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1. Introduction

The development of electronic and semi-conductor
industries in Taiwan has been represented as a suc-
cess story in state industrialisation policies and attracted
scholarly attention in innovation studies. The role of the
Industrial Technology Research Institute of Taiwan (ITRI)
has been that of institutionally successful cases and has
been studied from various aspects.

The automobile industry in Taiwan, however, has been
in a minor position behind the large success of the semi-
conductor and liquid crystal display (LCD) industries.
This study attempts to shed light on the automobile in-
dustry in Taiwan and analyse the new possible shift to
electric vehicles (EVs). This study takes the development
of part production for EVs in Taiwan and discusses the
innovation and industrial policies and the role of the ITRI.
This paper tries to analyse the development of the EV
industry of Taiwan from the theoretical framework of in-
novation studies, especially the international division of
innovative labour.

Taiwan and Japan experienced falling export competi-
tiveness due to a rise in labour costs and the rapid de-
velopment of China. Rising labour costs have driven the
relocation of production from Taiwan to China. After the
economic reform of China in 1978, Taiwan has played an
important role in the Chinese economy. Taiwan started
investing in China in the 1980s and accelerated the pace
of this investment between the late 1980s and the 1990s.

The rapid emergence of Taiwanese electronic manu-
facturing system (EMS) firms in China has shown the dif-
ferent pattern of international division of innovative labour
among China, Taiwan, and Japan. One of the leading
EMS firms, Foxconn, is an example of the new division of
innovative labour of EMS firms.

The automobile industry in Taiwan has been hovering

around 300,000 in production volume for many years.
In 1994, the sales volume of automobiles in Taiwan
reached 570,000 and is expected to increase to 1 mil-
lion". However, production volume and sales have
remained around 300,000 since then. Now, the EV is
becoming the new target for development.

The Taiwanese government has announced a frame-
work for its sustainable energy policy which set the goal
of reducing CO: emissions to the level of 2000 by 2025.
In order to achieve the goal, the EV industry has been
considered a prioritised industry.

This paper tries to analyse the development of EV
industries in Taiwan from the theoretical framework of
innovation study, especially the international division of
innovative labour. After the introductory and theoreti-
cal framework, the status of the EV industry in Taiwan
is analysed. Lastly, the case of Fukuta as a supplier of
EVs is studied and the role of international division of in-
novative labour between the US, Taiwan, and Japan is
investigated to build an analysis of the EV development
process and the strategies of Taiwanese firms.

2. Theoretical Background of technological Innovation
in Automobile Firms

Innovation is not a new phenomenon. It is as old as
mankind itself. There seems to be something inherently
“human” about the tendency to think about new and bet-
ter ways of doing things and to try them out in practice.
Without innovation, the world in which we live would look
very different. Invention and innovation are closely linked.
Invention is the first occurrence of an idea for a new prod-
uct or process. Innovation is the first attempt to carry it
out in practice. They are closely linked, but there is a time
lag between the two.

In spite of its obvious importance, innovation has not
' Fourin 2014
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always received scholarly attention. For example, eco-
nomic change used to focus on factors such as capital
accumulation or the workings of markets, rather than
innovation. Schumpeter (1937)2 identified innovation as
the critical dimension of economic change. Economic
change revolves around innovation, entrepreneurial
activities, and market power and seeks to prove that
innovation-originated market power can provide better
results than the invisible hand and price competition.
Technological innovation often creates temporary mo-
nopolies, allowing abnormal profits that would soon be
competed away by rivals and imitators. These temporary
monopolies are needed to provide the necessary incen-
tives for firms to develop new products and processes
(Pol & Carroll 2006).

Innovation studies started in the 1960s, mostly out-
side the existing disciplines and at the most prestigious
universities. The Science Policy Research Unit (SPRU)
which specialises in cross-disciplinary research, eco-
nomics, sociology, philosophy, and engineering was
founded in 1965 at the University of Sussex in the United
Kingdom by Christopher Freeman.

Sustainable development requires stable economic
development, which is possible with the continuous up-
grading of technology led by innovation. Without innova-
tion, or new and better ways of doing things, the world
would look very different, not only in terms of high-tech
innovations, but also fundamental innovations and many
ways of doing things better.

Organisational innovation is often seen in the Japa-
nese automobile industry. In the development of the
automobile industry, American Fordism manufacturing,
based on standardised products for mass consumption
produced in long series by low-skilled workers controlled
by a hierarchy of foremen, engineers, and managers,
was innovated into the Japanese production system.
Just-in-time and lean production systems were devel-
oped by the Japanese auto industry, combining the ad-
vantages of mass production with flexibility in adjusting
to changes in the composition and level of demand (Aoki
1988). The production items and volume are decided by
the market. Orders are placed on a daily or hourly basis
at the firm’s production department, which has to deliver
the requested products just in time. This also involves

2 Joseph Schumpeter (1937) The Theory of Economic
Development

parts suppliers and their systems, referred to as the
zero-inventory system. To increase quality and eliminate
defects, organisational practices are required. This new
organisational innovation needs more competent, com-
mitted, and motivated workers (Womack et al. 1990).

The technological innovation of automobile firms
shows an evolutionary process. From manufacturing
simple customer request, moving to a strict policy of
quality and later to become a key player of industries,
the automotive industry upgraded to fulfil innovation and
technology development cycle. This long-term process
has allowed firms to consolidate innovation and technol-
ogy development efforts. In automobile production, in-
novation management systems have brought benefits of
going from assembling to being a company that provides
added value propositions to the customer.

The division of innovative labour pointed out by Arora
(1994)3 is from four perspectives: limiting factors, be-
tween large and small firms, between users and pro-
duces, and patent protection. Mazzucato (2013) added
the issues of public and private sectors”.

International division of labour has been an important
issue for the study of the development of the global mar-
ket economy. The changes in the investment, production,
and distribution decisions made by firms have affected
the international division of labour. Globalisation increas-
es demand for international markets and is expected to
increase the international competition concerning loca-
tion factors. In the global economy, the rapid economic
growth in China has accelerated the production shift to
China and effected and transformed international division
of labour in the region. The international division of labour
is production operation system by firms geographically
separating and different production stages across world.
It is to exploit differences of the production cost. Dunning
(1988, 1997) describes three essential factors for inter-
national expansion, ownership, location, and internalisa-
tion.

International division of innovative labour is becoming
an important issue when we look at the Japan—Taiwan

® Ashish Arora and Alfonso Gambardella (1994) The
changing technology of technological change: general
and abstract knowledge and the division of innovative
labor, Research Policy Vol. 23, 523-532

* Mazzucato, M. (2013), “The Entrepreneurial State —
Debunking Public vs. Private Sector Myths”, Anthem
Press, ISBN 978-0-857282-52-1.
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alliance. The automobile industry shows strong cases
of international division of labour among China, Taiwan,
and Japan. In 2008, Li and Sadoi surveyed the techni-
cal division of labour among Taiwan, China, and Japan
in the case of automobile parts suppliers. The findings
show that Taiwanese suppliers have been accumulating
advanced technologies from Japan through technology
collaborations and capital involvement. Such technology
accumulation was upgraded through competition and
cooperation over years in the case of the automobile
parts industry. Li and Sadoi (2008) also pointed out that
one characteristic of Taiwanese activities in China is
that no Taiwanese parts suppliers have set up research
and development (R&D) centres in their Chinese sub-
sidiaries. This might because the technology Taiwan
has accumulated over the years is more concentrated in
intermediate levels of technology. From a strategic point
of view, Taiwanese suppliers preferred to maintain their
competitive advantage in R&D. This study implies that
the importance of the international division of innovative
labour is between Taiwan and Japan.

Innovation and human resource development are as-
sociated with a variety of outcomes of interest to the po-
litical economist. The investment in human capital is seen
by many economists as an engine of growth (Acemoglu
and Pischke 1998). Several studies point to a strong link
between human resources and productivity (Acemoglu
1996). Country’s knowledge base is an important re-
source for innovation and which has linked cross-national
differences in education and in per capita income (Romer
1990).

Both Japan and Taiwan have developed relatively sta-
ble systems for human resource development, but based
on very different principles and sustained by quite differ-
ent institutional arrangements. Both systems have been
successful in achieving high skill-based industries. Japan
is best known for its extensive firm-based system of train-
ing strongly associated with complementary personnel
policies such as seniority wages and internal career lad-
ders (Thelen 2004). Taiwan’s system of vocational train-
ing approaches the ideal typical collective solution.

In Taiwan, the government has been successful in
upgrading the educational and technological levels of the
labour force through the use of vocational schools. Dur-
ing the 1960s, when the period of compulsory education
was extended to nine years, the proportion of children in

vocational schools increased from 40% in 1960 to 57%
in 1970 and by 1990 the proportion in vocational schools
had increased to 72% (Ashton et al. 2002). Skill formation
and technological upgrading programmes with state in-
tervention played an important role in setting up research
institutes and developing high-level engineers and entre-
preneurs (Ashton 2002, Sato 2008).

As a result, Taiwan achieved a high technological
level in the manufacturing industry by the 1990s, using
the competitive advantage of its flexible and strong sup-
plier networks. Having integrated capital and intensive
technology and tie-ups in global value chains, Taiwan
developed original equipment manufacturing and original
design manufacturing production and exports.

Literature on innovation intermediaries has been ap-
pearing in recent years, with the majority of the literature
seeking to understand the role of intermediaries in in-
novation systems (Hoppe and Ozdenoren 2005; Howells
2006; Stewart and Hyysalo 2008). The functions and ac-
tivities of innovation intermediaries have also been stud-
ied. Sutthijakra and Intarakumnerd (2015) investigated
the capability-building processes of intermediaries’. In
the case of Taiwan, ITRI played an important role for in-
termediaries of innovation.

3. The Current Status of the Electric Vehicle (EV)
Industry in Taiwan

(1) EV Development Background

On 5 June 2008, Taiwan Executive Yuan passed the
‘Framework of Taiwan’s Sustainable Energy Policy’s,
which announced the goal of reducing CO2 emissions to
the level of 2008 between 2016 and 2020, and the goal
of reducing CO2 emission to the level of 2000 by 2025.
In the meantime, the EV industry has been considered
a prioritised technical item of development by advanced
countries in Europe, the US, and Japan, and even de-
veloping countries such as China. To respond to the
upsurge of EV development and the goal of reducing CO2
emissions, in April 2010 Taiwan Executive Yuan passed

5s. Sutthijakra and P. Intarakumnerd, Role and Capabili-
ties of Intermediaries in University—Industry Linkages: A
Case of Hard Disk Drive Industry in Thailand, Science,
Technology & Society 20:2 (2015): 182—203

® See official ministry website:http://web3.moeaboe.gov.
tw/ECW/english/content/Content.aspx?menu_id=1524
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Table 1 Development Strategy and Programme of Action for Smart Electric Vehicles (EVs)—

A Comparison between the First and Second Stage

Period

First Stage (2010-2013) — Second Stage (2014-2016)

Development strategies

1. Formulate standards for environmental
energy conservation

1. Intersectional promotion of the electric
bus

Measures and Methods

(1) EPA set CO2 emission standards
(2) Energy Board investigates and tightens
up standards of fuel consumption

(1) MOTC and EPA jointly support electrical
bus replacement

(2) MEA promotes EV surveillance

(3) CA promotes transportation connection
of forest recreation or scenic areas

(4) Assist manufacturers in international
marketing

Development Strategy

2. Promote EV Surveillance

2. Provide Purchasing Incentives

Measures and Methods

(1) MOEA promotes EV surveillance of
seven programmes, totalling 287 EVs

(1) Waiving of licence tax or merchandise
tax for three years

(2) Passing safety tests of 11 units, totalling
25 models

(2) MOTC, EPA, and MOEA provide subsi-
dies

Development Strategy

3. Raise purchasing incentives

3. Innovative operation models

Measures and Methods

(1) MOF waives goods and licence tax for
three years

(2) MOI relaxes regulations on public re-
charge stations

(1) Separate car and battery for lower cost

(2) Promote the battery recycling mecha-
nism and the reutilisation operational
model

(3) Promote the fruit/vegetable wholesale
operational model

Strategies

4. Strengthen utilising environment

4. Encourage business investment

Measures and Methods

(1) Establish 500 recharge stations

(2) Formulate 50 national standards

(3) MOTC revises and enlarges signs at
recharge stations

(1) Government agencies and state-owned
enterprises get priority to purchase or
lease EVs

(2) Assist in developing commercial types
of EV such as electric vans or trucks

(8) Government agencies and state-owned
enterprises get priority to purchase or
lease EVs

Policy objectives

5. Assist in the development of the EV in-
dustry

5. Construct industrial value chains.

Measures and Methods

(1) Improve product policies of 73 manufac-
turers

(2) Promote whole-vehicle development

(3) Promote exports of components by join-
ing the Tesla supply chain

(1) Promote autonomous technical devel-
opment of electric energy and power
systems

(2) Continuously formulate laws/standards
and boost up industrial energy

(3) Promote cooperation of the upstream as
well as downstream enterprises of the
industrial chain and localisation

(4) Adopt artificial intelligence and safe
electric circuits systems

Source : W B AhHAEAR S [FRR BB B EEER], 2014 44 A, pp63-65
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the ‘Intelligent Electric Vehicle Development Strategy
and Action Plan’ with the creation of concrete measures
such as formulating strategies and goals, establishing
plans and tactics for counselling, and organising a pro-
motional task force, all showing the firm resolution of the
government to develop the EV industry.

(2) Development Policy and Measures

The aforementioned policy underwent revision again
in May 2014. As shown in Table 1, the five development
measures of the first stage after four years of promotion,
with an investment of 2.2 billion NT$, have successfully
built EV Surveillance Platform, Technology Platform, EV
Industry Clusters Website, and Verification Platform, to-
gether creating to a solid foundation for the development
of the domestic EV industry. The policy development of
the second stage is to head towards a strategic devel-
opment of ‘the intersectional promotion of the electric
bus’, ‘stimulating purchasing incentives’, ‘an innovative
operational model’, ‘encouraging business investment’,
and ‘establishing industrial value chains’. For the devel-
opment goal7 up to 2016, the EV industry in Taiwan is
to push the entrance of more than five key component
manufacturers into the international EV supply chain. The
electric bus goal is to reach 12.2 billion dollars in output
value, with a prediction of more than a total of 2,234
people in employment.

(3) Related Promotion Agencies

Under this program, the Executive Yuan founded a
‘Promotional Group of Smart Electric Vehicles’ across
different sectors and a ‘Promotional Office of Smart Elec-
tric Vehicles’ under the Industrial Development Bureau
of the Ministry of Economic Affairs (MOEA) as the main
leading and executing divisions of this project. To create
a better environment for the EV industry, the Executive
Yuan further invited the collaboration and assistance of
the Ministry of the Interior, the Agricultural Council, the
Ministry of Transportation, the MOEA (Bureau of Energy,
Bureau of Standards), and various sectors of the Envi-
ronmental Protection Administration, as well as municipal
governments and state-owned businesses (e.g. Taiwan
Power Company and CPC).

Meanwhile, the Industrial Development Bureau of
the MOEA activated ‘Plan for EV System Modules and

TR N AL [FRB B A AR, 2014 4F 4
. ppb63-71

Pivotal Technology’, and set up the ‘Taiwan Automo-
tive Research Consortium’ (TARC) as an industry alli-
ance, with members including ITRI, VSCC, the Metal
Industries Research & Development Centre, the Chung-
Shan Institute of Science & Technology, and Haitec to
integrate the domestic research capability and establish
technology platforms, at the same time developing key
EV modules collaboratively and eventually achieving an
autonomous pivotal technology for domestic enterprisesg.
Until December 2013, 24 companies including TARC,
Delta Elec., and TECO have started up an autonomous
electric and commercial technology platform, jointly de-
veloping key EV modules such as the chassis, energy
system, dynamoelectric, and electric add-ons for Eng,
with an added value of over 63.5 billion NT$ by Decem-
ber 2014".

(4)ITRI's Role

Starting from 2010, ITRI has invested a huge amount
of resources in green energy research'’. In particular,
it focuses on researching EV motorised systems (the
development of key EV technology and modules) by
assigning two of its subsidiary units—the Materials and
Chemical Research Laboratories and the Mechanical
and Systems Research Laboratories. Of these two units,
the former develops high-safety STOBA lithium battery
material technologies, high-energy/high-capability bat-
tery plates, and production technology. The latter is in
charge of the development of smart vehicle systems and
related application technologies, key module technolo-
gies for energy-saving EVs, and their industrialisation.

Under the promotion of the ‘Program for the Develop-
ment of Key Module Technology for Energy-saving EVs
and Industrialisation’, the ITRI has further developed
relevant pivotal technologies through cooperation with
leading industrial manufacturers, so as to strengthen the
modelling technology of vehicles with enhanced indus-
trial values, implement the product applications of mod-

°RSURTBREIR R [REUR], AERSIRTZEREMEN, 2012 4F 8

H. pp7-8
O R AP (TR E BB AR ], 2014 4E 4
H, p72

©THikE [EBIES o EE T R EE R, T
RGN, [R5 HTI), 4 278 1, 2014 4F 12
H30H, p2

TR [REREDD AT RS W E R B A R |,
TATRERRED, [T 5 H ), %5 266 1], 2013 4
12 H 30 H, ppl-2
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ule technology in key components, and thereby reach
the goal of mass production and popularisation of EVs in
a long-term perspective. For example, in May 2013 the
ITRI and TECO signed ‘Complete Solutions for Electric
Vehicle Power’, which transfers the motor driven technol-
ogy and expands their cooperation in EVs with a view
to penetrating the market of special cars abroad in the
future'.

At the same time, ITRI promotes sustainable commer-
cial EVs with autonomous key technology modules and
integrated platforms of laboratory vehicles. Through the
advantages of EVs’ low noise and zero emissions, the lo-
gistics industry is enhancing their competitiveness in the
market. During the first stage it has attracted the partici-
pation of enterprises such as Uni-President Enterprises
Corporation, HCT, and China Airlines.

(5) Effectiveness of Promotion
According to Executive Yuan13, the following effects

have been achieved since the programme was put into

execution in 2010.

1. Certification of EV and Recharging Stations: 11 EV
enterprises were assisted, among them 25 models
that have passed the safety tests of the MOTC, and
35 electric recharging systems of five units that have
completed verification by the Bureau of Standards,
Metrology and Inspection (BSMI) of the MOEA.

2. Tutorship of Smart EV enterprises: The MOEA has tu-
tored 102 enterprises to improve their product function;
the scope of the enterprises ranges from material and
system integration to OEMS in a complete EV supply
chain.

3. Development of domestic commercial EVs: The indus-
try has developed pivotal EV technologies and suc-
cessfully applied them to commercial types of EV.

4. International Cooperation Promotion: Car dealers of
the Philippines, La Poste, Bollore group, Venturi, and
PSA have come to Taiwan to investigate the supply of
EVs and its key components, thereby leading to the
technical cooperation between the Li Kai Company
and Sony Energy, and between RAC'" and Japan.

P [EMATER AR ES L C], TRk
BN, [TsEdfi s 5 A1), 45259 #1, 2013 4E5 A 10
H, pp34

CATE B E [ UK B A - AR B http//www.
ey.gov.tw/policy8/cp.aspx’n=243D7E993A404388
"“RAC Electric Vehicles Inc. is a Taiwan-licenced car
manufacturer, and the first company in Taiwan to have

Under the promotion of government policies since
2010, the EV industry in Taiwan has gradually laid a
solid groundwork of development with a complete supply
chain and taken a lead in cutting into the supply system
of international EVs. According to the statistics of ITRI15,
the numbers of supply parts for EVs and HEVs'® have
increased from 107 items (EVs accounted for 11 and
HEVs for 96 in 2011) to 4,260 items (49 EVs and 4,211
HEVs) in 2014, indicating that Taiwan is equipped with
the strength to produce EVs, which paves the way for its
future development in the EV industry.

4. The Case Study of Fukuta Electric (Fukuta)

This chapter examines the case of the Taiwanese EV
parts suppliers from the viewpoint of industrial policy,
technological capability building, and the international
division of labour. The case of Fukuta provides a strong
case of major EV parts with the international division of
innovative labour.

Mr Gordon Chang, President of Fukuta, was originally
in charge of the motor design of the development depart-
ment of Taiwan’s leading integrated electronics manufac-
turer, TECO. In 1988 he established Fukuta and devoted
it to the development of the servo motor to provide a
tailor-made product targeted at small- and medium-sized
enterprises (SMEs), in order to differentiate itself from
major manufacturers such as TECO and Datong Elec-
tric. From the beginning, he focused on R&D to ensure
its technology. In addition to self-development, Fukuta
actively applied projects with the government’s affiliated
organisation and joint research with universities. There-
fore, Fukuta received good reputation in technology. At
its peak in 2009, about 60% of employees (50 out of 85)
were in R&D. Of its current 215 employees, about half of
them are in R&D under the mass production of motors for
Tesla Motors (Tesla).

successfully developed an all-electric low-floor city bus.
The RAC e-bus is the first electric commercial vehicle
in Taiwan to be officially road-licensed by the Ministry
of Transportation and Communications, and it is a zero-
emission green vehicle that brings enormous cost-saving
potential to the public transport system.

U EE AR B [REE B g AR, 2014 4 4
H., ppl5-17

"®Hybrid Electric Vehicles
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Because of the technology and innovative based man-
agement, in 1998, Fukuta developed the first alternating
current sensitive servo motor unit in Taiwan with the
financial support of Taiwan’s MOEA. At the end of 2008,
Fukuta developed a 5 kw vertical type small generator as
part of industry—university cooperation with the Taiwan
Kaohsiung Applied University of Science and Technol-
ogy (the alma mater of Mr Gordon Chang) and started
to export successfully. Since then, R&D has been active
and has led to the production of motors for Tesla and the
development of driving systems for EVs with the Automo-
tive Research & Testing Center (ARTC).

The relationship with Japan started around 2000, when
Fukuta started OEM and ODM export of industrial motors
to Japan through the Japanese trading company Yama-
zen. The R&D relationship with Japan started in 2006 as
a joint development project with Waseda University Ja-
pan. Fukuta responded quickly to the rough draft order of
wind turbines from the Waseda University development
team. Fukuta manufactured and delivered 30 generator
motors within 60 days and installed them in Tsukuba City.
After that, Tachibana, a Japanese technology trading
company, came for business. Fukuta delivered ten wind
power generators to the central airport in Nagoya.

The R&D relationship with the US started in 2005. In
July 2005, Mr J B Straubel, CTO of Tesla, visited Fukuta.
Tesla had had difficulty finding a motor alliance partner,
having been declined by several major motor manufac-
turers in Germany, Japan, South Korea, and Taiwan,
the last in the case of TECO. At that time, Tesla was an
unknown new company, founded less than two years
earlier. The order was only 4,800 motors in three years.
Therefore, no leading manufacturer showed an interest in
the alliance with Tesla at that time.

Eventaully, Tesla visited Fukuta when Taiwan’s MOEA
picked out Fukuta from the industry directory. Fukuta’s
CEO, Mr Gordon Chang, who has technical capabilities
for tailor-made small scale production and an innovative
attitude, showed an interest immediately and started ne-
gotiation with Tesla.

Mr Gordon Chang proposed a size reduction and pow-
er increase for the servo motor. He said that high thermal
efficiency and divergence are the key points for electric
motors. Fukuta, in collaboration with Tesla, developed
and mass produced the ‘Roadster’ in two and a half years
by achieving a 40% rise in the electrical conductivity in

the motor rotor core, an 80% weight reduction, 0-100 km
acceleration in 4 seconds with 200 horsepower, and an
output 11 times that of a conventional motor of the same
weight.

Thus, Tesla launched the world’s first fully electric drive
sports car, the ‘Roadster’, in September 2008. Despite
its high price at $98,000, reservations from the likes of
Hollywood celebrities flooded in. The second generation
of the 2011 ‘Model S’, the ‘Model X' is expected to be
released in September—October 2015. Thus, Fukuta has
delivered as the sole motor supplier of Tesla, shipping
35 thousand motors in 2014, and is expected to ship 55
thousand motors in 2015. In response to this, Fukuta
completed construction of a new plant at the end of 2014
and reached 300 thousand motors of production capac-
ity. Following their successful supply to Tesla, BMW,
Toyota, Nissan, Chinese makers, and many other auto-
mobile manufacturers began to visit Fukuta to discuss
possible new business alliances.

The case of Fukuta can be analysed from the per-
spective of the international division of innovative labour
with Japan and the US by describing the process of
technological capability building. With Japan, there are
two technology upgrading opportunities: (1) 15 years
of technology exchange with Japan through the trad-
ing company Yamazen for its OEM and ODM alliances;
(2) through the connection with the development team
of Waseda University of wind turbines in 2006. Fukuta,
with a joint development team with Waseda University,
completed and installed 30 generator motors in Tsukuba.
There were occasions for optimising technology through
meetings and information and technique exchange dur-
ing the joint development processes.

In addition, Japanese sales channels and relationships
with Japanese trading companies have contributed to
technology formation: the sales channels of Yamazen
for industrial motors and Tachibana for wind power gen-
erators. With Tachibana, personal connections with the
general manager contributed to a long and strong rela-
tionship with the Japanese trading companies to expand
their business and technological development. Moreover,
direct technology exchange with Japanese manufactur-
ers as well as the sales channels and trading companies
has played an important role in innovation and technol-
ogy upgrading.

The role of intermediaries in Taiwan, for example
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technology innovation research centres such as ITRI,
played a crucial role in EV technology and innovation
platform building. Fukuta is a member of the economics
department in ARTC and in charge of building a platform
on spin-off technology and EVs. For example, in 2010
Fukuta was in charge of the launch of the EV Advanced
Propulsion Driving System (EV-APDS)”.

In addition, industry—university cooperation contributed
greatly to the technology evolution in SMEs. Fukuta is
actively promoting several universities and university—
industry cooperation. For example, in partnership with
Kaohsiung First University of Science and Technology.

Fukuta’s business strategy can be summarised into
the following three points: customisation-oriented, R&D
strength, and quick response. First, as a strategy to
target SMEs, Fukuta gave high priority to customised
production. In order to differentiate itself from large cor-
porations such as TECO, Fukuta has been devoted to
the development of the servo motor. Including mass pro-
duction for Tesla, Fukuta has a principle of customised
production. Second, Fukuta has focused on R&D from
the beginning. Currently, the ratio of R&D employees ac-
counts for 50—60% of all employees. The third strength is
quick response. As can be seen from the Tesla example,
Fukuta completed the joint development project that
would normally require four years in just two and a half
years. R&D staff hold morning and evening meetings with
the American Tesla staff members to perform repeated
tests. The flexibility, cooperation, motivation, and passion
of Fukuta were indispensable to their success.

As more than 30% of Fukuta’s overall sales depend
on Tesla, Fukuta started to implement a risk distribution
strategy. First, Fukuta aimed at the Japanese EV market.
Mr Gordon Chang is expecting to have the opportunity to
supply parts to Japan’s electric car market. The second
strategy is the development with ARTC (i.e. EV-APDS).
Fukuta is in charge of the motor development of ATRC.
Fukuta is planning to launch a drive system which can be
installed in each car model in Taiwan and applicable to
export. Third, Fukuta is pursuing the electric bus market.
Currently, Fukuta delivers a small volume of motors to
the Yulon domestic electric car manufacturer (own brand

"7 i 3 N B AT 2 E O (ARTC) #9E - hittp:/http:/
www.artc.org.tw/chinese/03_service/03_02detail.aspx?p
id=1564&nPage=1258&syear=&skind1=&skind2=&skeyw
ord

Luxgen), and to Aleees, RAC, Germany, and Denmark
for electric buses. The fourth strategy is to the partner
with China’s Beijing Automotive Industry Holding (BAIC).
In partnership with BAIC, Fukuta provides motors for
passenger cars and buses. Another Taiwanese supplier
provides chargers and the transmission system. This is
promoted as part of the ‘Electric Car Development Bill’ in
the MOEA.

Taiwan was Tesla’s most important production base
until in 2009. However, Tesla left the Guishan Industrial
Park Service Center in 2009 and the situation of Taiwan
EV parts suppliers has changed, leading them to seek
out other opportunities and several risk distribution strat-
egies. Until Tesla left in 2009, about 25% of their key
components had been delivered with the cooperation of
R&D in Taiwanese manufacturers™®. A total of 11 supplier
companies were involved in the development and manu-
facturing of electric motors, motor hard shot processing,
transmission gear boxes, and electric control systems,
which is regarded as the central nervous system of a car.
Thus, in the open division of innovative labour system
in IT, Taiwanese manufacturers have been playing an
important role as Tesla’s laboratory to meet requirement
for mass production. Without the support of these Tai-
wanese suppliers, it would not be possible to complete
Tesla’s EVs.

There were several reasons for the closure of Taiwan-
ese production in 2009. The first was Obama’s industrial
policy to strengthen American industry. It offered Tesla
a generous subsidy of $465 million to increase employ-
ment by bringing Tesla’s EV manufacturing back home.
The second reason was the anticipation of future devel-
opment. Because the EV is a product under develop-
ment, the proximity of manufacturing and development
is considered to be reasonable. Finally, towards the
large-scale production of the future, scale merit can be
achieved through large companies rather than SMEs in
Taiwan. Large companies might be regarded high liability
and easy to promote19.

Under these circumstances, the number of Taiwan
suppliers for Tesla decreased from 11 to 4. They are Fu-
kuta, Hartech for the reduction gear, Chroma for the elec-
trical control system, and EEchain for the battery cable.

Under the circumstances, the Taiwanese govern-

'8 Information obtained by Fukuta
IR THERR], 45532, 2013410 H 2 H, ppl00-103
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Figure 1 The Division of Labour for the R&D of the EV-APDS

Power Control System
Rich Electric: Development & Design
ARTC: Design & Test

Vehicle Control Unit
ARTC: Internet, diagnosis
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Battery

Motor System
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Transmission System
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@g@ Mechanical Power Conversion
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ment started the ‘Industry—government cooperation of
Taiwan’s industrial policy’. For the further development
of the Taiwanese automobile industry, Taiwan’s MOEA
technology processing established TARC in May 2005.
This consisted of the Metal Industrial Research & De-
velopment Centre (MIRDC), the Automotive Research
& Testing Center (ARTC), the Mechanical and Systems
Research Laboratories of ITRI (MSL / ITRI), the Mate-
rial and Chemical Research Laboratories of ITRI (MCL /
ITRI), the Chung-Shan Institute of Science & Technology
(CSIST), and the Hua-chuang Automobile Information
Technical Center Co., Ltd. (HAITEC)™.

TARC spin off their development results and establish
a platform to integrate five module systems: the electric
drive system, battery system, electronic system, chassis
system, and charging system.

One of the projects of the ARTC established on 18
March 2010 was EV-APDS. It aims to produce advanced

20518 TR Bl L SR VA S R M E http://www.ev.org.
tw/Home/Page/?n=TARClIntroduction

electric drive systems to meet each of the domestic car
models in the ‘Designed in Taiwan and Made in Taiwan’
project and to export overseas as a main supplier in
the field. For APDS, Fukuta is in charge of the motor
development, Rich Electric the development of the drive
control system, and Kuo Yuan the development of the
transmission. ARTC is in charge of the system control,
smart technology integration know-how, and support for
the entire system, as shown Figure 1.

As Taiwan has the appropriate mileage size as a coun-
try for EVs and also has a strong ICT industry, the gov-
ernment expects much for the future and potential of the
project. Taiwan’s MOEA cooperated with ARTC in 2010
and established the EV centre to promote the plan to pro-
duce 3,000 EVs in three years. If even Tesla completely
withdraws, Taiwanese suppliers are prepared to shift to
domestic EVs and electric buses. For this, the support
and development of domestic electric car-related compa-
nies is indispensable. In fact, 60% of the parts of electric
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buses produced by RAC are supplied by Taiwanese
manufacturers. Fukuta supplies motors, and Rich Electric
supplies drive control systems and charging stations.

5. Conclusion

This paper studied the development of the EV industry
in Taiwan from the innovation and division of innovative
labour viewpoints. The first section of this paper exam-
ined the theoretical background of innovative studies
from the perspective of the technological development of
Taiwan and the role of intermediaries. The second sec-
tion introduced the status quo of Taiwan’s EV develop-
ment policies and the role of intermediaries, such as ITRI,
for EV development. The final section studied the case of
EV parts suppliers in Taiwan.

Under the promotion of government policies since
2010, the EV industry in Taiwan has gradually laid a
solid groundwork of development with a complete supply
chain and taken a lead in cutting into the supply system
of international EVs. This paper indicates that Taiwan is
equipped with the strength to produce EVs, which paves
the way for its future development in the EV industry.

Fukuta’s case examined the international division of
innovative labour between Japan, Taiwan, and the US.
It was originally between Japan and Taiwan, but Tesla
from the US had a strong impact on the Taiwanese EV
industry due to the R&D and innovative role of Taiwan. At
the same time, intermediaries in Taiwan played an impor-
tant role in facilitating and developing EV part production
networks in Taiwan.

After Tesla left, those intermediaries supported the
enhancement of EV supplier networks in Taiwan and
created new possibilities for domestic and international
innovative labour. Fukuta’s case illustrates the current
situation of EV part networks and the possibilities and is-
sues they are facing.

Nonetheless, the industrial structure of the autono-
mous EV industry in Taiwan still awaits strengthening
in respect to the production of whole cars and the inte-
gration and supply of components. Moreover, although
some domestically produced parts have been used for
domestic EVs at present, the production rate of key
components for whole cars is still low. At the same time,
Taiwan has entered the supply system of international

electric depots, yet there remain issues of subsequent
product performances, system capabilities, and econo-
mies of scale to be resolved for better performance.

Most of the EV businesses in Taiwan are SMEs. These
enterprises have an edge in the techniques of electric en-
gineering, electric control, and electronic and mechani-
cal engineering. In the future, domestic enterprises are
expected to strengthen the design of key modules and
system integration, shorten the gap between the tech-
niques of other foreign manufactures, and combine gov-
ernment resources and existing development platforms.
The aim is to move towards liberalisation, small scale
and cost-competitive EVs, the development of related
components, and even the leap into the international
market to take up a key role in the supply chain of the
industry. Meanwhile, the government is advised to con-
tinue integrating strengths across different departments
and implementing the ‘Intelligent Electric Vehicle Devel-
opment Strategy and Action Plan’. The strategy of the
second period is to build up an appropriate environment
for the development of the EV industry and to attract in-
vestment in domestic and international enterprises. In the
long run the domestic automobile industry is expected to
be upgraded, thereby achieving the goal of energy saving
and carbon dioxide reduction.
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1. Introduction

Myanmar has been receiving the attention of interna-
tional business since 2011. Strong growth potential and
expectations for the transformation of Myanmar’s political
situation and foreign relations are attracting large foreign
direct investment (FDI) from Japan as well as many de-
veloped countries.

Industrialisation is an important issue for developing
countries’ economic development. Myanmar urgently
requires industrial competitiveness by catching up with
technological capability. Human resource development
(HRD) plays a crucial role in building skills and techno-
logical capability, and for realising a nation’s industrial
competitiveness. For Myanmar, as the most recent
member of the Association of Southeast Asian Nations
(ASEAN) to industrialise, investing in broad human capi-
tal development is fundamental to developing into a mod-
ern industrial economy. Developing countries can utilise
the late-comer’s advantages to a maximum during the
process of industrialisation.

This paper aims to analyse the current HRD in the
manufacturing industry and the strategies of the Japa-
nese government and industries for investment in it. This
paper tries to analyse the case of Japanese technology
transfer in the manufacturing industry. In particular, it fo-
cuses on the implementation process of effective produc-
tion systems from Japan to Myanmar.

Each country has its own development process. When
Japan started the initial phase of industrialisation, it tried
several strategies to catch up with developed countries.
The Japanese development path and the Japanese HRD
strategies are studied for over years. This paper focuses
on the innovative aspect of Japanese HRD practices and
their transfer to Myanmar.

Sustainable development in East Asia requires stable
economic development, which is possible with the con-

tinuous upgrading of technology led by HRD and innova-
tion. HRD is indispensable for sustainable development
and is powered by innovation in many ways. Innovation
is not a new thing. People have always been thinking up
new and better ways of doing things and trying them out
in practice. Without innovation, or new and better ways
of doing things, the world would look different, not only
in terms of high-tech innovations, but also fundamental
innovations and many ways of doing things better.

The Japanese manufacturing industry shows its
strength in organisational innovation. In the case of the
development of the automobile industry, first came the
American Fordism manufacturing system, based on
standardised products for mass consumption produced
in long series by low-skilled workers controlled by a hier-
archy of foremen, engineers, and managers. Then, Ford-
ism was innovated into the Japanese production system.
The just-in-time and lean production systems were
developed by the Japanese auto industry, combining
the advantages of mass production with flexibility when
adjusting to changes in the composition and level of de-
mand (Aoki, 1988). The lean production system (LPS) is
widely known as an effective tool for the manufacturing
industry as it improves productivities and ensures the
quality of the final product. However, LPS has not been
implemented in Myanmar yet.

Technological capability building is an important issue
for developing countries in terms of economic develop-
ment. Technology and knowledge have moved across
enterprises and countries. Since the 1980s, Japan’s FDI
has been accelerated because of the appreciation of
the yen. Since then, Japan has been a major contributor
of technology transfer to Asian countries. Especially in
ASEAN countries, Japanese technology transfer to the
automobile industry has been intensive and playing an
important role in the development of the manufacturing
industry and its HRD.

The ASEAN Economic Community (AEC), currently in
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the process of being finalised at the end of 2015, is ex-
pected to create regional economic integration. The AEC
envisages the following key parts: a single market and
production base, a highly competitive economic region, a
region of equitable economic development, and a region
fully integrated into the global economy. The AEC areas
of cooperation include HRD and capacity building, which
are two of the most important issues in this paper.

However, for the late-developing countries in ASEAN,
the AEC is their opportunity as well as threat. Those
countries face an urgent need to catch up with their
industries or discover their competitive fields through
liberalisation. Under the circumstances, the role of Japan
will be important for Myanmar. The aim of this paper is to
analyse the technology transfer from Japan, especially
for HRD.

This paper first discusses the Japanese HRD system
and the role of Japan for Myanmar. Then, the current
situation of the HRD system and capabilities of the manu-
facturing industry in Myanmar will be analysed. The third
part studies the cases of current training and practices
with the co-operation of Japanese government, such as
the practices of the Myanmar—Japan Centre. The final
part concludes the paper.

2. Japan’s Role in Human Resource Development
(HRD)

This section shows Japan’s role in HRD by analysing
Japan’s historical path of HRD to strengthening Japan’s
high skill-intensive industries and the Japanese technol-
ogy transfer strategies for enhancing the HRD of host
countries.

Human Resource Development (HRD) systems in the

initial industrialisation of Japan
First, this part aims to study the HRD system in the

initial industrialisation period of Japan to investigate the
basic principles underlining the skill formation process in
Japan. This might be a reference for the initial industriali-
sation period of Myanmar to enhance the skill base in the
country.

Japan developed a relatively stable skill formation
system for many years. Especially after WWII, Japan
provided firm-based training in the context of stronger
internal labour markets. The Japanese system has been
characterised as embodying the high skill equilibrium (Fi-

negold and Soskice, 1988). Much literature has analysed
the recovery and success of Japan in the global manu-
facturing market in the post-WWII period in part regarding
Japan’s skill base. Japan is best known for its extensive,
firm-based system of training that is strongly associated
with complementary personnel policies, such as seniority
wages and an internal career ladder, as well as company
unionism.

What was the role of the state for Japan’s early in-
dustrial period? Japan had few political motives that
inspired government policy or a social democratic labour
movement to nurture skilled labour or artisans. In Japan,
the initial framework began with the Meiji Restoration in
1868, when Japan opened its economy to the world. The
state policy in the early industrial period was organised
to promote industrial development. In order to abolish
all previous barriers to labour mobility, the Meiji govern-
ment embarked on a broad liberalisation policy that un-
dermined the traditional privileges of the artisanal sector
(Sumiya, 1955). The Meiji government took a strong de-
regulatory stance with regards to the traditional artisanal
sector and it also took very direct action to redress early,
acute shortages of skilled labour. Apprenticeship was
mostly adopted as the training policy in the metalworking
and engineering sectors. These were the key industries,
not only for industrial development, but also for military
purposes.

The Meiji government promoted HRD in two major
ways: sending Japanese students to foreign countries,
and enhancing factory-based technical schools. First,
the state aggressively promoted training through interna-
tional exchange, that is, by sending Japanese students
to foreign counties to study industrial technology, and by
recruiting foreign engineers and craftsmen to come to
Japan to work in government-owned factories (Thelen,
2004). The artisans were confronted with changes; re-
vocation of their traditional privileges coupled with state-
sponsored industrialisation completely undermined their
corporate identity and organisation (Taira, 1978: 188).

Secondly, the government sector pioneered the estab-
lishment of factory-based technical schools that included
in-class instruction. These schools were not intended
to train ordinary workers, the graduates of the technical
school were meant to preside over the on-the-job training
of others. The graduates of the technical schools played
a role in training the next generation of workers. It was
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some private firms in the metalworking industry that first
addressed skilled labour shortages and high mobility by
instituting their own company-based schools for trainee
workers. The first company training school in the private
sector was the Mitsubishi Preliminary School for Industry,
established in 1900. This system lasted until the 1960s.
Graduates were the key technicians and engineers and
have played a crucial role in the development of Japan
until the present day.

These two strategies in the initial industrialisation in
Japan contributed the fundamental strength of HRD that
supported the initial industrialisation phase and Japan’s
quick recovery after WWII. In addition, the system and
those human resources created under the system were
the driving force for the further development of Japan to
this day.

Myanmar recently opened its economy in 2011 and
has an urgent need to upgrade its industrial capability.
The situation has some similarities with Japan opening its
economy during the Meiji Restoration, although the sci-
entific and global background was largely different at that
time and the technological level and its complexity are
different nowadays. Nevertheless, the Japanese govern-
ment’s strategies in their initial phase of industrialisation
may have some similarities.

Japan’s Role in Technology Transfer

Japan has been recognised as an important player
for the economic development of Asian countries, espe-
cially from the 1960s for the Asian newly industrialised
economies (NIEs) and in the 1980s for ASEAN countries.
Technology transfer in Asia has been actively discussed,
especially since the 1985 Plaza Accord. The application
of yen and the industrialisation policies of Asian countries
accelerated the Japanese transplantation in Asian coun-
tries. The industrialisation of Asian countries was largely
accumulated by Japanese transplants and through them
Japanese technology transfer (Taniura, 1990). The
growth of the Japanese automobile industry in the 1980s
was conspicuous for more than the speed of the increase
in production volumes. The rapid expansion of overseas
production and the integration of overseas operations
into a global production network and the accompanying
expansion of integrated global supply networks also at-
tracted attention (Busser and Sadoi, 2004).

The expansion of the Japanese global production net-
works in Asian countries, especially NIEs and ASEAN,

and in particular Thailand, Malaysia, Indonesia, Philip-
pines, and Vietnam, were studied and the cases of tech-
nology transfer were evaluated (Taniura, 1990; Itagaki,
1997; Koike and Inoki, 1997; Busser and Sadoi, 2004).
The technology transfer of Japanese enterprises, auto-
mobiles, electric, electronics, and other various industries
were studied as cases (Okamoto, 1998). The host gov-
ernments applied industrial strategies to create a cluster
policy in their automotive sectors, which drew on multi-
national enterprises (MNEs) to enhance the automotive
industries (Taniura, 1990; Sadoi, 2003).

The technology transfer of the Japanese production
system was studied in various ways. ltagaki (1997) re-
ported their surveys of the technology transfer of the
Japanese production system in NIEs and suggested the
importance of human resource management in those
cases. The Japanese skill formation system is espe-
cially a key to successful technology transfer (Koike &
Inoki, 1990). Japan developed its skill formation system
from the early years of its development. In other Asian
countries, as Japanese technology was transferred, the
importance of HRD in industries started to be evaluated
and introduced, starting with Asian NIEs.

However, Japan as well as other Asian NIEs experi-
enced falling competitiveness in export markets due to a
rise in labour costs and the rising value of the yen since
the 1980s. Rising labour costs have driven the reloca-
tion of a significant share of production from Japan to
overseas. Japan, which has developed high-skilled and
technology-based industries, has expanded production in
ASEAN and transferred their skills and technology in the
process, with important ramifications for the international
division of labour of firms in all countries involved.

In many developing countries, the FDI of multinational
enterprises has become a major source of technology. In
Thailand, where in recent years Chinese, South Korean,
and Japanese direct investment has been concentrated,
the economic growth rate in the 1980s and 1990s has
paralleled that of its more technologically sophisticated
neighbours, such as Malaysia, Singapore, South Ko-
rea, and Taiwan, yet its technological development lags
behind quite significantly (Wang and Chien, 2007). For
Myanmar, Thailand is an important neighbour country in
which Japanese technology transfer has been concen-
trated since the 1980s and accelerated after 2000. Ninety
per cent of automobiles manufactured in Thailand are by
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Japanese car makers and the majority of the first-tier lo-
cal auto parts suppliers are Japanese or from a Japanese
majority. Thus, Japanese technology is likely transferred
through Japanese transplants of automotive industry in
Thailand. '

What will happen after the AEC is completed? Neigh-
bouring major investing countries, such as China, South
Korea, and Japan, will sese ASEAN as a single market.
Thailand will continuously play an important role as a hub
of automobile production in the AEC. Each ASEAN coun-
tries has to find and upgrade its strengths to survive in the
AEC. Countries in the AEC that do not have any specific
strengths face an urgent need to acquire one or more.

Japan’s Investment in Myanmar

The situation of the Japanese investment in Myanmar
was surveyed by the authors from March 2012 to Febru-
ary 2015. The methodology of the survey was mainly an
interview survey by visiting the offices and manufacturing
sites of investors.

The data of Directorate of Investment and Company
Administration in Myanmar (DICA) shows the FDI in
Myanmar in the 2014—2015 fiscal year reached US$ 8
billion in total, double that of the previous year.ii The FDI
from Japan shows a rapid increase from US$ 55 million in
2013-2014 to US$ 85 million in 2014-2015." The break-
down of FDI by sector shows manufacturing in first place
in 2013—-2014, followed by transport and communication.
The 20142015 financial year indicates oil and gas in first
place, followed by transport and communications, and
then manufacturing. "

In the case of Japanese investment, the number of
companies registered at the Japanese Chamber of Com-
merce and Industry Yangon can be used as one indica-
tor. The number of member companies at the Japanese
Chamber of Commerce and Industry Yangon was 60 in

' Sadoi (2010) focuses on the development of technolog-
ical capability and aims to investigate how organisation
capability and human resources have been developed.

" Directorate of Investment and Company Administration,
yearly approved amount of foreign investment by country
(May 2015) and yearly approved amount of foreign in-
vestment by sector (May 2015) http://dica.gov.mm.x-aas.

net/ accessed June 2015

f“ Ibid.

" Directorate of Investment and Company Administration,
op. cit.

the 1996 fiscal year. It had increased to 86 by 1998, but
dropped to 70 in 1999 because of political problems in
Myanmar. The numbers kept dropping for more than ten
years until 2011. Drastic change came in 2012. The num-
ber of companies increased by more than double, from
53 companies in 2011 to 133 by the end of March 2013,
and exceeding 200 at the end of 2014." About half of the
companies are in the distribution and services sectors.
Their investments might be for pre-investment and feasi-
bility study purposes before starting manufacturing plants
in Myanmar. The electronic and automobile industries
are only in imports and distribution centres.

Japanese manufacturers are interested in investing
in Myanmar in order to search for a better location with
lower labour costs. Myanmar has some of the lowest
wages among Asian countries, so small- and medium-
sized enterprises (SMEs) are quickly relocating their
production sites. Many of them are in the labour-intensive
garment industry. For the electronic and automobile in-
dustry, where most of the players are large corporations,
entry speed is rather slow. However, they are setting up
their distribution centres and service centres as an initial
phase.

The opening of Thilawa Special Economic Zone (SEZ)
is accelerating the investment of Japanese manufactur-
ing firms in Myanmar. A consortium made up of Mitsubi-
shi Corporation, Marubeni Corporation, and Sumitomo
Corporation joined forces with Myanmar Thilawa SEZ
Holding Public Limited on 11 January 2014 to established
Myanmar Japan Thilawa Development Ltd. (MJTD).
MJTD has been developing the 396 hectare ‘Class-A
area’ of the Thilawa Special Economic Zone in Myanmar,
which opened in the middle of 2015.”" As of March 2015,
40 companies had decided to invest in Thilawa.”

In the case of automobile manufacturers in Myanmar,
Japan has a long history after WWII. From 1962 to 1988,
Mazda and Hino contributed their automobile technology
to Myanmar Automobile and Diesel Engine Industries
(MADE) as an import substitution industrialisation policy
of Myanmar under the social planned economy as a part

" JETRO News 2015 Dec. 15 https://www.jetro.go.jp/
biznews/2014/12/547e7c24e0da8.htmlews accessed
June 2015

" Mitsubishi Cooperation Press Room May 19 2014
http://www.mitsubishicorp.com/jp/en/pr/archive/2014/
htm!/0000024792.html, accessed march 2015

Y Author interview at Thilawa, February 2015
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of the compensation for WWII. However, following the
introduction of Myanmar’s open market policy in 1988
MADE stopped production. From 1998, MADE again
started production based on the strict control of imports.
At that time, MADE, SPA, and Suzuki established Myan-
mar Suzuki and produced the Wagon R locally. However,
it was difficult to import knock-down parts from Japan,
and Myanmar Suzuki stopped production in 2010 and
closed the company."”

The situation has changed in Myanmar since the open
policy in September 2011. Suzuki again started produc-
tion and is planning to open a new production site in the
Thilawa industrial area. As of February 2014, during the
authors’ survey, the production volume of Suzuki was still
small, at about 300 vehicles per month. However, Suzuki
reemployed most of the former employees of Myanmar
Suzuki and trained them using the Japanese HRD sys-
tem. There is no automated production system that helped
workers to develop their skills on the job training. The
Japanese managers highly value the reemployed work-
ers’ loyalty and working attitude towards skill formation.

In summary, Japanese technology transfer has just
begun in Myanmar. Except for the case of Suzuki, most
Japanese manufactures are still waiting to start big in-
vestment by setting up small operations to conduct feasi-
bility studies and check opportunities.

3. The Human Resource Development (HRD) System
in the Manufacturing Industry in Myanmar

This section aims to analyse the situation of the HRD
system in the manufacturing industry in Myanmar in
terms of historical perspectives and the current situation.
Technical Vocational Education and Training (TVET) is
one of the six focal areas of the Comprehensive Educa-
tion Sector Review (CESR) of Myanmar due to its impor-
tance for raising the country’s overall level of social and
economic development by producing highly competent
skilled labourers. The state vocational education and
training institutions are in urgent need of their capabilities
being upgraded to meet the demand for skilled workers
and technicians in developed technological industrial
areas. This section provides an overview of the TVET
sector and major government TVET institutions in the
engineering field.

Y Authors’ interview survey in Yangon, February 2014

Before WWII, technicians and skilled workers in Myan-
mar were mainly brought in from India and worked for
the existing industries. After WWII, they went back to
their countries and there was a shortage of skilled work-
ers, craftsmen, mid-level technicians and engineers in
the country. To address this shortage, the Department
of Technical, Agricultural and Vocational Education was
established under the Ministry of Education (MoE) and
has been involved in the provision of TVET for many
years. Many high schools, colleges, and universities
were opened to provide agricultural, technical and voca-
tion education. By the 1970s, many foreign students from
neighbouring countries had studied in Myanmar, which
provided the best TVET institutions in the South East
Asian region. The quality of education, however, has
gradually decreased due to changes in the social envi-
ronment.”

After the opening of the Myanmar economy in 2011,
the pace of reform and the growth in FDI, privatisation
schemes, and the creation of industrial parks and special
economic zones has accelerated. To keep up with the
fast-developing economy, education in Myanmar is en-
tering a major transition period. Rapid reforms have been
undertaken by the new administration after the shift in
power from the military regime towards a democratic one
in 2011.

The opening-up of Myanmar’'s economy has meant a
boom in the demand for a qualified and skilled workforce,
highlighting the importance of government-led TVET.

The structure of TVET is as shown in Figure 1, TVET
has four major passes (1)—(4) involving many ministries."

(1) Four different formal types of institutions under
the auspices of the Ministry of Science and Technology
(MoST): Government Technical High Schools (GTHSSs);
Government Technical Institutes (GTls); Government
Technical Colleges (GTCs); and Government Techno-
logical Universities (TUs).

(2) TVET offered by different types of institutions of
another thirteen (13) ministries, among them: the Minis-
try of Industry; the Ministry of Agriculture; the Ministry of
Environmental Conservation and Forestry; the Ministry of
Social Welfare; the Ministry of Co-operatives; the Minis-

* JICA, PADECO Co., Ltd., IC Net Limited: Data Collec-
tion Survey on the Education Sector in Myanmar Final
Report, 2013

* Ibid.
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Figure 1 Structure of TVET in Myanmar 2012
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try of Hotels and Tourism; the Ministry of Education; the
Ministry of Border Affairs; the Ministry of Transport; the
Ministry of Culture; and the Ministry of Sports.

(3) Vocational training offered by the Ministry of La-
bour, Employment and Social Security (MoLESS), which
consists of short courses conducted at one of their three
skill development centres or in companies.

(4) Vocational training provided by private training pro-
viders such as the Swiss-supported Centre for Vocational
Training (CVT) in Yangon. In addition, it is assumed that
many (medium- and large-scale) enterprises will conduct
some sort of on-the-job skills training and upgrading,
possibly in the form of unregulated apprenticeships.

The TVET System in Myanmar is rather fragmented.Xi
An agreed-upon definition and nomenclature for what is
internationally understood as TVET is not in place. The
demarcation between post-primary TVET and higher
education under MoST is not in line with international
practices. An overarching TVET policy has not been de-
veloped to date.

There has been little coordination and co-operation

“ Ibid.

among the many ministries involved. The TVEC, affiliated
with the Myanmar Education Council, is only supervising
the formal TVE of the MoST. Stakeholders of the non-
public/private sector of the economy (employers, em-
ployees) and of other sections of civil society are not rep-
resented in the TVEC. Co-operation between ministries,
the employment sector, and other important civil society
institutions has only taken place to some extent at NSSA
under the MoLESS since 2007.

Thus, TVET in Myanmar faces several challenges.Xii
Firstly, training is disparate and managed across many
government ministries. Secondly, TVET in Myanmar has
not had strong links with private industry and businesses,
meaning that training is not always aligned with the require-
ments of the job market. Thirdly, infrastructure is a major
problem, and there is a lack of technology, equipment, and
well-trained teachers. This has resulted in a lack of trust in
the programmes and qualifications that are on offer.”

The Education Structure of Myanmar TVET is sum-

“" Myanmar Times, May 18 2015, Better skills in a land of
entrepreneurs
“"Myanmar News, 2015
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Figure 2 Education Structure of TVET in Engineering

Basic Education

| :
Age 5+ 6+ 7+ 8+ 9+ 110+ 11+ 12+ 13+i14+ 15+

Grade 1 2 3 4 5!6 7 8 9:10 11

DO00CO00000

Primary(5) Middle(4) : High(2)

(By 2011-2012 AY)

L GTHS(2) |

(From 2012-2013 AY)

Source: JICA 2013 P.88

marised in Figure 2. According to JICA 2013, graduates
of middle schools are able to enter GTHSs instead of
entering ordinary high schools in the formal education
system. Graduates of GTHSs with good performance are
eligible to attend AGTI diploma courses at higher TVET
institutions under the Department of Technical and Voca-
tional Education (DTVE), such as TUs. In the formal ba-
sic education path, students that pass the matriculation
examination can have diverse options to study at both
professional universities and non-professional universi-
ties. However, qualified GTHS students have access to
AGTI courses and are not entitled to enter other higher
education institutions. After the completion of AGTI, ex-
cellent students are able to enter higher degree courses
which are the Bachelor of Technology (B.Tech) to be a
technician and Bachelor of Engineering (B.Eng) to be
an engineer. If higher degree courses are not offered at
the same institution, students transfer to other TUs in the
same region/state.”

“JICA, PADECO Co., Ltd., op. cit.

Exam B.A, B.Sc (3) | Master! PhD

Higher Education
(Arts&Science, Economics etc)

16+ 17+ 184119+ 20421+ 22+ 23+ 24+ 25+

12 13 14:15 16:17 18 19 20 21

O—O0O00000000

* Schooling year vary
based on the field of
education

@ | @~

.......................................................

i AGTI(2); BTec(2); B.EIM.E(2): PhD

P A 1 B~)
----- OO0O0
AGTI(3) | 'BTec(2) , :
-000000000
B.E(4) M.E(2) 'PhD(3~)

L GTI (up to AGTlor B.Tec) !
! GTC[upto B.Tec or B.E) -
| TU (up to B.E) :
i Technological University (Yatanarpon Cyber City)
E (Continuouseducation at B.E)

i YTU and MTU offers postgraduate degrees

The recent reform in the structure of higher education
of the MoST states that from the 2012-2013 academic
year AGTI courses increased to three years long. B.Tech
courses became two years long and B.E courses be-
came four years long. Therefore, B.Tech and B.E course
are completely separated. Following this change, there
is only one TU in each state/region that is able to offer
the B.E course. In addition, the TVET institutions under
the Department of Advanced Science and Technology
(DAST) of MoST are the four Technology Universities, an
Aerospace Engineering University, and 25 Universities
of Computer Studies. DAST selected four universities as
Centres of Excellence (CoEs). CoEs offer six-year B.E.
degree programmes to train students who passed the
matriculation examination with 450 marks and above.
Prior to this CoE programme, since 2010 a Technology
University (Yatanarpon Cyber City) under DTVE offered
a five-year 32 B.E course emphasising the ICT sector.

The number of students in each study field and institu-
tion in 2011-2012 is shown in Table 1. The number of
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Table 1 Number of Students in Each Study Field and Institution (2011-2012)

Study field TU GTC GTI GTHS Total

Civil Engineering 20,915 1,611 1,782 0 2.4308

Electronic Engineering 11,208 966 i 0 1,2551

Electrical Power Engineering 11,126 1,050 1,432 0 1,3608

Mechanical Engineering 14,197 1.150 1,600 0 1,6947

IT/ICT 3,056 co k] 32 0 3,487

Mechatronic Engineering 2,466 0 28 0 2,494

Metallurgical Engineering 143 0 0 0 143

Chemical Engineering 683 0 0 0 683

Architectural Engineering 1,213 0 0 0 1,213

Petroleum Engineering 522 0 0 0 522

Textile Engineering 276 0 0 0 276

Mining Engineering 214 0 0 0 214

Biotechnology 1597 0 0 0 197

Nuclear Technology 101 0 0 0 101

Electronic Technology 0 0 0 391 391

Machining Technology 0 0 0 339 339

Building Technology 0 0 0 1,048 1,048

Building Services Technology 0 0 0 36 36

Auto Mechanics Technology 0 0 0 695 695

Electrical Technology 0 0 0 448 448

Metal Process Technology 0 0 0 70 70

Total 66,317 5,176 5,251 3,027 9. 711

Source: JICA 2013
Table 2 Number of Students and Completion Rate in Each Grade (2011-2012)

Institut | AGTI(1%) AGTI(2™) B.Tec(1*) B.Tec(2") B.E(I*)
ions | Taken | Passed | Taken | Passed | Taken | Passed | Taken | Passed | Taken | Passed
TU 18812 | 58% | 12515 | 75% 9459 79% | 6986 86% 7641 63%
GTC 2386 64% 1667 75% 1097 88% 543 89% 654 57%
GTI 1832 68% 1147 74% 540 85% 436 91% 0 0%

Total | 23030 [ 60% | 15329 | 75% | 11096 | 81% | 7965 87% 8295 62%

Source: JICA 2013

TUs is the largest. The gap in enrolment numbers be-
tween TUs and other institutions is large. Table 2 shows
the completion rate in each grade.

Table 3 shows the number of teachers at the TVET in-
stitutions. As shown in the Table, the MoST had a higher
number of teaching staff in TU for Civil Engineering,
Electronic Engineering, Electrical Power Engineering,
and Mechanical Engineering.” TUs have the greatest
number of teachers among the institutions. On the other

“Ibid.

hand, less than half the teachers teach engineering sub-
jects in GTHSs. The majority of teaching staff in GTHSs
teach ordinary academic subject. At TU, GIC, and GTI,
one third of teachers teach academic subjects and these
subjects are taught in one third of the schedule.

According to the MNPED 2011, only 5.9% of total em-
ployment is in the manufacturing industry while 50.2% is
in the agricultural sector in Myanmar. There is large room
to increase the amount of employment in the manufactur-
ing industry.
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Table 3 Number of Teachers in TVET Institutions (2011-2012)

Special field of study Ordinary/Academic subject | Total
TU 2,091 959 3,050
GTC 142 75 217
GTI 311 182 493
GTHS 464 531 995
Total 3,008 1,747 4,755

Source: Milio, S. et al. (2014)

Figure 3 Supply and Demand of the Workforce in Myanmar 2030
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Based on the methodology developed for a McKinsey
Global Institute (MGl) study on global labour markets," McK-
insey estimated that the number of semiskilled and skilled
workers in Myanmar could potentially double from roughly 6
million in 2010 to 12 million in 2030. On the other hand, they
also estimate that the demand for skilled and semi-skilled
workers will be around 26 million in 2030 (See Figure 3).

This section provided an overview of the TVET sector

“Chhor, H., Dobbs, R., Hansen, D. N., Thompson, F.,
Shah, N., and Streiff, L. (2013) Myanmar’s Moment:
Unique Opportunities, Major Challenges. McKinsey
Global Institute.

and major government TVET institutions in the engineer-
ing field. There is no central body or major institution
which controls the entire TVET sector in Myanmar, and
many ministries supervise TVET institutions in their re-
spective fields. This is one of the important characteris-
tics of the TVET sector in Myanmar, but at the same time,
it will be a major institutional problem for human resource
development in Myanmar.
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4. The Case of the Myanmar—Japan Centre for Human
Resource Development (HRD)

In this section, the case of the Myanmar—Japan Cen-
tre (MJC) is studied from both perspectives, as a role of
Japan in HRD and as a role of the TVET institution in
Myanmar. The MJC was established with the agreement
of both Myanmar and Japan in 2013 with the purpose of
HRD in the fields of industry and commerce, as well as
to build stronger ties between Myanmar and Japan. The
MJC is supervised by the Ministry of Commerce (MoC)
and implemented jointly by the Republic of the Union
of Myanmar Federation of Chamber of Commerce and
Industry (UMFCCI) and the Japan International Coop-
eration Agency (JICA). The MJC aims to train middle
management and executive group as the core target.
The MJC provides educational preparation for careers in
business leadership, such as functional knowledge, prac-
tical management skills, and the ability to identify and
analyse problems from multiple perspectives by using a
variety of approaches.

The organisation of the MJC is as shown in Figure

4. The director, who is one of the vice presidents of
UMFCCI, and two JICA experts, the chief advisor and
project coordinator, lead the national staff to operate
the activities of the MJC. There are two divisions in the
MJC: the Business Course Division and the General Af-
fairs Division. The Business Course Division implements
MJC Courses and MJC Seminars and the General Af-
fairs Division operates Human Resources, Accounting,
Procurement, and Administrative issues. There are 13
Myanmar staff members in the MJC. As the centre for
human resources development, the MJC has provided
business courses and seminars since 2013.

The core target of the MJC is middle management and
executives, including engineers. The MJC is divided into
the business courses broadly: (1) The MJC’s core train-
ing courses include general courses for managers and
special courses for entrepreneurship and owners; (2)
Custom-made courses for the individual needs of compa-
nies; (3) Consultancy services for individual companies
(upon request); and (4)Special seminars and workshops,
as shown in Figure 5.

There are four kinds of MJC Courses, (1) General

Figure 4 Organisation Chart of the MJC
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Source: Myanmar Japan Centre

Business Courses (2) Special Business Courses (3) Na-
tional Instructor Courses, and (4) Original Courses, as
shown in the Table 4.

For General Business Courses, based on the main
purpose of the MJC, Japanese experts assisted by
Myanmar assistant lecturers and interpreters provided 34
business courses at the MJC in Yangon and Mandalay.

There are 1,048 participants in all courses, and types of
industry (Table 5), participants by department (Figure 6),
and participants by position (Table 6) are shown below.
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Table 4 MJC Business Courses

Course Class Participants
Knowledge Management 2 54
Human Resource Management 2 54
Business Plan Development 3 108
Financial Management 2 62
Financial Accounting 1 19
Communication Skills 2 53
Project Management 3 115
Strategic Marketing 3 104
MJC Business Ethics 1 24
Courses General Gourses Business Plan Development (Mdy) 2 39
Japanese Style Management (Mdy) 2 47
Marketing for Service Business 3 72
Leadership & Organisation Management 1 40
Human Resources & Leadership — Adv 1 28
Human Resource Management (Mdy) 2 82
Project Management (Mdy) 2 73
Marketing for Service Business (Mdy) 2 74
Sub Total | 34 1,048
— Entrepreneur Course / Case Study 7 112
— Tailor Made Course 5 120
Special Courses
— Networking Course 1 38
Sub Total | 13 270
— Human Resource Management 1 37
— Business Plan 1 37
National Instructor i
Courses — Marketing 1 37
— Communication Skills 1 37
Sub Total | 4 148
— Practical Tour Guide Training 1 36
Original Courses — Global HR Training for Japanese Companies | 1 2
Sub Total | 2 38
One-day Seminar Regional Seminar... 9 393
MJC Special Seminar/ | KEIDANREN Seminar, Capital Market Seminar, 9 662
Seminars Joint Seminar Business Law / Collaboration with JDS, TTI, etc.
Sub Total | 18 1,055
TOTAL 71 2,559

Source: Myanmar Japan Center
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Figure 5 Targets and Courses of the MJC
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Table 5 Types of Industry and Number of Participants (2013)

Table 7 Participants by Industry

The MJC provided special courses, such as the En-
trepreneur Course, Case Study, Tailor-made Course,
and Networking Courses in Yangon and Mandalay in
the 2014 financial year. Participants of the entrepreneur
courses and case study by industry, department, posi-
tion, and age range are shown in Table 7, 8, 9, and 10,
respectively.

Participants Type of Industry Participants | Per cent
Services 498 Services 53 47.32
Engineering 12 Construction 12 10.71
Construction 63 Manufacturing 23 20.54
Manufacturing 162 Trading 24 21.43
Trading 313 Total 112 100.00
Total 1,048
Table 8 Participants by Department
Table 6 Participants by Position Department Participants | Per cent
Position Participants | Per cent Admin 13 11.61
Owner/CEO 303 28.91 Sales & Marketing 7 6.25
General Manager 41 3.91 Accounting & Finance 6 5.36
Manager 213 20.32 Human Resources De- 5 179
Professional / Technical 164 15.65 partment
Assistant Manager 08 9.35 Production 4 3.57
Others 229 21.85 Others 14 12.50
Total 1,048 100.00 No Department 66 58.93
Total 112 100.00
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Table 9 Participants by Position

Position Participants | Per cent

Owner / CEO 64 57.14
General Manager 7 6.25
Manager 15 13.39
Professional/ Technical 18 16.07
Assistant Manager 4 3.57
Others 4 3.57
Total 112 100.00

Table 10 Participants by Age Range

Age Range Participants | Per cent

=<25 10 8.93
26-35 60 53.57
36-45 29 25.89
46-55 8 714
56 over 5 4.46
Total 112 100.00

Table 11 Overview of MJC Business Courses

Participants | Per cent
Excellent 397 44.3
Good 447 49.8
Fair 41 4.6
Poor 4 0.4
Very Poor 2 0.2
No response 6 0.7
Total 897 100.0

As shown in general business courses and special
courses, participants from the manufacturing industry
make up 10-20% of the total participants, while services
make up nearly 50% and trading makes up 20-30%. Cur-
rently, the number of participants from the manufacturing
industry is still low, but the demand is increasing due to
the recent increase in investment. As for participant posi-
tions, owners and CEOs are the highest, but technical
professionals are about 15%. The majority of participants
are between the age of 26 and 35. Overall, 94% of par-
ticipants evaluated the course as excellent or good, as
shown in Table 11.

5. Conclusion

Myanmar has just started its industrialisation process
and has implemented several policies to enhance the up-
grading of human resources in industry. FDI in the manu-
facturing industry is increasing as well as the demand for
high-skilled human resources. However, the supply of
high skilled workers, technicians, and engineers is lag-
ging behind.

First, this paper explained the Japanese case of HRD
from the initial phase of skill formation as the basic structure
of building practices for skill- and technology-based indus-
trialisation. The state policies on company-based schools
for technology and training systems developed core techni-
cians and engineers who played an important role in the
post-WWII recovery and rapid industrial development in
key industries. It succeeded in sharing the common value
of the importance of skill and technology in industries, from
top management to engineers and workers.

Figure 6 Participants by Department
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Based on the Japanese development path, since
the 1980s Japan has been transferring these values to
Asian countries through technology transfer. Japanese
technology and values have been transferred to ASEAN
countries and are currently being transferred to Myanmar
directly from Japan and indirectly through those ASEAN
countries.

The second section of this paper examined the HRD
system in the manufacturing industry in Myanmar, fo-
cusing on TVET system. Under the reform process
implemented by the Myanmar government, TVET is con-
stituted by too many institutions, ministries, and private
sectors. There is no central or major institution controlling
the entire system and restructuring major targets to meet
the industrial needs and demands of Myanmar’s devel-
opment.

The third section examined the case of the Myan-
mar—Japan Centre as the Japanese HRD practice in
Myanmar. The MJC courses focus on management and
provides a variety of courses for owners, managers, and
engineers in various industries. Although the MJC of-
fers management courses and a few technical courses,
Japanese management courses include content on the
management of technology. Business courses for top
managers are important in the beginning because those
managers are the ones that will enhance company poli-
cies towards skill- and technology-based industries.
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Abstract

In this study, | consider the process of development of the finance business in Nepal. The reinforcement of financial institutions is being

promoted as a national policy in this country. Although Nepal is a small country, the loan outstanding and the deposit outstanding as a
percentage of GDP of its commercial banks is at the same level as for commercial banks in the United States. On the other hand, more
than half of the Nepalese population does not have a bank account. Additionally, there are many microfinance organizations in the coun-
try. Even though the country’s banking sector grew rapidly, it is believed that banking transactions are not accessible to individuals and

small and medium enterprises.

This study of banking in Nepal, which is an Asian developing country, reconsiders the role that commercial banks should play. Even

though the analysis focuses on banking in Nepal, this study provides a general discussion of the essence of banking.

KEY WORDS : Commercial Bank, Financial Inclusion, Unsecured Loan, Personal Loan

1. Introduction

In recent years, the world is becoming increasingly
financially globalized. However, many people in develop-
ing countries do not perform modern financial transac-
tions or have bank accounts. Therefore, in many coun-
tries, basic financial transactions are being promoted
for the poor. For example, microcredit, which entails
extending small loans to the poor who are not targeted by
conventional financial institutions, has been encouraged
in Bangladesh1. Additionally, financial inclusion to pro-
mote financial transactions among the poor in developing
countries is discussed in international conferences such
as the G20 Summit (Summits on Financial Markets and
the World Economy)z.

As for most Asian developing countries, production

' As for microcredit, small and unsecured loans have
been extended to the poor since the 1970s, and it con-
tributed to improving the life of the poor. Grameen Bank
and its founder M. Yunus who promoted such an initiative
won the Nobel Peace prize in 2006.

2 The G20 committed to improving access to financial
services for the poor, according to the Pittsburgh sum-
mit leaders’ statement in September 2009. Thereafter, a
principle for innovative financial inclusion was made by
Toronto Summit of June 2010 afterwards.

activity and consumer spending has escalated economic
development remarkably in recent years. The expan-
sion of the economies of Asian developing countries is
important for the growth of the world economy when the
economic growth rate of developed countries fails to
increase. Progress of financial transactions is indispens-
able for the development of economies of developing
countries. In this study, | consider the development pro-
cess of the finance business in Nepal. In this country, the
reinforcement of financial institutions is being promoted
as a national policy. Nepal is a small country, but the loan
outstanding and the deposit outstanding as a percentage
of GDP of its commercial banks is already at the same
level as that of the United States. Though the banking
sector of Nepal has grown rapidly, it is believed that
banking transactions are not accessible to individuals
and small and medium enterprises3. | consider the role of
banks by exploring the extended process of the develop-
ment of banking in Nepal, which is a developing country.
Through the exploration of the development of banking in
Nepal, | suggest roles banks play these days.

® Similar indication is seen in the IMF report. Please re-
fer to International Monetary Fund (2014) “Nepal, 2014
Article IV Consultation,” IMF Country Report, No.14/214,
International Monetary Fund, Washington, D.C., July,
pp.9-10.
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Table 1. Nepal’s population, GDP, and bank-affiliated characteristics (2013)

Index Unit Nepal Bangladesh Japan us.

Population Millions 27.8 156.6 127.3 316.7
GDP, current prices U.S. Billion dollars 19.2 161.8 4919.6 16,768.1
GDP per capita, current prices U.S. dollars 692 1,033 38,633 52,939
Percent change of GDP, constant prices % 3.9 6.1 1.6 2.2
Number of Banks 31 56 116 5877
Number of bank branches 1,486 8,685 13,337 82,860
Number of banks per 1 million persons 1.1 04 0.9 18.6
Deposits U.S. Billion dollars 11 81 6,410 10,396
Deposits / GDP, current prices 0.6 0.5 1.3 0.6
Loans U.S. Billion dollars 8 61 4347 7,252
Loans / GDP, current prices 04 0.4 0.9 04

Note: Reporting year of Nepal is Fiscal year, which ends on July 15th, 2013. Population of Nepal is based on IMF staff estimates. Deposits and Loans

are converted to U.S. dollars using July 2013 exchange rates.

Source: International Monetary Fund, World Economic Outlook Database, April 2015, Nepal Rastra Bank (2014) “Banking and Financial Statistics,” Nepal
Rastra Bank, Bank and Financial Institution Regulation Department, Statistics Division, No.60, Mid—July, p.2, Nepal Rastra Bank (2014) “Financial
Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, p.51, Nepal Rastra Bank (2013) “Financial Stability Report,” Nepal
Rastra Bank, Central Office, Baluwatar, Kathmandu, July, pp.123-124, Bank of Japan, Time—Series Data Search, Deposit and Loans Market, Bangladesh
Bank (2014), Annual report July 2013-June 2014, pp.33-35, Japanese Bankers Association, Financial Statements of All banks.

2. Characteristics of Nepal’s Financial Sector

2.1. Economy and banking system

First, | discuss the economic conditions. Nepal is
among the least developed countries in the world, as its
development has been delayed as compared to other
developing countries’. Table 1 compares the population,
GDP, and the bank-affiliated characteristics of Nepal with
Bangladesh, which is also a least developed country,
and with developed countries like Japan and the United
States. The population of Nepal in 2013 was 28 million.
With a GDP of 19 billion dollars, and per capita GDP of

* Among developing countries, the Least Developed
Countries (LDCs) are countries that are particularly
delayed in their development, as designated by resolu-
tion by the U.N. General Assembly after deliberation by
the U.N. Economic and Social Council based on criteria
recommended by the U.N. Committee for Development
Planning. The specific criterion for inclusion in the list of
LDCs includes a GDP per capita of less than $992. As
of December 2012, 49 countries worldwide were des-
ignated as LDCs (34 countries in Africa, 9 in Asia, 5 in
Oceania, 1 in Latin America). In Asia, the LDCs are Ne-
pal, Afghanistan, Bangladesh, Bhutan, Cambodia, Laos,
Maldives, Myanmar, and Yemen. Please refer to Ministry
of Foreign Affairs data (http://www.mofa.go.jp/policy/un/
ldc/q&a/).

692 dollars, the scale of Nepal’s economy is small’.

Next, | discuss the bank-affiliated characteristics. The
number of the commercial banks in Nepal was 31 in
2013°. The number of banks per 1 million population was
1.1, which exceeds that of Bangladesh (0.4) and Japan
(0.9) (Table 1). The total deposit balance of Nepal’s com-
mercial banks was 11 billion dollars in 2013. The ratio
of the deposit balance to the nominal GDP was 0.6 for
Nepal, which exceeds the ratio for Bangladesh (0.5), and
is the same as that of the United States (0.6) (Table 1).
Furthermore, the total loan balance of these commercial
banks was 8 billion dollars in 2013. The ratio of loan
balance to the nominal GDP was 0.4 in Nepal, which
was the same as the ratio in Bangladesh and the United
States (Table 1).

It is clear from Table 1 that there is no great difference
between Nepal, and Japan and the United States, which
are developed countries in terms of the number of banks

® As | pointed it out in the Introduction, the GDP growth
rate in Nepal and Bangladesh exceed that of Japan and
the United States, and it is important for global economic
growth. However, the major earthquake in April 2015 has
generated concern about economic growth in Nepal.

® Although there are other financial institutions that have
deposits in Nepal, | list only the 31 authorized ones as
commercial banks here.
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Figure 1. Increase in Nepal’s migrant workers and remittances (1996-2013)
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Source: Created from Embassy of Japan in MNepal (2014) “Report of Nepal Economy 2014 Embassy of Japan in

MNepal, June, p10.

per capita and the ratios of deposit balance and loan bal-
ance to GDP. Therefore, it can be said that the banking
sector in Nepal is developing quantitatively.

How does the banking system penetrate the life of the
people? The number of bank accounts in Nepal in 2013
was approximately 11.4 million. Only 41% of total popula-
tion has bank accounts’. In addition, the number of debit
card issued was approximately 3.58 million in 2013. Only
13% of total population has debit cards’.

It is characterized in Nepal that many of the Nepalese
population go to work to other countries. Agriculture ac-
counts for about 40% of the GDP and more than 60% of
the working population is engaged in agricultureg. Since

” Please refer to Nepal Rastra Bank (2013) “Financial
Stability Report,” Nepal Rastra Bank, Central Office,
Baluwatar, Kathmandu, July, p.34. It is believed that the
percentage of the population that has a bank account
is lower because an individual or a company may have
plural bank accounts.

8 Many banks in developed countries issue bankcards,
which give consumers a debit function, at the time of
opening of a new bank account.

° Please refer to Embassy of Japan in Nepal (2013)
“Report of Nepal Economy 2013,” Embassy of Japan in

the economy depends on agriculture and tourism, other
industries did not develop as well. Therefore, some work-
ers go to foreign countries such as India. Figure 1 shows
the number of migrant workers and the remittances that
they send. More than 400,000 Nepalese workers emi-
grated to foreign countries from Nepal, and they remitted
435 billion rupees (approximately 4.6 billion dollars based
on conversion rate 1 dollar = 95.24 rupee) in 2013. In
recent years, the ratio of remittances to GDP was higher
than 20%, and it can be said that the life of the average
Nepalese depends on the remittances sent by migrant
workers. The remittance from the foreign countries must
depend on a remittance supplier if migrant workers do not
have a bank account. The overseas remittances are used
frequently in developing countries, but remittance fees
are usually highm. One of the reasons for the promotion

Nepal, May, pp.6—7.

"“Walmart introduced low fee structure for transferring
money from April 2014. Money transfer fee is $4.5 for
transfers of up to $50, and $9.5 for transfers up to $900.
For example, when a customer transfers $100, transfer
fee becomes 9.5% of the amount of money transferred.
The money transfer fee is still high for the migrant worker.
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Table 2. The number of financial institutions in Nepal

Types of Financial

Mid-July, Year

Institutions 1985 [ 1990 [ 1995 | 2000 | 2005 | 2006 | 2007 | 2008 | 2009 | 2010 | 2011 | 2012 | 2013 | 2014
Commercial Banks 3 5 10 13 17 18 20 25 26 27 31 32 31 30
Development Banks 2 2 3 7 26 28 38 58 63 79 87 88 86 84
Finance Companies 21 45 60 70 14 78 11 79 79 69 59 53

Micro-finance

Development Banks 4 1 1

11 12 12 15 18 21 24 31 37

Saving & Credit Co-
operatives (Limited 6 19 20
Banking Activities)

19 17 16 16 15 16 16 15 16

NGOs (Financial

Intermediaries) ! 47

47 47 46 45 45 38 36 31 30

Total 5 7 44 98| 181

193] 208| 235 242 263 272| 265 253 250

Source: Nepal Rastra Bank (2014) “Banking and Financial Statistics,” Nepal Rastra Bank, Bank and Financial Institution Regulation

Department, Statistics Division, No.60, Mid-duly, p.2.

of financial inclusion in developing countries is the high
remittance fee borne by the migrant worker that does not
hold a bank account. As a part of a new trend, communi-
cation service providers, such as mobile phone carriers
have started entering the remittance business.

2.2. Financial institutions in Nepal

Two hundred and fifty financial institutions licensed
by the central bank, Nepal Rastra Bank, were providing
finance business services in Nepal as of 2014. These fi-
nancial institutions can be divided into commercial banks,
development banks, finance companies, micro-finance
development banks, saving & credit cooperatives, and
NGOs based on criteria such as capital adequacy ratio,
depending on a hierarchy (Table 2). A limit is imposed on
the finance business depending on a hierarchy. In addi-
tion to these, financial institutions that provide life insur-
ance are also present in Nepal.

From Table 2, it is clear that the number of the financial
institutions increased rapidly from the late 1990s"'. More
financial institutions have been set up to increase the ac-
cess of individuals and small and medium enterprises in
Nepal. Banks have been encouraged to make loans for
agriculture and energy on a priority basis, as these are
the main sectors in the economy, and are important for

""The reason that the number of the financial institutions
decreases after 2011 is that Nepal Rastra Bank canceled
the authorization of financial institutions which had been
under severe license restrictions except mergers.

infrastructure development. In recent years, banks have
been encouraged to extend more loans to other sectors
other than agriculture and energym. Nepal struggled to
promote economic development financially.

Table 3 compares the asset size of financial institu-
tions in Nepal13. Among the 250 financial institutions that
operated in Nepal in 2014, commercial banks accounted
for 66% of the asset scale (Table 3). When | classify
development banks and finance companies that accept
deposits as commercial banks, the asset scale reaches
82% of that of all licensed financial institutions (Table 3).
In terms of asset size, commercial banks, development
banks, and finance companies are the major financial
institutions in Nepal. In addition, it is highly likely that
commercial banks are highly influential.

3. Expansion and the composition of the portfolio of
Nepal’s commercial bank

3.1. Expansion of commercial banks

Then how did banks in Nepal act? Development banks
and finance companies other than commercial banks ac-
cept deposits and offer loans. The total loan outstanding

'21n 2013, Nepal Rastra Bank required banks to submit a
plan to extend 20 percent of their total loans to productive
sector in the following 3 years. Please refer to Nepal Ras-
tra Bank (2013) “Financial Stability Report,” Nepal Rastra
Bank, Central Office, Baluwatar, Kathmandu, July, p.114.
3The fiscal year ends on July 15 in Nepal.
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Table 4. Loan and deposit outstanding of commercial banks, development banks, and finance companies in Nepal

Table 3. Asset size of financial institutions in Nepal (as of mid-July 2014)

(million rupee, %)

Institutions Asset Share against GDP
ratio
Commercial Banks 1,467,152 65.7 76. 1
Development Banks 255,373 11.4 13.2
Finance Companies 105, 593 4.7 5.5
Financial Co-operatives 21,030 0.9 1.1
Microfinance Development Banks 49, 396 2.2 2.6
Financial NGOS 5,120 0.2 0.3
Employees Provident Fund 170, 639 7.6 8.8
Citizen Investment Trust 54,621 2.4 2.8
Insurance Gompanies 101,097 4.5 52
Postal Savings Bank 1,580 0.1 0.1
Total 2,231,601 100.0 115.7
Source: Created from Nepal Rastra Bank (2014) “Financial Stability Report,” Nepal Rastra

Bank, Central Office, Baluwatar, Kathmandu, July, p.110., Nepal Rastra Bank (2014)

and Financial Statistics

Department, Statistics Division, No.60, Mid-July, p.13

“Banking

Nepal Rastra Bank, Bank and Financial Institution Regulation

(million rupee, %)

Commercial Banks Development Banks Finance Companies Total
Loan to Loan to Loan to
Loans Deposits deposit Loans Deposits deposit Loans Deposits deposit Loans Deposits
ratio ratio ratio

against against

GDP ratio GDP ratio

2001 107,119 181,767 589 1,841 2,196 838 10,865 11,654 932 119,825 2741 195,617 443
02 111,694 185,145 60.3 27,555 24,678 111.7 11,950 13,454 888 151,199 329 223,276 48.6
03 123,211 203,879 604 31,027 28,803 107.7 14474 16,510 87.7 168,712 343 249,192 50.6
04 138,923 233,811 59.4 31,905 29427 1084 17,541 19,392 905 188,369 35.1 282,630 52.7
05 157,199 252410 623 29,894 33958 88.0 21,223 22,342 950 208,316 353 308,709 52.4
06 173,383 291,246 595 31,140 35833 86.9 27,079 24,333 1113 231,602 354 351,411 53.7
07 228,952 337,497 678 15,360 15370 999 35,617 34515 103.2 279,928 385 387,382 533
08 302,913 426,080 711 23,661 25750 919 51,494 52282 985 378,069 46.2 504,112 61.6
09 398,143 563,605 70.6 41,828 48,002 871 59,921 57,073 105.0 499,893 521 668,680 69.7
2010 467,107 630,881 74.0 65,828 76,951 85.5 76,987 77,406 995 609,922 521 785,238 67.1
11 522,853 687,588 76.0 88,923 96,887 9138 87,002 85477 1018 698,779 519 869,952 64.6
12 612,323 867,978 705 100,611 127,300 79.0 66,627 76,116 875 779,561 50.0 1,071,394 68.8
13 748,754 1,020,831 73.3 131,167 160,244 819 65,776 68,982 954 945,697 55.6 1,250,057 73.5
14 891,630 1,204,463 740 161,799 199,933 809 65,832 73,436 89.6 1,119,261 580 1,477,833 76.6

Note: Loans & Advances in Statement of Assets Liabilities are used for Loan in this Table.

Source: Created from Nepal Rastra Bank (2014) “Banking and Financial Statistics,” Nepal Rastra Bank, Bank and Financial Institution Regulation Department,
Statistics Division, No.60, Mid-July, pp.13-15, 63-64, 76-77.

of commercial banks, development banks, and finance
companies increased from 119.8 billion rupees in 2001
to 1,119.3 billion rupees in 2014, at an annual rate of
18.8%. The ratio of loan outstanding to GDP climbed
from 27.1% in 2001 to 58.0% in 2014. The total deposit
outstanding of commercial banks, development banks,
and finance companies increased from 195.6 billion
rupees in 2001 to 1,477.8 billion rupees in 2014, at an

annual rate of 16.8%. The ratio of deposit outstanding to
GDP rose from 44.3% in 2001 to 76.6% in 2014 (Table
4). Therefore, the loan and deposit outstanding largely
increased in Nepal.

Commercial banks operate on an overwhelming scale
as compared to other financial institutions. The loan
outstanding of commercial banks increased from 107.1
billion rupees in 2001 to 891.6 billion rupees in 2014, at
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Table 5. Loans classified by industry of commercial banks, development banks, and finance companies in Nepal

(as of mid-July 2013)

(million rupee, %)

Commercial Banks Development Banks Finance Companies Total

Balance % of total Balance % of total Balance % of total Balance % of total
Agricultural and Forest Related 31,031 41 6,233 47 1,884 2.9 39,148 41
Fishery Related 500 0.1 129 0.1 28 - 658 0.1
Mining Related 3,487 0.5 267 0.2 143 0.2 3,897 0.4
Manufacturing (producing) Related 176,662 9,194 6.9 4,719 7.2 190,575 19.9
Construction 71,713 9.5 15,249 11.5 9,106 13.8 96,067 10.1
Electricity, Gas and Water 18,387 24 2,092 1.6 216 0.3 20,694 2.2
Metal Products, Mach. & Ele. Eqp. 10,044 1.3 2,139 1.6 867 1.3 13,050 1.4
Tras, Com. and public utilities 24,431 3.2 11,223 8.5 5,644 8.6 41,299 4.3
Wholesale and Retail 161,588 21.3 27,071 20.4 9,660 14.7 198,319 20.8
Finance, Insurance and Real Estate 66,141 8.7 12,589 9.5 5,953 9.0 84,684 8.9
Hotel or Restaurant 18,754 25 4,735 3.6 1,599 24 25,087 2.6
Other Services 38,101 5.0 6,295 4.7 2,323 3.5 46,719 49
Consumption Loans 53,755 71 9,767 74 5916 9.0 69,437 7.3
Local Government 1,176 0.2 31 - 48 0.1 1,256 0.1
Others 81,437 10.8 25,717 19.4 17,678 26.9 124,832 13.1
Total loans 757,208 100.0 132,731 100.0 65,783 100.0 955,722 100.0

Source: Created from Nepal Rastra Bank (2013) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, pp.126-127.

an annual rate of 17.7% (Table 4). The ratio of the loan
outstanding of commercial banks to GDP climbed from
24.3% in 2001 to 46.2% in 2014. The deposit outstanding
of commercial banks increased from 181.8 billion rupees
in 2001 to 1,204.5 billion rupees in 2014, at an annual
rate of 15.7% (Table 4). The ratio of the deposit outstand-
ing of commercial banks to GDP rose from 41.2% in 2001
to 62.5% in 2014. Commercial banks occupy most of the
loans and deposits in Nepal.

3.2. The loan outstanding and borrowers of commercial
banks

Led by commercial banks, the total loan outstanding
increased rapidly in Nepal. This raises the question: what
kind of borrowers are recipients of bank loans? Table 5
shows the breakdown of loans extended by commercial
banks, development banks, and finance companies ac-
cording to the type of industry. Banks used to prioritize
making loans for the field of agriculture and energy. In
recent years, banks tend to extend loans for the wider
industry. However, there are very few consumer loans
being extended (consumption loan in Table 5). The loan
composition ratio of consumer loans is 7.1% for commer-
cial banks, 7.4% for development banks, and 9.0% for
finance companies.

Looking at the difference in loan breakdown by finan-
cial institutions, | find that the loan composition ratio for
manufacturing industry was high, with 23.3% of all loans

extended by commercial banks. Commercial banks are
the main lenders to manufacturing related industry. The
loan composition ratio for wholesale and retail was 20.8%
for commercial banks, development banks, and finance
companies, with commercial banks being the predomi-
nant source of the loan outstanding. As far as industrial
development in Nepal is concerned, it is believed that
loans to relatively large companies in the manufacturing
industry are made by commercial banks. On the other
hand, the composition ratio of the loans to the construc-
tion industry is relatively high for development banks and
finance companies. It is possible for development banks
and finance companies to deal with the higher risk loans
as compared to commercial banks.

What are conditions on which bank loans are made
in Nepal? Table 6 shows loans classified by collateral
of commercial banks, development banks, and finance
companies. In addition, total loan outstanding in Table
6 is the same as in Table 5; therefore, all loans are
covered in Table 6. The loan composition ratio of loans
secured by collateral of properties (fixed assets and cur-
rent assets) was 84.9% for commercial banks, 91.8% for
development banks, and 85.2% for finance companies”.

' As for the loan composition ratio by collateral type of
Japanese bank, 19% of loans were secured on the basis
of collateral such as real estate, 81% of loans were not
secured by collateral (36 % were loans secured by a
third party guarantee, and 45% of loans were unsecured
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Table 6. Loans classified by collateral of commercial banks, development banks, and finance companies in

Nepal (as of mid-July 2013)

(million rupee, %)

Commercial Banks Development Banks Finance Companies Total

Balance % of total Balance % of total Balance % of total Balance % of total

Gold and Silver 25,039 3.3 3,364 25 383 0.6 28,786 3.0
Government Securities 2,975 0.4 21 - 8 - 3,004 0.3
Non—Government Securities 4926 0.7 2,018 15 1,275 1.9 8,219 09
Fixed Deposit Receipts 8,102 1.1 1,635 1.2 1,934 2.9 11,672 1.2
Collateral of Properties 642,529 84.9 121,888 91.8 56,032 85.2 820,450 85.8
Fixed Assets 504,288 66.6 121,495 91.5 55,633 84.6 681,416 71.3
Current Assets 138,241 18.3 394 0.3 399 0.6 139,034 14.5
Against Security of Bill 7,675 1.0 21 - 15 - 7,711 0.8
Against Guarantee 18,425 24 2,623 20 700 1.1 21,748 2.3
Credit Card 374 - 0 - 0 - 374 -
Others 47,164 6.2 1,160 0.9 5,436 8.3 53,760 5.6
Total loans 757,208 100.0 132,731 100.0 65,783 100.0 955,722 100.0

Source: Created from Nepal Rastra Bank (2013) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, p.127.

Clearly, bank loans in Nepal are given predominantly
with properties such as real estate as collateral”®. On
the other hand, the composition ratio of the guarantee
loan is very low, at 2.4% for commercial banks, 2.0% for
development banks, and 1.1% for finance companies. In
Nepal’'s society, it is believed that credit does not spread
very much and cash transactions are important. We can
see this from present conditions as the remittances of
the migrant workers. In addition, only commercial banks
provide the credit card transactions (Table 6).

4. Business analysis of commercial banks in Nepal

I mainly examined bank loans in the previous section,
and now analyze the management of Nepal's financial
institutions'®. The profitability of the country’s commercial
banks is very high. Return on Assets (ROA) of com-
mercial banks was 2.04% in 2012, 1.65% in 2013, and
1.44% in 2014 (Table 7), which is higher than the aver-

loans) as of the end of FY2013. Please refer to Bank of
Japan statistics (https://www.boj.or.jp/en/statistics/pub/
boj_st/index.htm/).

SCollateral of properties is often required for SMEs to
obtain loans. However, it is unlikely that these SMEs hold
enough property. Therefore, it is believed that loans are
only extended to some relatively large companies in Ne-
pal.

'*Nepal Rastra Bank, Nepal’s central bank, started pub-
lication of “Financial Stability Report” from 2012, which
calculated the management index of the country’s finan-
cial institutions. Here, | examine the management index
from 2012 based on that report.

age ROA of U.S. banks and that of Japanese banks'". In
addition, Return on Equity (ROE) of Nepal’s commercial
banks was 22.4% in 2012, 16.9% in 2013, and 14.8% in
2014, which is generally higher than that of development
banks and finance companies18 (Table 7), and it exceeds
the average ROE of U.S. banks and that of Japanese
banks as well”’. The ROE level should be examined in
comparison with capital, but regulatory capital ratio to
risk weighted assets is relatively higher at 12.0 % for
commercial banks, 15.6% for development banks, and
15.9% for finance companies in 2014. Looking at ROA
and ROE, the profitability of commercial banks in Nepal
are higher than that of other financial institutions, as well
as that of U.S. and Japanese banks.

Why is it the case that Nepal’s commercial banks are
highly profitable? The largest source of profits of these
banks is interest income earned from deposit and loan
operations. First reason of high profitability is that the
lending rate and net interest margin of these commercial
banks are high. The ratio of net interest income divided
by loan outstanding was 5.2-5.9% for commercial banks,
5.6-5.8% for development banks, and 5.0-5.1% for fi-
nance companies from 2012 through 2014 (Table 7). As

""The average ROA of U.S. banks was 1.06% in 2013
and 1.00% in 2014, and the average ROA of Japanese
banks was 0.37% in FY2013 and 0.33% in FY2014.
®The ROA and ROE of finance companies increased
suddenly in 2014 because of the gain of returning loan
loss provision. | will explain in detail in Table 8.

“The average ROE of U.S. banks was 9.57% in 2013
and 8.94% in 2014, and the average ROE of Japanese
banks was 7.14% in FY2013 and 6.37% in FY2014.
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Table 7. Major index of commercial banks, development banks, and finance companies in Nepal (2012 to 2014)

Commercial Banks

(million rupee, %)

Development Banks Finance Companies

Year (as of mid-July) 2014 2013 2012 2014 2013 2012 2014 2013 2012
Return on Assets 1.44 1.65 2.04 1.37 0.84 1.09 223 0.02 0.22
Return on Equity 14, 16. 22. 11.0 6.4 7.5 18.7 0.2 1.6
Regulatory capital to risk weighted assets 12.0 123 115 15.6 17.8 20.5 15.9 16.1 23.1
Total loans 902,162 757,208 622,576 161,804 132,731 100,505 65,838 65,783 66,650
Net Interest Income 46,586 44532 32,793 9,130 7,630 5818 3,325 3,282 3,344
Net Interest Income/Total loans 52 53 5.6 5.7 58 5.1 5.0 50
Loan to Deposit Ratio 74.9 74.2 71.7 80.9 82.8 79.0 89.7 95.4 87.6
Loan loss provision 8,091 6,871 7,671 2,555 2,998 2,058 1,716 2,398 1,869
Loans written off 270 526 1,556 166 342 52 188 68 62
(Loan loss provision +Loans written off)/Total loans 0.9 15 1.7 25 2.1 2.9 3.7 29
Non—performing loan to total gross loan 29 2.6 4.2 45 49 14.3 16.0 10.7

Source: Created from Nepal Rastra Bank (2014) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, pp.116-121.,
Nepal Rastra Bank (2013) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, pp.126-130., Nepal Rastra Bank
(2012) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, Annex 1-5.

under low interest rates continue throughout the world,
the net interest margin of the 5% is high by global stan-
dards. It is believed that the competition in the loan mar-
ket is insufficient in Nepal. Second reason of high profit-
ability for commercial banks is the small loan loss. The
ratio of loan loss provision including loans written off di-
vided by loan outstanding was 0.9-1.5% for commercial
banks, 1.7-2.5% for development banks, and 2.9-3.7%
for finance companies from 2012 through 2014 (Table
7). The ratio of nonperforming loans to loans outstanding
was 2.9% for commercial banks, 4.2% for development
banks, and 14.3% for finance companies in 2014 (Table
7). Credit costs depend on the degree of taking risk. Loan
to deposit ratio in 2014 was 74.9% for commercial banks,
80.9% for development banks, and 89.7% for finance
companies. This means that finance companies are tak-
ing more risk as compared to commercial banks and
development banks. As credit cost ratio of commercial
banks is controlled and low compared to the net interest
margin, the loan business in Nepal is highly profitable
which leads to high profits for commercial banks that
originate them™.

®NPL ratio of commercial banks decreased from 28.7%
in 2003 to the current level. NPL ratio of large banks such
as Nepal Bank and Rastriya Banijya Bank was higher
than 60% in 2003 and the variation in NPL for individual
banks is substantial. Please refer to Nepal Rastra Bank
(2014) “Banking and Financial Statistics,” Nepal Rastra
Bank, Bank and Financial Institution Regulation Depart-

The high profitability of the loan business can also
be seen from the income statement. The main source
of profit for Nepal's banks is interest income (Table 8).
Here | compare the ratio of the expense item to the gross
income based on data for 2013 and 2014. The other
expense ratio was 32.5-32.8% for commercial banks,
37.1-40.7% for development banks, and 38.0-51.5% for
finance companies from 2013 through 2014. Clearly, the
other expense ratio of commercial banks was the lowest”'
(Table 8-1, 8-2). Examining the breakdown of expenses,
the ratio of employee expenses of commercial banks
are higher, but the ratio of office operating expenses of
commercial banks are not very different from that of de-
velopment banks and finance companies. On the other
hand, the biggest difference in the expense ratio is due
to credit cost. The ratio of loan loss provision including
loans written off to total income was 6.7—7.1% for com-
mercial banks, 9.4-13.0% for development banks, and
18.1-17.0% for finance companies from 2013 through
2014 (Table 8-1, 8-2). It is believed that the lower burden
of credit cost is the reason for the high profitability of
commercial banks.

ment, Statistics Division, No.60, Mid-July, pp.19-20.

' The profitability of finance companies was high in 2014
because other income increased due to returning loan
loss provision. Moreover, the other expense ratio of fi-
nance companies largely decreased from 2013 through
2014.
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Table 8-1. Profit and loss statement of commercial banks, development banks, and finance companies in Nepal
(as of mid-July 2013)

(million rupee, %)

Commercial Banks Development Banks Finance Companies Total
% of total % of total % of total % of total
income income income income
Total Income 111,369 100.0 25,659 100.0 14,562 100.0 151,590 100.0
Total Expenses 83,260 74.8 22,957 89.5 14,062 96.6 120,280 79.3
Interest Income 90,919 81.6 20,150 785 9,845 67.6 120,914 79.8
Interest Expenses 46,387 41.7 12,520 48.8 6,563 45.1 65,470 432
Net Interest Income 44,532 400 7,630 29.7 3,282 225 55,444 36.6
Commission/Fee 9,482 85 803 3.1 154 1.1 10,439 6.9
Commission & Discount 6,347 5.7 714 2.8 153 1.0 7214 48
Income From Exchange Fluctuation 3,135 2.8 89 0.3 2 - 3,226 2.1
Other Income 10,968 9.8 4,706 18.3 4,562 31.3 20,236 133
Provision Written Back 4,666 42 1,841 7.2 1,825 125 8,332 55
Other 6.302 5.7 2,864 11.2 2,738 18.8 11,904 7.9
Total Income excluding Interest expenses 64,981 58.3 13,139 51.2 7,999 549 86,119 56.8
Commission/Fee Expenses 378 0.3 5 - 3 - 385 0.3
Other Expenses 36,495 328 10,432 40.7 7,497 51.5 54,424 35.9
Employee Expenses, Provision for Staff Bonus 15,620 14.0 2,264 8.8 951 6.5 18,836 12.4
Employee Expenses 13,239 119 1,944 76 787 54 15,970 10.5
Provision for Staff Bonus 2,382 21 321 1.2 164 1.1 2,866 1.9
Office operating Expenses 10,545 9.5 2,714 10.6 1,459 10.0 14,717 9.7
Loan loss Provision 6,871 6.2 2,998 11.7 2,398 16.5 12,266 8.1
Loans written off 526 05 342 1.3 68 05 935 0.6
Others 2,934 26 2,114 8.2 2,621 18.0 7,669 5.1
Pre—tax Income 28,108 252 2,702 10.5 500 34 31,310 20.7
Provision for Income Tax 7,137 6.4 966 3.8 489 34 8,593 5.7
Net Profit 21,060 18.9 2,865 11.2 2,053 141 25,978 17.1
Net Loss 89 0.1 1,129 4.4 2,042 140 3,261 22
Net Profit — Net Loss 20,971 18.8 1,736 6.8 10 0.1 22,717 15.0

Note: Assuming total income is 100%.
Source: Created from Nepal Rastra Bank (2013) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, pp.128-129.

Table 8-2. Profit and loss statement of commercial banks, development banks, and finance companies in Nepal
(as of mid-July 2014)

(million rupee, %)

Commercial Banks Development Banks Finance Companies Total
% of total % of total % of total % of total
income income income income
Total Income 117,304 100.0 29,185 100.0 14,505 100.0 160,995 100.0
Total Expenses 87,777 74.8 23,824 81.6 11,405 78.6 123,006 76.4
Interest Income 95,849 81.7 22,130 75.8 9,212 63.5 127,192 79.0
Interest Expenses 49,264 420 13,001 445 5,887 40.6 68,151 423
Net Interest Income 46,586 39.7 9,130 31.3 3,325 229 59,040 36.7
Commission/Fee 11,371 9.7 667 2.3 182 13 12,220 7.6
Commission & Discount 7,253 6.2 617 21 182 1.3 8,051 5.0
Income From Exchange Fluctuation 4118 35 51 0.2 0 - 4,169 26
Other Income 10,084 8.6 6,388 21.9 5,111 35.2 21,583 134
Provision Written Back 4032 34 1,659 5.7 8,680 54
Other 6.052 5.2 4729 16.2 2,122 14.6 12,903 8.0
Total Income excluding Interest expenses 68,041 58.0 16,185 55.5 8,618 594 92,843 57.7
Commission/Fee Expenses 442 04 5 - 1 - 448 0.3
Other Expenses 38,072 325 10,818 371 5516 38.0 54,407 33.8
Employee Expenses, Provision for Staff Bonus 18,222 15.5 2,926 10.0 1,052 73 22,200 13.8
Employee Expenses 15,562 13.3 2,357 8.1 829 5.7 18,748 11.6
Provision for Staff Bonus 2,660 23 569 20 223 1.5 3,452 2.1
Office operating Expenses 11,195 9.5 2,906 100 967 6.7 15,068 94
Loan loss Provision 8,091 6.9 2,555 8.8 1,716 11.8 12,362 1.7
Loans written off 270 02 166 0.6 188 1.3 624 0.4
Others 294 0.3 2,266 78 1,594 11.0 4,153 26
Pre—tax Income 29,527 252 5,361 184 3,101 214 37,989 23.6
Provision for Income Tax 8,233 7.0 1,810 6.2 635 44 10,678 6.6
Net Profit 23,142 19.7 4,692 16.1 3,346 231 29,332 18.2
Net Loss 1,848 1.6 1,141 3.9 880 6.1 2,021 1.3
Net Profit — Net Loss 21,294 182 3,551 12.2 2,466 17.0 27,311 17.0

Note: Assuming total income is 100%.
Source: Created from Nepal Rastra Bank (2014) “Financial Stability Report,” Nepal Rastra Bank, Central Office, Baluwatar, Kathmandu, July, pp.118-119.
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Table 9. Household loan from different sources

(%)

Year 1995-1996 2003-2004 2010
Loan sources

Loans from Banks 16.2 15.1 20.0
Loans from Money lenders 39.7 26.0 151
Loans from Relatives 40.8 545 51.1

Source: Created from Nepal Rastra Bank (2014) “Financial Stability Report,” Nepal Rastra
Bank, Central Office, Baluwatar, Kathmandu, July, p.94 (the original text from Nepal Living

Standard Surveys).

5. Role to be played by banks in Nepal

Although the loan outstanding of commercial banks
increased, these loans are primarily given to a few com-
panies that hold property. It is believed that Nepal’'s com-
mercial banks earn high profits by concentrating loans
primarily to creditworthy companies that hold property.
The funds mediated by commercial banks go to some
companies, and do not reach enough SMEs and individu-
als®. This behavior of commercial banks is one of the
reasons for the delayed development of the country’s
economy.

What kind of role should these commercial banks play
in the future? In this section, | discuss the role that com-
mercial banks should play, while pointing out the prob-
lems that commercial banks have. The problems that
commercial banks should work on are as follows.

First, commercial banks should reinforce their portfolio
of unsecured corporate loans. The loans of commercial
banks are primarily given to some companies that hold
property. The loan conditions depend on whether that
company owns property. The company evaluation by

#|MF Country Report in 2014 pointed out that despite
a large increase in bank branches over the last decade,
access to finance remains limited, especially in remote
areas and for small and medium enterprises. Please re-
fer to International Monetary Fund (2014) “Nepal, 2014
Article IV Consultation,” IMF Country Report, No.14/214,
International Monetary Fund, Washington, D.C., July,
pp.9-10.

commercial banks tends to depend on the collateral they
provide. It is necessary to improve the ability of loan
examination of commercial banks in the future. How can
this goal be achieved? For corporate loans, it is neces-
sary for commercial banks to promote lending for grow-
ing companies even though that company may not have
been profitable so far. Commercial banks should improve
their ability of evaluating the future of the company.

Second, commercial banks should expand their portfo-
lio of personal loans. Fifty nine percent of the Nepalese
population does not hold a bank account. It is difficult for
people who do not hold a bank account to receive loans
from banks. In Nepal, the majority of personal loans are
provided by relatives, even though some banks and
moneylenders offer loans to households (Table 9). As
the country’s commercial banks have limited knowledge
of the personal loan business, they would incur substan-
tial risks by expanding their personal loan portfolio. It is
necessary for commercial banks to collect personal credit
information in order to lower the risk associated with per-
sonal loans. Therefore, a system that allows commercial
banks to collect and evaluate personal credit information
is required in Nepal.

Third, financial inclusion should be promoted. Com-
mercial banks serve an important function in the financial
system by conduction payment and settlement opera-
tions. As noted before, migrant workers that do not hold
bank accounts have to incur a relatively high remittance
fee. Commercial banks have a business opportunity in
the remittance business that can help increase the num-
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ber of bank account holders. The establishment of new
branches by commercial banks may be necessary for
this purpose. Commercial banks also need to enhance
their branch network by opening new branches in other
countries, such as India, where many Nepalese migrants
are employed.

Fourth, an effective tool that facilitates financial trans-
actions should be developed using information technol-
ogy (IT). Cell phones have spread rapidly in developing
countries in households that did not hitherto have land-
line phones. Cell phones, smartphones, and the Internet
can be used as a means of promoting forward financial
inclusion. It is necessary to develop tools for basic finan-
cial transactions in addition to Internet banking, which is
typical in advanced developed countries.

Fifth, commercial banks need to coexist with micro-
finance institutions. Commercial banks can only take a
limited amount of risk because of their role of accepting
deposits. It is unrealistic for commercial banks to provide
financial service to all customers, as many individuals
and SMEs that do not balance their risks. Many financial
institutions deal with microfinance through subsidiaries.
However, commercial banks cannot distinguish between
risks that they should and should not take. Therefore,
commercial banks need to improve their ability of assess-
ing risk based on valuable information.

6. Conclusions

Commercial banks have expanded rapidly in Nepal.
The profitability of these commercial banks is high as
compared to other commercial banks across the world.
However, one of the reasons that economic develop-
ment does not take place is inaccessibility of bank funds
to SMEs and individuals that really need money. Small
sized companies exist to deal with microfinance. This
study of banking in Nepal reconsiders the role of com-
mercial banks. Through the analysis of banking in Nepal,
| provided a discussion of the essence of banking.
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Globalization Strategies for Competitive Advantages in Distribution
Industry-A Case study of Nitori

By Tzu-Yao Lee*

* Graduate School of Japanese Marketing and Bussiness Strategies, National Taichung University of Science and Technology

Abstract

The research aims to clarify the distribution industry based on a case study of Nitori Company about its global strategies: (1) a company’s
global strategic process (2) the relationship between competitive advantage and the global strategy.

The historical fact examination on the global strategy conducted by the Nitori presents that a company runs a Nitori-like specialist store
begins with importing know-how from a business model in a developed country, and then enters a stage that buy in a stock of goods from
international suppliers in order to produce its own products called PB, which also known as an exporting stage. As a result, it brings in an
overseas distribution system, which leads to open the overseas stores in order to make the best use of the management know-how from
domestic to overseas with a possibility to expand the enterprise to a larger scale. Therefore, it completes the strategic process in the
business model in the globalization.

It has been verified that many of the global strategies used by Nitori strongly indicate the relationship between competitive advantage and
the global strategy.

KEYWORDS: Globalization Strategies, Competitive Advantage, Distribution Industry, Nitori, Retailing Industry
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Historical Retrospect of Bandung Conference (1955)

By Mitsuaki MIZUNO

Meijo Asian Research Center, Meijo University
Faculty of Letters, Tsuru University

Abstract

In 1955, Bandung Conference (the first Asia-Africa Conference) was held in Bandung, Indonesia. After the end of World War Il in order to face
Cold War, the Asian and African countries gathered to discuss how to handle new international situation. At this conference, Asian and African
countries confirmed the ten principles of peaceful co-existence and decided not to join either the United States Block, the Western Block or the
Soviet Block, the Eastern Block. These principles have its origin in the five principles of peaceful co-existence in Sino-Indian Agreement in
1954. This article reviews this conference historically.

KEY WORDS : Bandung Conference, five principles of peaceful co-existence, ten principles of peaceful co-existence, cold war
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Lost in Transition: Youth, Work, And Instability in Postindustrial Japan

Mary C. Brinton
Cambridge (2011)
ISBN: 978-0521126607
203 pages

Author: Philip BEECH

Although recent statistics suggest the situation may be
improving slightly, one of the most pronounced effects of
Japan’s economic stagnation since the early 1990’s has
been the lack of employment opportunities for non-elite
high school graduates, especially males.

During Japan’s period of high economic growth from
the 1950’s to 1980’s, Japan’s then internationally praised
school-work system was able to place the majority of high
school graduates in full-time employment. Following
the bursting of the economic bubble in the early 1990’s,
the country’s non-elite youth suffered disproportionally
from unemployment compared with older workers. High
school leavers found themselves “lost in transition” from
school to work and subsequently forced into temporary,
poorly paid employment as arubaito with little chance of
finding meaningful full time work. Many of them simply
gave up looking in the labor market and became NEETs
(young people neither in education nor employment).

Brinton, a professor of sociology at Harvard University,
began her research at Japanese public high schools in
the mid-1990’s. Her findings on youth unemployment
raise further questions about an emerging income divide
in Japanese society (kakusa shakai) and the rise of a
class of “working poor” (wakingu pua). Indeed the inabil-
ity of non-elite high school graduates to find stable, well-
paid careers may be one reason for the fall in Japan’s
birth rate, as many of those “lost in transition” are unable
to marry and start a family due to their economic situa-
tion.

The opening chapter of the book charts the way, prior
to the downturn in the 1990’s, that school administrators
paved the transition of students from high school to what
the author refers to as a ba — which she translates in to
English as “social location.” The ideal new social location
was with a company offering both training in a skill and a
full-time position. This new ba would be “the organization

that would turn them into full-fledged members of [Japa-
nese] society.”

The abrupt breakdown of this passage from school
to established employment caused by the recession of
the 1990’s lead first to a media focus on the supposedly
new lifestyle choices of the young as furita and “parasite
singles.” This stereotyping masked the fact that it was a
“lost decade” of recession and employment restructuring
that was the cause of these societal changes rather than
a youthful disregard for social norms.

Adopting a statistical approach with reference to the
USA and other OECD countries, Brinton shows that
youth unemployment hit Japan harder than many other
countries from the 1990’s until the first decade of the 21%
century, especially in comparison to the low unemploy-
ment rates of Japanese youth before the 1990’s. Male
full-time, middle-aged workers in Japan fared much bet-
ter in the same period, with low paid, part-time work being
the fate for many young people and women during the
period of economic stagnation.

Further chapters detail the historical roots of Japanese
school-work institutions in the period of high economic
growth and their subsequent unraveling during the reces-
sion, which has meant that young high school leavers
are “now having to develop new types of skills in order to
navigate in the labor market.”

The author goes on to relate the new mobility tech-
niques that young people are now forced to rely on to find
steady work in Japan following the break-down of the old
reliance on their schools securing positions for them with
local companies. These new narratives include help from
parents, friends, the Internet and work mates encoun-
tered in the higher number of part-time jobs many of them
have to do before they eventually, if they are fortunate,
find a full-time position that they wish to continue in. In-
creased self-reliance and initiative on the part of recent
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high school graduates have replaced the old connections
that had been forged between schools and local compa-
nies.

The final chapter analyses the effects of the breaking
of the previous social contract whereby even graduates
of non-elite high schools could expect to join the work-
force and eventually forge a middle class lifestyle for
themselves and their families. This rupture of a previous
social norm was the trade-off to ensure the continued
secure employment of “middle-aged breadwinners.” Now
the future is much bleaker for non-elite youth in Japanese
society but the author ends on a note of optimism. She
writes that more and more Japanese young people are
“learning how to maintain a sense of identity and self-
respect as they move across workplaces.” Indeed she
concludes the young remain “Japan’s future hope.”
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Contributors should be members or research fellows of the Meijo Asian Research Center, Meijo University (herein-
after referred to as “MARC?”), or researchers recommended by MARC members.

. Acceptable types of articles

Types of articles include research papers (invited papers, papers submitted for publication), short notes, review and
other articles on topics that are in line with the objectives of MARC. The journal will publish papers submitted for
publication that have been accepted after undergoing the prescribed review process.

. Acceptable languages

Manuscripts should be written in either Japanese or English.
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Manuscripts should meet the requirements specified by the “Journal of the Meijo Asian Research Center — Instruc-
tions to Authors”
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Manuscripts should be submitted to MARC. The date MARC receives the manuscript will be considered the date of
receipt.

. Submission deadline
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(1) MARC manuscript submission form

(2) Hard copy of the manuscript
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