrial Exports” edited in The Product Life
Cycle and International Trade, Harvard University, 1972.
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by De La Torre (1972)%, etc. These cases indicate that they
were highly consistent with what the model of product cycle

has predicted.

Il A Circular Flow Model of Production, Trade, and Indus-
try Transferring Abroad

In fact, Akamatsu’s and Vernon or Louis T. Wells, Jr’s
models are two sides of one coin showing the idea that the
process of industrialization in any country, no matter it is a
leading or catching-up country, has been found. Both models,
therefore, can be combined to construct a circle flow model of
production, trade, and industry transferring abroad, as shown
in Figure 4, and by which, an international product life cycle
for an individual product can be found, as shown in Figure 5,
and also a ladder type of industrial development from leading
country to less developed one could be established, as shown
in Figure 6, in the next section.

In Figure 4, the upper-half portion shows Vernon’s model
that the leading country would first produce and export the
new products one-by-one to the catching-up country, and
finally re-import them back to itself from the catching-up
country. This process can be expressed by the following path:
(1) production (2) export (3) import. On the other hand, the
lower-half portion in Figure 3 shows Akamatsu’s model that
catching-up country would change this process by following
different procedures: (1) import (2) production (import sub-
stitution) through foreign technology or industry transferring
inwardly (3) export.

It is noted that the (2) export and (3) import in the leading
country are in response to the (1) import and (3) export in the
catching-up country, respectively, and that the catching-up
country would probably transfer the old industry back to the
leading country so as to avoid trade friction such as the car
industry that was transferred from Japan to the United States
in the 1980s.

This entire process of production, export, and import among
countries in the circular flow mentioned above will never be
stopped in a dynamic economy and globalization. The indus-
try transferring abroad among countries will also never be
stopped in this circular flow so that the leading country will
continue to improve its structures of industry and trade by the
evolution of Py, P,, P3,----- , and P, through innovation, trade

and industry transferring abroad; the catching-up country

27 Jose R. De La Torre: “Marketing Factors in Manufactured Export
from Developing Countries” edited in The Product Life Cycle and
International Trade, Harvard University 1972, PP.227-259.

will thereafter also follow the leading country’s footsteps to

improve its structures of industry and trade by the evolution of

industries as shown by P4, P,, P3,----- , and P..; through trade
and foreign investments in the domestic economy.

Therefore, it could be said that the track of an innovated
product transferred from leading country to catching-up
countries, as show in Figure 3 by Louis T. Wells, Jr’, can be
modified to find Figure 5 by operating around one circle, and
so on in Figure 3.

Figure 5 shows that the production of any innovated prod-
uct is transferred from leading country, the United States, to
lagged countries like ASEAN(Indonesia, Malaysia, Philippines,
and Thailand, etc.) in sequence at different time points. In
other words, the industrialization among countries is led by
the United States through industry transferring abroad. The
completed process of industrial developments for both lead-
ing and catching-up countries in Vernon’s and Akamatsu’s
models can be modified as follows:

Primary society: exports and also imports agricultural
products on the base of comparative
advantages.

Industrialized society:

1. Leading country: (1) production of new products — (2)

export — (3) industry transferring abroad
(export substitution) — (4) import. This
same process would be repeated for
each innovated product, and the process
of industrialization can be expressed by
the evolution of industries of P4, P, Ps,-
----,and P,.

2. Catching-up countries:

(1) import — (2) production (import
substitution) — (3) export expansion —
(4) industry transferring abroad (export
substitution) — (5) import. This same
process would be also repeated for each
imported product, and the process of in-
dustrial developments can be expressed

by the evolution of industries of Py, P,

The track of industrial development for a catching-up
country is, therefore, the same as that of a leading country.
The only difference is that there are always time and industry
lags for P, and P,.1 in the process of industrialization between
the leading and catching-up countries due to technology lag

between them. There is also a time lag for the possibility of
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Figure 4: The Circular Flow of Production, Trade, and Industry Transferring Abroad
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industry hollowing out occurred at stage 3 (Export Substitu-
tion) in leading country and at stage 4 (Export Substitution) in
catching-up country.

In addition, Figure 3 also shows that the greater the speed
for an innovated product to go around one circle from stage
1 (production) to stage 3 (importation), the shorter the time it

needs to finish. In other words, the world will become flatter

and flatter in the development of industries among countries.
Finally, new products created in the leading or advanced
countries are being simultaneously produced in the catching-
up countries through technology transfer or direct foreign
investments. At that time, the world is flattened out in the
development of industries due to the time and technology

gaps that are closed through technology transfer or foreign
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direct investments.

IV A Ladder Type of Internationalized Model of Flying
Geese Pattern of Industrial Development

The process of industrial development in both leading and
catching-up countries illustrated in the circular flow model,
as shown in Figure 4, can also be converted to establish an
internationalized model of flying geese pattern of industrial
development that displays a “ladder type of industrial de-
velopment” among countries shown in Figure 6. This inter-
nationalized model is apparently different from Akamatsu’s
model “flying geese pattern of industrial development” in the
individual country shown in Figure 2.

In Figure 6, the horizontal axis represents the evolution of
industries denoted by P4, P2, P3,----- , and P, in sequence. This
process of evolution of industries is derived from the upper-
half of Figure 3 showing that the leading country A, the United
States, by the operation of the circular flow of production,
export (or industry transferring abroad), and import, would
always continue to create new products/industries one by
one so as to replace the old ones already transferred to those
catching-up countries such as group B (EU and Japan), group
C (NIEs) and group D (ASEAN, EU cluster) and to improve its
own structures of industry and trade on the one hand, and
also to avoid its industry hollowing out on the other hand.
The improvement in structures of industry and trade led by
leading country A can be expressed as an industrial evolution
and represented by Py, Py, P3,----- , and P, in sequence, which
actually look closely like a leading group of geese A flying in
the sky.

The vertical axis represents the indicator of leading coun-
tries. It shows that leading country , the United States, acting
as a leading group of geese (A), would always lead other
catching-up countries such as EU (Group B1) and EU cluster
(Group Da), located at the U.S’s left-hand side, and Japan
(Group By), NIEs (Group C), and ASEAN (Group D;) and China
(Group D), located at the United State’s right-hand side to fly
forward all together to improve their structures of industry and
trade. It also shows that the leading group A should continue
to create new products so as to keep its leading position.

On the other hand, the catching-up countries, group B (EU
and Japan), by the routine operation of the circular flow of
import, production, and export shown in Figure 3, would try
to compete for introducing and imitating the leading group
A’s innovated products first so as to catch up or even to

take place of the leading position of group A in Figure 5. The

improvement in the structures of industry and trade in the
catching-up group B can also be expressed as the industrial
evolution represented by P+, P2, P3,----- , and Pn.1, which would
look like another groups of flying geese (Groups By and B,)
that are trying to catch up with the leading group A. This same
process of improvement in structures of industry and trade
would also be applied to other relatively lagged groups of
catching-up countries, such as C and D etc. This process
could be likened to a relay race that passes first bar from
leading country to others in sequence.

The difference between P, and P, indicates that, due to
a technology gap between leading group A and catching-up
group B, there is always an industry lag between them, and
that every new product / industry innovated by the leading
country A would gradually fade to become an old one when
it was imported from the catching-up group B. Groups B & C
and Groups C & D, following the comparison like Groups A
and B, would also have industry and time lags between them,
which are represented by P.., and P,.;, respectively.

These different groups of countries always compete with
each other intensively for becoming the leader, and it would
therefore constitute a dynamically beautiful image likened to
a “ladder type” of various groups of geese from A to D in
sequence flying in the sky. This image shown in Figure 5 would
probably be called an “internationalized model of geese flying
pattern of industrial development.” It apparently indicates that
if a leading country stops improving its structure of industries,
other relatively lagged countries will catch up with it or even
take over its leading position.

This ladder type of internationalized model of geese flying
pattern of industrial development is apparently different from
Akamatsu’s individual map of flying-geese within a catching-
up country such as group B. (Japan) shown in Figure 2.

However, just as shown in left side of the international-
ized model, there is no group C like NIEs in East Asia in the
right-hand side to play a role of bridge between the Group
B: (EU) and Group Da (EU cluster). It could be said that this
internationalized model slanted to East Asia in the 20t century.
Its reasons could be listed as follows:

1. Japan’s successful experience in developing its industries
by taking development strategies suggested by Akamatsu’
model has been regarded as a regular model by the East
Asian countries to promote their industrialization since
1960s.

2. Japan, the Group B, has played an important role in clos-

ing the technology lag between the leading group A, the
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Figure 6: A Ladder Type of Internationalized Model of Flying Geese Pattern of Industrial development.

United States, and Group C (NIEs) or Group D, (ASEAN and
China) in East Asia since 1950s. The pacific rim countries,
by virtue of their close geographic locations shown in the
map along an arc extending from the northern countries
such as Japan and south Korea to the southern countries
such as New Zealand, would always make Japan more
easily transmit its “graduated or improved type of techno-
logical innovations” to those countries in sequence than to
other catching-up countries in East Europe and EU cluster.
. There are different degrees of economic development
among East Asian countries such as Groups of B, C, and
D, and they are naturally linked in sequence like a ladder

from the top step (Group A) to the bottom one (Group D)

so that the leading group A, the United States, can more
easily transfer its innovated products one by one, through
industry-transferring-abroad made by foreign direct invest-
ment, to the catching-up groups B, C, and D in East Asian
than those in other areas such as East Europe, South
America, and Africa. In other words, the ladder type of
different degrees of economic development among coun-
tries in East Asia would make the information linkage of
technology work more effectively in this region.

4. In contrast to East Asia, before 1990, this ladder type of
different degrees of economic development did not ex-
ist between EU and its cluster (Group Da) because Berlin

Wall or communist economies interrupted the information
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linkage of technologies in these regions. The developing
countries in EU cluster, therefore, could not develop to
become the newly industrialized countries such as NIEs in
Group C in 20" century.

5. East Asian countries, especially, NIEs have shared a com-
mon characteristic in the history of political stability under
economic system of open-dictatorship that has benefited
them to follow Japan’s footsteps to adopt policies of import
substitution and export expansion to develop their own
industries in the different time periods since World War
Il. Their successful experience that copied from Japan,
therefore, is also held up as a lesson for other develop-
ing countries such as ASEAN and China to develop their
industries and also get great results. Especially China has
gradually developed to become a manufacturing center in
the world since 1990s.

6. The successful experience of NIEs, however, cannot be
held up as a lesson for other developing countries in EU
cluster, or Middle-South America and Africa because
the shift of moving a policy from import substitution to
export expansion would hurt those who benefited from
protection against foreign competition under the policy of
import substitution. For example, special interests in these
developing countries would bring down the government if
the policy of import substitution was replaced with that of
export expansion. It is apparent that learning the lesson
and being able to use that knowledge in the real world are
different things.

In practice, some developing countries, especially East
Asian countries, were actually verified that their processes of
industrialization were in accordance with the what Akamatsu’s
or Vernon’ model predicted in the 20™ century. For examples, it
could be found that, after WWII, the United States became the
world center of manufacturing and led other countries to de-
velop their industries. However, since 1970s, the United States
has gradually lost its competitive advantage of manufactur-
ing in the world market so that the center of manufacturing
shifted from the United States to Japan and West Germany
in 1970~80s, to NIEs in 1980~90s, and to ASEAN (Indonesia,
Malaysia, Philippines, and Thailand, etc.), China, India in
1990s~ 2000s in sequence. East Asia, therefore, has become

the center of economic growth in the world since 1970s.

V Adaptability of Akamatsu’s or Vernon’s Model of In-
dustrial Development Would Be Questioned in the 21st

Century.

However, this traditional ladder type of industrial develop-
ment among countries has been more flattener and flattener
since late 1990s due to some happenings as follows:

1. The revolution of information technology occurred in the
1990s that provides a “flat-world platform”, as proposed by
Thomas L. Friedman (2006)?, to improve the ease, speed,
quantity, and quality of information flowing from leading
countries to the catching-up ones.

2. The change in the world’s economic structures resulted
from some happenings that are listed as follows:

(1) Berlin Wall tumbled down in 1989, and since then,
Eastern European countries have been moving rapidly
to market economies.

(2) Soviet Union collapsed in 1991.

(3) BRICs have been ascending their economies since
1990s.

(4) India turned from autarky to an opened economy in
2000.

Both main factors would make anyone or firm to col-
laborate and compete globally with each other in the “flat-
world platform” in the late 1990s. As a result, the leading or
advanced countries such as the United States (Group A),
EU and Japan (Group B) would more directly transfer their
productions of innovated products to the catching-up or
developing countries such as China and EU cluster (Group
Da) through this platform, but not necessary through NIEs
(Group C).

Entering the 21%t, economic ascents in the countries
of East Europe and EU-Dollar Region, therefore, would
have gradually balanced both sides of new international-
ized model of Figure 6 that slanted to East Asia in the 20"
century.

3. Entering 2000, this flattening trend would be more evident
due to intensive competition among countries for becom-
ing the leader in the model of Figure 6 on the one hand, and
the leading country, the United States, has its bottleneck in
developing or producing new manufacturing products, and
its productions of innovated products were transferred to
catching-up countries on the other hand.

For examples, even software systems of Android was
created by Google, iOS by Apple, and Windows Phone by
Micro Soft in the United States in the early 2010s, their hard
products of mobile phones, based on the specification of each

software, were produced by HTC and Foxconn in China and

2 Thomas L. Friedman: The World Is Flat, published by Farrar,
Straus and Giroux, Chapter 2, 2006.
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Taiwan, by Samsung and LG in Korea, and by Sony in Japan
in the same year as those software developed by them.

In other words, the productions of manufacturing industries
in catching-up countries has been gradually catching up and
closing to leading country, the United States, in model of Fig-
ure 6 since 2000. Therefore, it could be said that Akamatsu’s
or Vernon’s model would probably be no longer regarded as
a regular model for the catching-up countries to develop their
industries in the flattening world. The adaptability of “flying
geese pattern of development” would be questioned reason-

ably?® in the 215t century.

Part Il

I The Meaning of Industry Hollowing Out

Although industry transferring abroad made by leading
country would contribute to industrial developments for itself
by the evolution of industrialization of P+, P2, Ps,----- ,and P,
and for catching-up countries by P4, P,, P3,----- , and Py,
as shown in Part |, it would also probably result in industry
hollowing out that has been concerned by some countries,
especially by Japan and Taiwan. Some papers and books
about industry hollowing out were published in both countries,
and they had some different explanations about this economic
phenomenon.

For examples, Hara Masayuki (1985) regarded industry hol-
lowing out as “a shrinkage and weakness of domestic manu-
facture sector that was caused by industry transferred abroad
through foreign direct investment, and weakness of a sector
means getting worse of imbalance of payment, increasing un-
employment, decreasing investments, and making a low level
of researches and developments”®. Research Association of
Economics, Keio University (1996) regarded industry hollow-
ing out in Japan as a negative effect on employment resulting
from industry transferring abroad caused by Japanese Yen’s
appreciation against US$, high production costs, and incen-
tives of foreign markets.®' Hideo Kobayasi (2003) regarded
industry hollowing out as “an industry that, due to losing
competitive advantage in the world market, would be forced

to give up the production in home country or to be transferred

2 Hsieh, Kuan-yu: A Questioning on the Adaptability of “Flying
Geese Patten of Industrial Development Among Countries in the 21
Century, Meijo Asia Research Center, Vol.3 No.1, 2012.

30 Hara, Masayuki: Foreign Direct Investment and Japanese Econ-
omy, PP.105-106, 1992.

31 “Industry Hollowing Out” by Research Association of Economics,
Keio University, P.3. 1996.

to foreign countries to maintain its operation so that there was
a gap in the structure of industry in home country, and it, in
turn, increases unemployment because the gap could not
be filled up by the new industry in time”.%? Although they had
some differences in explaining the term “industry hollowing
out”, it could be said that they focus “industry hollowing out”
on its negative effect on employment resulting from industry
transferring abroad.

In contrast, some papers that were published in Taiwan
regarded “de-industrialization” as industry hollowing out and
found that Taiwan did not experience industry hollowing out
until early 1990s.% In fact, both economic terms mean differ-
ent things. For examples, Singh (1977) defined de-industrial-
ization as the secular decline in the share of manufacturing
employment in the advanced economies.®* He argued that
de-industrialization is not a negative phenomenon, but is the
natural consequence of the process of economic develop-
ment. Rowthorn and Wells (1987)% as well as Rowthorn and
Ramaswamy (1997) followed this definition and proved that
de-industrialization would increase the level of well-being.®®

It could be said, therefore, that the negative industry hol-
lowing out caused by industry transferring abroad is not the
same as the positive “de-industrialization” caused by change
in structure of industry, and that Taiwan, as for a catching-up
in the early 1990s, needed industry transfers from abroad
to develop its industries. There was no condition for greatly
transferring industries abroad that resulted in industry hollow-
ing out in that time period. Therefore, a finding that Taiwan did
not experience industry hollowing out in the early 1990s would

be questioned undoubtedly.

Il The Possibility of Industry Hollowing Out
According to model illustrated in Figure 5, the leading coun-

try A starts product life cycle of a new product at time t, and

32 Kobayasi, Hideo: The ways to overcome industry hollowing,
published by Central Book Company, P.8, 2003.
3 (1) Tien-chi Chen: “Does Taiwan Experience Industry Hollowing”,
Review of China, June , 1988, P. 780.
(2) Fei-lin Wu: “Foreign Direct Investment and Industry Hollow-
ing”, Finance of Export and Import, Nov. 1997.
(3) Fei-lin Wu and Tien-chen Chou: “Change in Structure of In-
dustry and Industry Hollowing in Taiwan”, Industry of Free China,
Oct. 1990, PP.11-25.
34 Singh, Ajit: “UK Industry and the World Economy: A case of
De-industrialization?”, Cambridge journal of Economics, 1, 1977,
PP.113-116.
3% Rowthorn, R. E., and Wells: “De-industrialization and Foreign
Trade”, Cambridge University Press, 1987, P.8.
% Robert Rowthorn and Ramana Ramaswamy: “De-industrializa-
tion: Causes and Implications IMF Working Paper for the May 1997”,
World Economic Outlook, WP/97/42, P.4.
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the catching-up country B at time ts, respectively. It indicates
that country B begins to produce the new product at time ts.
Country A, therefore, will transfer the production of its created
product to country B through its foreign direct investment.
Countries D and C would also do the same thing as country
B did at the later time points in sequence. Figure 5, therefore,
indicates that different countries would probably experience
industry hollowing out at different time point due to different
degree of economic development if they stop to create or
introduce the another new product to fill up the old one that
had been transferred abroad. The possibility of industry hol-
lowing out would, therefore, occur at the different time points
among countries as follows:

(1) The leading country A, the United States, would experi-
ence industry hollowing out after t; when it transfers an
innovated product to catching-up country B such as Japan
and EU and stops to create another new product for itself.

(2) The catching-up countries B such as EU and Japan would
experience industry hollowing after ts when it transfers in-
dustry to the relatively lagged country C such as NIEs and
stops to introduce another new product for themselves.

(8) The catching up country C such as Taiwan or other mem-
bers of NIEs would experience industry hollowing after t;
when it transfers industry to relatively lagged country D
such as ASEAN and China and also stops to introduce
another new product. Is it true for Taiwan?

In practices, the Research Institute of Long-Term Bank of
Japan (1996), based on his empirical analysis, suggested that
the United States experienced industry hollowing due to its
trade deficit from US$ 38.4 billions in 1982 to US$170.3 in
1987 Billions caused by industry transferring abroad through
FDI even if the share of unemployment of manufacturing in
total unemployment did not decrease in this time period®. In
other words, the United States experienced industry hollowing
out in 1980s.

Masayuki Hara (1992), from a macroeconomist’s viewpoint,
found that in Japan the relationship between industry hollow-
ing and industry transferring abroad was weak before 1985,
and, therefore he thought that Japan did not experience
industry hollowing till 1985. The reason is that foreign direct
investment made by Japanese main manufacturing industries
such as machines, electronics, and conveyers, only shared
12% of total foreign direct investment and the rate of unem-

ployment was also maintained at low level®.

87 Industry Hollowing Out for Some Manufacturing, by Research
Sector of Long-Term Credit Bank of Japan, 1996, PP.24-26.

However, A book “Industry Hollowing Out” by Research
Association of Economics, Keio University (1996) found
that number of unemployment in sector of manufacturing
increased by 172,000 in 1993 and therefore suggested that
Japan experienced industry hollowing out this year.*® Some
reasons for experiencing industry hollowing out in Japan could
be attributed to both factors of production costs and market
shares that are listed as follows:

1. Japanese Yen has been appreciating against US Dollar
from since Summit Meeting of Group 7 held in 1985. It
forces Japan, in order to improve competitive advantage in
the world market, to greatly transfer its industries abroad.

2. Economic ascents in East Asia such as NIEs, ASEAN
and China provide big market that spurs Japan’s firms to
transfer their production there so as to take a higher market
share there.

3. The whole chain industry from up-stream to down-stream
such as Japan’s AV industry usually has been transferred
to NIEs, China and ASEAN since 1960s for the purpose of
reducing production costs and expanding exports from
there.

The background for Taiwan to transfer its industries abroad
is similar to that of Japan. Taiwan’s industries have been greatly
transferred to China since 1990s when China greatly opened
its market to foreign countries for attracting foreign invest-
ments, especially since 2010 when Ma Administration signed
“Economic Cooperation Framework Agreement” (ECFA) that
spurs Taiwan'’s firms to transfer industries to China for the pur-
pose of reducing production cost, increasing market shares
in China at low or free tariff and promoting their products to
other countries through Free Trade Agreement (FTA) made by
China and its trade partners. As a result, industry hollowing
out has been very concerned in Taiwan since 1990s, and it
will be the case study in the next sections.

These findings about industry hollowing out that occurred in
the United States and Japan at different time points indicate
that there is a time lag of industry hollowing out for different
countries due to different degree of economic development

and different time points for industry transferring abroad.

Il Four Indicators to Test Industry Hollowing Out
According to the definitions made by Masayuki Hara, or
by Research Association of Economics, Keio University, or

% Hara Masayuki: “Foreign Direct Investment and Japanese
Economy”, 1992, P.115.

3 “Industry Hollowing Out”, by Research Association of Econom-
ics, Keio University, 1996 P.7.
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by Hideo Kobayasi, an increase in unemployment rate is the
only indicator to test whether industry hollowing out occurred
or not in an industry-transferring-abroad country. However,
the outcome got by using a unique indicator to do the test
would probably be questioned. The reason is that the gap
caused by industry transferring abroad would probably be
closed by other new manufacturing and service industry or
by industry transferring inward from abroad so that number
of unemployment resulting from industry transferring abroad
would probably be absorbed by those industries. Moreover,
an increase in unemployment would also probably result from
economic recession, and it could be improved when recovery
comes again.

In contrast to a unique indicator of an increase in unemploy-
ment, the following sets of indicators, derived from the model
of Figure 5 or 6, could be used to test whether a country has
experienced industry hollowing out or not:

1. Net foreign direct investment (FDI) should be negative.

A net foreign direct investment (FDI inward minus FDI out-
ward) would be a necessary indicator. The reasons are listed
as follows:

(1) If net FDI is positive (FDI inward > FDI outward), it means
that foreign industry transferring inward is greater than indus-
try transferring abroad. An increase in unemployment rate is
not an outcome caused by industries transferring abroad,
but by an increase in structural unemployment or economic
recession. Industry hollowing out is independent of industry
transferring abroad.

(2) If net foreign direct investment is negative (FDI inward <
FDI outward), it means that foreign industry transferring inward
is less than industries transferring abroad. Other things being
equal, it would be a necessary requirement for industry hol-
lowing out caused by industry transferring abroad.

2. Rate of unemployment should increase.

As mentioned in the former analysis, industry transferring
abroad will probably result in an increase in unemployment
for a country. It would be a structural unemployment and can-
not be easily improved if it could not be absorbed by other
new industries or by foreign industries transferring inward.
The unemployment rate would increase in a country due to
industry transferred abroad.

3. Share of manufacturing in GDP should decrease.

If the gap of FDI (net FDI < 0) resulting from industry trans-
ferring abroad cannot be filled up by other new industries or
foreign industry transferring inward, other things being equal,
the industry transferring abroad would bring about a decrease

in output value of manufacturing. If this is the case, the share
of manufacturing output in real GDP would then necessarily
fall.

4. Growth Rate of Gross Domestic Product (GDP) would fall.

If net FDI is negative and the rate of economic growth is
measured by GDP, not by GNP, the growth rate of GDP would
naturally fall. However, this indicator is not a necessary, but
a sufficient condition in testing industry hollowing out. The
reason is that the gap caused by industry transferring abroad
can be filled up by an increase in domestic demand so that
GDRP still keeps at an upward trend.

Ifindicator 1, 2, and 3 exist simultaneously in a country for a
certain period of time, it would be likely said that industry hol-
lowing out would happen in this country at this time period. On
the contrary, if any one of these indicators doesn’t exist at a
certain period of time, industry hollowing out would not occur
in the country. However, if four indicators exist simultaneously
in a country for a certain period of time, it would be certainly
said that industry hollowing out has occurred in the country
at this time period.

In short, the unique indicator of an increase in unemploy-
ment caused by industry transferring abroad is only a neces-
sary, but not a sufficient condition, to judge whether a country
has experienced industry hollowing out or not.

IV Case Study: A Test to Industry Hollowing out in Taiwan
In contrast to the Unite States and Japan, Taiwan has been

a catching-up country. After World War Il, Japan’s successful

experience in developing industries by taking development

strategies of import substitution and export expansion sug-
gested by Akamatsu’s model is held as a lesson for Taiwan.

Therefore, following “Japanese economic miracle” created in

1970s, Taiwan also created its economic miracle in 1980s, and

has been so-called a newly industrialized country since 1990s.

However, in the process of developing industries, Taiwan,
following Japan, has also faces the same problem of industry
hollowing out caused by industry transferring abroad since

2001 when China became a member of WTO, and especially

since 2010 when Taiwan’s Ma Administration signed ECFA

with China. However, has Taiwan really experienced industry
hollowing out? It is always concerned by Taiwan. Four indica-
tors in Table 1 can be used to test it as follows:

1. Since1990s, net FDI in Taiwan, except for 1995 and 1996,
has been negative, especially since 2000, it has been
increasingly expanding year by year and reached the
maximum of —US$16.67 billions in 2012.
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Table 1: Four Indicators of Testing Industry Hollowing Out Indicators

Indicators Net FDI Unemployment Share of Growth rate of GDP

(Unit: US$ Million) ate (%) Manufacturing (%)
Years 1) ) in GDP (%) at 2006 price level
@) (4)

1990 — 1.7 30.7 6.0

1995 407 1.8 24.9 6.4

1999 599 2.9 23.9 6.0

2000 -47,134 3.0 24.6 5.8

2001 -36,012 4.6 23.2 -1.7

2002 -46,781 5.7 25.0 5.3

2003 -46,834 5.0 26.1 3.7

2004 -52,982 4.4 26.8 6.2

2005 -60,157 4.1 26.5 4.7

2006 -72,516 3.9 26.5 5.4

2007 -102,517 3.9 26.5 6.0

2008 -118,072 4.1 24.8 0.7

2009 -114,265 5.9 23.8 -1.8

2010 -126,600 5.2 26.0 10.8

2011 -156,908 4.4 24.8 4.1

2012 -166,734 4.2 24.2 1.3

Note: - US$174 in 1991, -1166 in 1996, -2914 in 1997, -1013 in 1998, -599 in 1999

Sources: (1) Taiwan Statistical Data Book, 2013, Council for Planning and Development.
(2) Department of Economic Research of Taiwan Central Bank.

2. Since 2001, the unemployment rate, as compared to below
3% in 1990s, has been increased and kept at a high level
between 4 and 6%.

3. Since 1990, share of Manufacturing in GDP in Taiwan has
gradually decreased from 30% in 1990 to 23.9% in 1999
and 23.2% in 2001, and then kept at a relatively stable
range from 23.8% to 26.8% in 2000s and early 2010s.

4. Since 2001, the growth rate of Taiwan’s GDP has been
unstable, but it, as compared to keep at a high level of 6%
in 1990s, appeared a fall trend in 2000s and reached to low
level of 1.3% in 2012.

Four indicators of testing industry hollowing out existed simul-

taneously in late 1990s. It would be likely to say that Taiwan

would experience industry hollowing out since late 1990s.
However, since 2000, indicator 2 and indicator 3 in Table

2 have not apparently displayed downward trends, and it

could be likely said that industry hollowing out in Taiwan has

been improved. In fact, it would be not true. On the contrary,
industry hollowing out in Taiwan have been more apparent

since 2000 due to Taiwan’s share of outsourcing from 13.3%

in 2000 to maximum 50.9% in 2012, as shown in Table 2.
The reason is that a high share of outsourcing in the order

received by Taiwan would contribute to a more downward

trend in indicator 3 (share of manufacturing output in GDP)

and more upward trend for indicator 2 (unemployment rate),

and it can be explained as follows:

1. Since 2000, Taiwan’s orders received from abroad and
exports have been increasingly expanding year by year
to maximum US$441.0 billions and US$301.18 billions in
2012, respectively, but its trend of outsourcing was also
upward to maximum 50.9% in response. Especially, this
upward trend greatly reflected in the share of production
in China from 70.3% in 2000 to 93.0% in 2012.

However, for the political purpose, the share of outsourcing,
especially from China, has been included to that of manufac-
turing in GDP and to Taiwan’s GDP by government so as to
prove that the operation of ECFA has made great contribution
to growth of Taiwan’s GDP.

In fact, outsourcing, based on the definition of GDP in Eco-
nomics, cannot be included to the share of Manufacturing
in GDP and also to Taiwan’s GDP. Therefore, the real share
of manufacturing in GDP and growth rate of Taiwan’s GDP
in Table 2 would be overestimated. In other words, entering
2000s, a downward trend of share of manufacturing in GDP
(indicator 3) and that of growth rate of Taiwan’s GDP (indicator
4) would be more apparent.
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Table 2: Some Economic Indicators in Taiwan. Unite: (US$1/10 billion); %

Year Orders Received Export Share of Production in China Share of Unemployment rate
from Abroad Outsourcing (%) Manufacturing (%)
(%) in GDP (%)
2000 1534.2 1520.0 13.3 70.3 24.6 3.0
2001 1384.2 1263.2 16.7 74.4 23.2 4.6
2002 1506.0 1353.2 19.3 79.5 25.0 5.7
2003 1700.3 1506.0 24.0 87.7 26.1 5.0
2004 2150.9 1823.7 321 — 26.8 4.4
2005 2563.9 1984.3 39.9 84.8 26.5 4.1
2006 2993.1 2240.2 42.3 89.6 26.5 3.9
2007 3458.1 2466.8 46.1 90.9 26.5 3.9
2008 3517.2 2556.3 47.0 87.3 24.8 4.1
2009 3224.4 2036.7 47.9 91.5 23.8 5.9
2010 4046.2 2746.0 50.4 86.9 26.0 5.2
2011 4361.3 3082.6 50.5 92.7 24.8 4.4
2012 4410.0 3011.8 50.9 93.0 24.2 4.2

Sources: (1) Taiwan Statistical Data Book, 2013, Council for Planning and Development.
(2) Department of Economic Research of Taiwan Central Bank.

==p==Share of Outsourcing (%) === Growth rate of GDP (%) at 2006 price level

ey Unemployment Rate (%)

=== Share of Manufacturing in GDP (%)

' W17 -1.8
1990 1995 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Source: summariezed from table1 and table 2

Figure 7: The Trends of Indicator 1, 2, 3 and Taiwan’s Outsourcing

2. Since 2000, the trend of outsourcing from Taiwan was would increase. If the temporal jobs offered by public sec-

upward from 13.3% in 2000 to maximum 50.9% in 2012.
In contrast to it, unemployment rate (indicator 2) in Taiwan
jumped from 1.8% in 1995 to 3.0% in 2000, and then to
a relatively high level and stable range around 4.0~5.0%

in 2000s in Table 2. However, it was still underestimated

tor and temporal off-jobs with no salaries for keeping jobs
in private sector in 2000s were regarded as unemployment,
the unemployment rate would greatly increase, and more
than that of official reports in Table 1.

Figure 7 that summarizes Table 1 and Table 2 would show

because outsourcing indicates that a country exports jobs the relation between share of outsourcing in order received

to foreign countries, and, therefore, its unemployment from abroad and other three indicators (except for a necessary
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indicator 1). It shows that since late 1990s, the trends for the
share of manufacturing in GDP and for growth rate of GDP
have been downward with an increase in share of outsourcing
in order received from abroad, but upward for unemployment
rate with an increase in that share. Especially those trends
have been more apparent since 2000 if underestimation to
unemployment rate and overestimations to share of manu-
facturing in GDP and growth rate of GDP are considered by
official reports.

Figure 7, therefore, indicates that Taiwan has experienced
industry hollowing out since late 1990s, and it would have
being more apparent since 2000. In contrast to that of the
United States in 1980s and Japan in early 1990s, it could be
said that industry hollowing out would occur from leading to
catching-up countries in sequence at different time point due

to different degree of industrial development among them.

V The Ways to Avoid Industry Hollowing Out: Flexible
Strategies of Industrial Development on the Application
of “Bathtub Theorem”

The term “bathtub theorem” in economics was first used
by the British economist Kenneth E. Boulding in the 1940s
in his book “The Economic of Peace”,*® and its meaning was
introduced in an article “What is the Bathtub Theorem?” by
“The Time of India” in 2008.4' In fact, the “bathtub theorem”
has been popularly used to explain that an equilibrium GDP
can be reached if injection (consumption+investments +gov-
ernment spending+exports) equals to leakages (savings
+taxes+import), that GDP would increase if injection > leak-
age, and that GDP would decrease if injection < leakage.

The concept of “bathtub theorem” can be formalized into
Figure 8 by connecting three bathtubs to shows that a new
industry is usually created and transferred abroad by lead-
ing country (A) to middle countries (B), and finally to the less
developed countries (C) in sequence through foreign direct
investment (FDI). As for country B, the water level in bathtub
represents market values of manufacturing products; the fau-
cet in bathtub indicates that injections liken to introduce new
industries from leading country A (FDI inflow); the hole in the
bottom of bathtub indicates that leakage likens to industries
transferred abroad (FDI outflow); the plug in the bottom of
bathtub indicates a control on industries transferring abroad.

As for country B, if there is a control like a plug on industry

40 Kenneth E. Boulding: “The Economics of Peace”, New York,
Prentice-Hall, Inc., 1945.

41 Boulding’s bathtub theorem was introduced in an article “What
is the bathtub theorem?” by The Times of India, April 20, 2008.

transferring abroad for keeping the industries transferred
inward (injection) at least greater than industries transferred
outward (leakage), all else held constant, the water would be
at least more than the original level. This is the case 1 and
case 2. A positive net FDI (injectionzleakage) indicates that
an increase in unemployment caused by industry transfer-
ring abroad would be absorbed by the new industries so that
industry hollowing out would not occur in a country.

On the contrary, if there is no any control on plug and a gap
of FDI (injection < leakage) is not filled up by introducing new
industries from leading country or by expanding domestic
demand, the water level would gradually fall till the bathtub
is dried up and the unemployment rate would increase. In
this case, a country would experience industry hollowing out.

This relation between injections and leakages in Figure 8
can be expressed as a function:

Leakage = f (Injection)

where Injections = FDI + Domestic New industries +
Expansion of Domestic Demands.
Leakages = Industries Transferring Abroad +
Outsourcing.
For the above function, three cases and their effects would
happen as follows:
Case 1. Injections > leakages:
Unemployment rate | , Industrial structure 1, Value
of manufacturing products t, and Real GDP 1.
Case 2. Injection = leakage:
Its change directions are the same as that of case
1, but its effects are smaller than that of this case.
Case 3. Injection < leakage:
A gap exists between injections and leakages,
unemployment rate t , improvement in industrial
structure | , Value of manufacturing products |,
and Real GDP | . These indicators would prove
that a country has probably experienced industry
hollowing out at a specific time point.

Casel and Case 2 are apparently positive, but case 3 is
negative to a country for developing its industries. Therefore,
some flexible strategies of industrial development, as follows,
are necessary for a country to adjust its leakages in response
to a change in injections so as to keep at least a balance
between injections and leakages (injections =leakages), and
then to overcome industry hollowing out.

1. The plug would not be removed in country A or B so as to
prevent the industry from transferring abroad until other

new products that have been developed or introduced to



INDUSTRY TRANSFERRING ABROAD AND INDUSTRY HOLLOWING OUT

Flexible Strategies of Industrial Developmen

Catching-up

Leading Country(A)

o Introduction of New Industries
e P1, P2,...., Pn-1

Country(B) 'w»

—

LT

—Market Value of .
" Manufacturing -----
—.-._.Products ---~ -

111 ——— Introduction of New Industries

Catching-up i

Country(C) e

.. Market Value of -————

P1, P2,...., Pn-2

Figure 8: Devised by using the concept of injection and leakage in the “Bathtub Theorem”

replace the old ones.

However, the problem is that water level in bathtub would
fall gradually and dry up naturally in the long run because
the existing industries have lost their competitive advan-
tages and the introduction of new products or industries are
unexpected. In other words, this is not a case of industry
hollowing out.

2. The plug should be removed in country B if injection from
the faucet is new industries created and transferred by
leading country A more than that of its transferring abroad
from the hole of bottom. The share of manufacturing in GDP
and growth rate of GDP would increase, and then industrial
structure would be improved in country B.

3. The faucet should be opened in country B, in addition to
introduce new industries from country A(injections), should
expand its domestic demand by increasing consumption,
investments, and public spending so as to fill up the gap
caused by industry transferring abroad (leakage).

In short, a country should take the flexible strategies of
industrial development to keep at least a balance between
injections from opening faucet and leakages from removing
plug so as to prevent industry from hollowing out and also to
improve industrial structure.

In practice, as for a middle country (B) like Taiwan, the
United States and Japan can be taken as advanced countries

(A). Before late 1990s, Taiwan enjoyed high growth rate of

real GDP that was caused by FDI from the United States and
Japan so that there was no problem of industry hollowing out.
However, since then, with China’s ascendance by opening its
door to the rest of world, this problem has been increasingly
serious resulting from the fact that Taiwan has been greatly
transferring its industries to China.

In dealing with China, Taiwan’s Lee administration
(1988~2000) took an industrial development strategies of
“not in a hurry, but in a patience” that kept at least a balance
between injections and leakages in Figure 8. Taiwan, therefore,
did not experience industry hollowing out during Lee adminis-
tration because of its low unemployment rate and high growth
rate of real GDP at that time period, as shown in Table 1.

However, Taiwan has fallen into case 3 of leakage > injec-
tion since Ben administration (2000~2008). The government,
due to political pressure and loss of competitive advantage in
some industries, did not follow Lee administration, but took
another actively industrial strategy of “positive opens, but
effective supervisions” that was more open to China than
Lee administration did. Therefore, industry hollowing out in
Taiwan caused by expanding the gap of leakage > injection
has been gradually serious since 2000 when lower growth rate
of GDP and higher unemployment rate were obvious during
that period, as shown in Table 1, Table 2, and Figure 7.

In contrast, Ma administration (2008~2016), a friendly
government to China, has almost completely removed the
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plug by signing ECFA. As a result, Taiwan’s industries have
been greatly transferred to China, and a gap of leakage >
injection has been expanding significantly. Industry hollowing
out, therefore, in Taiwan has been more serious since 2008
resulting from the fact that lower growth rate of GDP and
higher unemployment rates than those of Ben administration,
as shown in the same tables.

Taiwan would still suffer from industry hollowing out in
the coming years if Ma administration does not adjust but
still takes strategies that greatly bias to China. It would be
expected that industry hollowing out has been increasingly
concerned by people living in Taiwan. In order to overcome
industry hollowing out in Taiwan, the flexible strategies of in-
dustrial development should be taken to adjust the leakages
in response to a change in injections so as to keep at least a

balance between them.

Conclusion

For any country, industry transferring abroad is a necessary
phenomenon on its way to industrialization. As for a leading
country A, it should never stop to create the new industries for
replacing the old ones that were transferred to the catching-up
countries B so that it can always keep the leading position
in the model of internationalized flying geese pattern of de-
velopment. In contrast, a catching-up country should never
stop to introduce the new industries that were created by a
leading country so as to follow leading country to improving
it structures of industry and trade.

Since 2000s, although the United States has fallen into its
bottleneck in developing or producing new manufacturing
products, its new financial industry, following manufactur-
ing, has been developed to become a leading industry in the
world even if its financial crisis occurred in 2008 that heavily
damaged world economy. It is could be said that the United
States would still lead other countries to develop new indus-
try, especially high-tech electric industry such as software
systems that are developed in the United States even if their
mobile phones are produced in Japan, South Korea, China
and Taiwan. It would be said, enter the 215t century, that the
world is flattering in the development of industry, and that
the adaptability of Akamatsu’ or Vernon’s model would be
questioned reasonably.

Industry hollowing out caused by industry transferring

abroad would be probably inevitable, but it could be regarded

as a positive momentum to upgrade the structures of industry
and trade in a country. Moreover, industry hollowing out could
be avoid by adopting flexible policies of industrial develop-
ment for keeping at least a balance between the industry
transferred inward and outward (net FDI=0).

Four indicators prove that industry hollowing out has oc-
curred in Taiwan since 2000, and it has been increasingly
apparent since then. The reason is that Taiwan’s outsourcing
has increasingly expanded since 2000, especially expanded
to 50.9% in 2012 that greatly slanted to China by 92.7% of
this share resulting from ECFA signed by China and Taiwan
in 2010. Industry hollowing out in Taiwan will be more serious
if Ma administration still insists to keep it current policy of
completely opening to China. People living in Taiwan begins
to doubt that president Ma is pushing Taiwan to be united by
China. But anyway, it would be said that industry hollowing
out in Taiwan would be held as a lesson for other countries

that greatly transfer industries abroad.
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FROM ASIA TO NORWAY: RESEARCH LIFE IN A GENDER

EQUAL SOCIETY

By Mangalika Sriyani MEEWALAARACHCHI*
+ Research Fellow of MARC, Meijo University

Currently, Being a resident of Europe, Bergen one of the
most fascinated cities in the World, enjoying gender equal
society | do conduct research in both fields of economic and
sociology. This society reminds my doctoral research was on
“The Impacts of Economic Globalization on the Labor Market
with Special Reference to the Labor Market” few years back
in Nagoya University.

The research contribution in the fiscal year 2013 can be
summarized into 4 different projects as mentioned below. But
| am interested in the subjectivities produced in each context,
(being having different experiences in 3 country contexts, such
as Sri Lanka, Japan and Norway) not as isolated or somehow
innate to that context, but resultant of global interactions albeit

in their proper contexts.

1. Work-Family “Reconciliation,” in Gendered Welfare State
Institutions

The arguments between “defamilialization,” the significance
of unpaid care work in families and the difficulties of work-
family “reconciliation,” in gendered welfare state institutions
have been productive in last two decades, since women’s
role is much criticized under the new patterns of paid work
patterns in the globalized arena. Yet there has rarely been
full “gender main-streaming,” for the mainstream still resists,
and has difficulties assimilating concepts of care, gendered
power in the balancing the work life, dependency, and inter-
dependency in new era of globalization. Thus, the agenda of
gendering comparative welfare state studies remains unfin-
ished. In line with this understanding of multiple interactions
of discourse between gender ideologies and welfare state
institutions policies, This research work is an inquiry into the
current interactions under the “work life balance” discourse in
Japanese nationalism in the with that of the Nordic model. To
develop an understanding of what might be needed to finish
that agenda, | do assess the gendered contributions to the

analysis of modern systems of social provision, in the partisan

correlates of different family and gender policy models with

special reference to the gendered division of labor.

2. Paradox of Marginalization by the Imported Citizenship
Nordic Model vs. Japanese Nationalism in The Contro-
versy of Globalization

Unless gender issues and concerns are understood, ac-
knowledged, and addressed, globalization will only exacer-
bate the inequalities between men and women, even when
its effects are contradictory.

This trend automatically leads to marginalization of labor
or new wave of citizenship that are imbedded in what might
appear to be hidden economic interactions. This project
examines in a particular manner in both conceptually and
empirically the relationship between gender divisions and
gender relations in the emergence of flexibility in the coor-
dinated market economies, Japan with Norway, Since some
have argued that welfare arena have been partial, incompletely

theorized, empirically limited and fragmented by discipline.

3. Women'’s Position and Disposition in the Process of the
Social Modernization and Cultural Change

This research work focus on modernization theories those
hypothesis women’s position today, since modernization
brings systematic, predictable changes in gender roles in both
industrialization and post industrialization phases. Cultural
shifts in modern societies are not sufficient by themselves
to guarantee women equality across all major dimensions
of life. There is a board concept that certain socioeconomic

developments have been sweeping across many societies.

65



66

Meijo Asian Research Journal Vol.5 No.1

4. The Role of the Women in Ehnobiology in the Era of
Globalization

Working as a co-researcher with Bhanumathi Natarajan
educated from University of Oslo, Norway, worked on the
project “Biodiversity Utilization-synthesizing Traditional
Knowledge and Western Science”, funded by The Research
Council of Norway (NFR). Human evolution of the Traditional
Ethnobotanical Knowledge (TEK) has been an essential form
of human capital relied upon for nutritionally balanced, diverse,
and stable supplies of food from wild plant sources. In many
regions TEK lies dormant in the memories of elders, mostly
women. They retain knowledge specific to the ecosystems in
which they were raised. Current research argues that it may
be necessary not only to protect the TEK where it is used in
a dynamic or active sense, but also to revive this knowledge
where it is not extinct, merely dormant in both developed and
developing world contexts and also the role of the women in
sustainable TEK.

All the above research findings were sharpen intellects,
and revealed new areas of interest, and refined further more
by Shared with the senior scholars in the same field. Few
examples: Professor Ida Blom —as a pioneer within the field of
gendered history, who has contributed with ground-breaking
research within several fields of gender history, such as sexu-
ality and reproductive matters, gendered work, gender and
nationalism, gendered global history, health history and the
history of women'’s political rights over the past 40 years in
Norway and in international level. A building at the Bergen
University is called by her name IDA BLOM HUS. Also | had a
great chance to share the progress with Professor of Women'’s
and Gender Studies Jabir Puar, Rutgers University from USA.

Findings will also be presented in several forthcoming in-
ternational conferences and publications such as: (1) Black
Venus: Body, Desire, Figuration, and Narrative in Bergen Uni-
versity (April 2014), (2) XVIII ISA World Congress of Sociology
(July 13-19, 2014) to be held in Yokohama. (3) International
Conference on Social Science in Colombo. Sri Lanka. March
2014.
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Picture 1. University of Bergen

Picture 2. Bergen city : Bryygen is the symbol of Bergen city

Picture 3. with Professor Ida Blom at the “Ida Blom Conference”, Bergen Oct, 2013
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