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F
or the first time in many
years, there is an air of confi-
dence in Japan amid signs
that the country could be on
the edge of an economic ren-

aissance.
The stock market has bounced

back, with the benchmark Nikkei
average rising 44 per cent since
November. Exporters are reporting
higher profits as a result of a weaker
yen and companies from Toyota to
Seven-Eleven are paying their employ-
ees bigger bonuses than they have in
some time.

The positive mood is such that, on
meeting US President Barack Obama
in Washington last month, Shinzo
Abe, Japan’s prime minister, was able
to declare that “Japan is back”.

As if to presage the country’s come-
back, last year it registered net for-
eign direct investment for the first
time in three years, according to pro-
visional statistics compiled by Japan’s
external trade organisation, Jetro.

While Japan saw more companies
pull out in 2010 and 2011, and suffered
negative FDI of $1.4bn and $1.7bn
respectively, last year it received a
net $2.1bn, reports Jetro.

One driver of renewed interest has
been increasing regional interdepend-
ence. “Investment from Asia is grow-
ing strongly,” says Nobuyuki
Nagashima, director-general of
Jestro’s invest Japan department.

Although investment by Asian busi-
nesses still trails that by US and Euro-
pean companies, investment from
Asia, excluding China, has risen from
16 per cent of the FDI made with Jetro
assistance in fiscal 2003, to 44.9 per
cent in the first three months of 2012.

Investment from China has also

risen slightly, from 6.5 per cent to 7.7
per cent, although that is a drop from
15 per cent in 2009, reflecting, per-
haps, the impact of aterritorial dis-
pute over islands in the East China
Sea.

Nevertheless, China is Japan’s sec-
ond largest investor, with 106 compa-
nies investing in Japan with assist-
ance from Jetro, between April 2003
and the first three months of 2012,
just behind the 315 companies from
the US.

What is more, Korea tied with the
UK for fourth place – 63 companies
each – while Singapore was eighth
and Hong Kong, China’s special
administrative region, ninth.

“This was unthinkable when we
started [promoting FDI] in 2003,” Mr
Nagashima says.

More recent events, such as the
nuclear meltdown in 2011 in Fuku-
shima Daiichi and the resulting
enthusiasm for alternative energy and
energy conservation, have spurred
new markets in which foreign compa-
nies are showing keen interest.

RAE Systems, a US maker of gas
and radiation detection systems, and
Polimaster, a Belarus-based radiation
instrument maker, both set up offices
in Japan last year.

Still, the government has its work
cut out to sustain foreign interest.

“Only one in 10 companies that are
candidates to invest in Japan actually
do so,” Mr Nagashima complains.

Japan has never been a particularly
powerful magnet for FDI. Inward FDI
comprised just 3.7 per cent of gross
domestic product at the end of 2011,
compared with 49.8 per cent for the
UK and 34.7 per cent for France,
according to statistics from the United

Nations Conference on Trade and
Development.

“The reasons why foreign compa-
nies don’t set up businesses in Japan
are the high taxes, compared to the
rest of Asia, a lack of English lan-
guage fluency, inflexible labour rules
and regulations,” Mr Nagashima says.

Japan’s corporate tax rate of about
38 per cent compares unfavourably
with the 24.2 per cent in South Korea
and 17 per cent in Singapore.

Masahiro Sakane, chairman of
Komatsu, said this year one reason
overseas interests would not want to
acquire a Japanese one is because
“Japanese people fear tremendously
being bought by a foreign company.”
“But unless we create an environment

for foreign companies to come into
Japan, we won’t be able to overcome
deflation,” he said.

While changing public attitudes will
take time, the new administration is
stirring hopes that it will adopt bold
measures to deregulate industry and
stimulate investment by domestic and
foreign companies alike.

Mr Abe, who has made fighting
deflation a priority, has expressed a
strong commitment to deregulation,
which many agree is critical to
attracting more FDI.

As soon as he took office, Mr Abe

reinstated the regulatory reform coun-
cil, which had been disbanded by the
previous government.

Mr Abe has instructed the council
to focus on deregulation in the areas
of employment as well as the energy,
environment, health and medicine
sectors.

The government is providing incen-
tives to companies that bring high
value-added activities, such as R&D
and regional headquarters business.

A pillar of the programme is a 7 per
cent effective corporate tax cut for
five years, which reduces the corpo-
rate tax rate from 38 per cent to 31 per
cent.

If special local government tax
breaks are included, the rate falls fur-
ther to the lower 20s.

This move, is “unprecedented”, says
Takashi Nakamizo, deputy director of
the trade and investment facilitation
division at the ministry of economy,
trade and industry.

The government has accelerated
visa-issuing procedures, set up special
regional zones, which offer further tax
breaks and is offering subsidies to glo-
bal companies to cover some costs of
establishing operations in the coun-
try.

But the key to attracting FDI lies in
stimulating demand for the products
and services foreign companies have
to offer.

In that respect, Mr Abe’s success so
far in rallying the country behind his
grand plan to escape from deflation
and lift the public mood, suggests he
is off to a good start.

Japan may no longer be able to
attract large manufacturers, which
create numerous jobs, but it is still an
attractive market for consumer prod-

uct and services companies, particu-
larly those in the forefront of cutting
edge technologies.

For example, Biogen Idec, the oldest
independent biotech company in the
world, sees strong potential for
growth.

“Japan is a market that recognises
and encourages major innovations
like those we’re developing at Biogen
Idec,” says Doug Williams, executive
vice president of research and devel-
opment.

“The Japanese healthcare system
provides low-cost, universal coverage
for patients with intractable diseases
including multiple sclerosis and hae-
mophilia,” for which Biogen Idec is
developing effective treatments, says
Les Fosbrook, managing director in
Japan.

The group plans to double invest-
ment in the country as well as the
number of local employees, from 70 to
140, in a year’s time.

For many consumer product compa-
nies, success in Japan, one of the
most demanding markets in the
world, provides a gateway to global
success.

As the Chinese home electronics
group Haier told the FT: “We believe
that maintaining a presence in Japan,
which has the highest level of con-
sumer electronics technology in the
world and where consumers are
demanding and discerning . . . will
contribute to raising Haier’s presence
in the world and help us become the
number one company in the world.”

Convincing more foreign businesses
to share that view will hinge on Mr
Abe’s ability to deliver on his prom-
ises and show that Japan’s revival is
real.

A nation
teetering
on the edge
of recovery

The government is stirring hopes that it will
adopt boldmeasures to deregulate industry and
stimulate investment, saysMichiyoNakamoto Brighter lights: for the first time in years, there is confidence that Japan is on the edge of a renaissance Dreamstime

One driver of renewed
interest has been
increasing regional
interdependence

In a little over two years,
the attitude of the Japanese
public towards the nation’s
energy mix has changed
dramatically.

Before March 11 2011,
nuclear power was unques-
tioningly in the ascendancy
and broadly accepted as the
best solution for an industr-
ialised nation with
extremely limited natural
resources.

Today, while the govern-
ment has expressed its
determination to restart
most of the reactors that
have sat idle since the
earthquake and tsunami
crippled the Fukushima
Daiichi nuclear plant, there
is also growing support for
alternatives.

The focus on nuclear
energy before the disaster,
however, means that the
country has a great deal of
catching up to do.

A system of feed-in tariffs
for solar energy was intro-
duced in July 2012 – at a
rate of Y42 per kWh, among
the highest in the world –

and there have since been
plenty of applications to the
ministry of economy, trade
and industry from compa-
nies keen to bring their
energy solutions to market,
although few have been
linked to the grid.

Analysts suggest that, in
the past two years, an extra
3 GW of capacity has been
created. “Before the March
11 disaster, government
commitment to renewable
energy was tepid, at best,”
says Tom O’Sullivan, an
independent energy consult-
ant and founder of Tokyo-
based Mathyos Japan.

“There were very few
incentives and no feed-in-
tariff structures,” he says.
“In the US, there are renew-
able energy capacity targets
that utilities have to meet,
but they don’t have that in
Japan. For a resource-poor
country, they should have
thought of this a lot
sooner,” says Mr O’Sulli-
van.

Even utilities are “coming
round” to the idea of
increased use of renewa-
bles, he says, encouraged
by a public that has seen
Germany make a successful
transition way from
nuclear.

With limited new oppor-
tunities for hydro energy,
attention is turning to
solar, wind, geothermal,

biomass and tidal power.
“We have good amounts of
wind in northern parts of
Japan, such as Hokkaido
and the Tohoku region,
while geothermal potential
is spread out all across
Japan,” says Hisashi Hoshi,
director of the new and
renewable energy depart-
ment at the institute of
energy economics.

“When it comes to photo-
voltaic power, the southern
part of the Japanese archi-
pelago tends to have more

sunny days, although there
are other parts of the coun-
try that are reasonably
sunny.”

Mr Hoshi believes Japan
could one day require nei-
ther costly imports of fossil
fuels nor nuclear energy.

Steve Crane, founder of
Business Link Japan, says
his organisation has seen a
“sharp increase” in foreign
companies inquiring about
and gaining access to the

renewable energy sector in
the past two years.

Thanks to the generous
feed-in tariff and the fact
that the technology is
already in widespread use,
solar companies have been
quick to seek a foothold. “It
seems the market is start-
ing to gather momentum as
more and more of the large
engineering and construc-
tion companies in Japan
start to enter the market,”
says Ben Christie, head of
business development for
Amsterdam-based Photon
Energy NV.

Canadian Solar has had a
presence in the country
since June 2009 and has
installed more than 20,000
residential systems, while
Geneva-based Etrion
arrived in late 2012 and
claims to have made “excel-
lent progress”, although the
company admits it has not
all been plain sailing.

“As we have just entered
Japan, the risks and hur-
dles are still not totally
understood,” says Robert
Eriksson, head of investor
relations. “We do know,
however, that securing land
is difficult and labour and
supplies are generally
expensive.”

That has not dissuaded
the company from setting a
two-year target for it to

become one of the leading
independent solar energy
groups in Japan.

One area in which more
research needs to be con-
ducted is marine energy.
Given similarities between
the two nations in this area
of activity, Japan is looking
to Scotland for some point-
ers on how to move ahead.

Kawasaki Heavy Indus-
tries is to test a tidal power
generation system at the
European Marine Energy
Centre in Orkney (Emec)
while the centre has also
signed a partnership with
Japan’s ocean energy asso-
ciation.

A delegation of Scottish
companies is to visit Japan
next month to develop
closer ties and identify new
areas for cooperation.

John Swinney, the Scot-
tish cabinet secretary for
finance and sustainable
growth, is due in Tokyo
the following month to fur-

Sharp change in attitude
drives green energy interest
Renewables

Nuclear accident has
concentrated minds
on alternatives,
says Julian Ryall

“Abenomics” has been good
for taxi drivers picking up
more late-night fares in
Tokyo’s party districts. It
has been good for landlords,
thinking of rent increases
for the first time in years. It
has been good for inbound
tourists, whose currency
now goes a lot further.

It has also been very good
for overseas fund managers,
many of whom have spent
the past few years watching
Japanese indices through
parted fingers.

Now, thanks to that 40
per cent rally triggered by
the new prime minister’s
commitment to aggressive
monetary and fiscal stimu-
lus, Japan specialists are
pacing around investment
houses with a bit of a swag-
ger, says Adrian Hickey,
who runs about $700m
across two funds at Pictet
Asset Management in Lon-
don. “The chests are puffed
out, the heads are held

high,” he laughs. “It’s nice
to be relevant for a
change.”

Opinions vary on how
long the good times will
last. Some see a threat in
July, after Mr Abe’s Liberal
Democrat party has won
the elections for the upper
house of parliament. It is
then that factions and inter-
est groups within the LDP
could start to stir trouble,
they say, jeopardising plans
to boost competitiveness.

“The LDP’s ability to
implement its plans, as well
as the actual impact of pol-
icy change on the economy,
remains uncertain,” says
Paul Chesson, head of Japa-
nese equities at Invesco
Perpetual of the UK.

Others wonder how far
stock prices can keep rising
without the prompting of a
weaker yen, noting that
falls against the US dollar
have stalled in recent
weeks. Taizo Ishida, who
has run a Japan fund at
Matthews, the San Francis-
co-based mutual fund man-
ager, for the past seven
years, says he worries
about a deterioration in
Tokyo’s relations with Bei-
jing – especially in the con-
text of Mr Abe’s obvious

Continued on Page 2

Rally puts a
spring in step
of specialists
Abenomics

Opinions vary on
how long good times
might last, writes
Ben McLannahan

ther cement the relation-
ship. These visits are timely
given that Tokyo is due to
call for proposals for a Japa-
nese version of the Emec,
with Nagasaki and Iwate
prefectures – in the tsuna-
mi-hit northeast – vying to
host the new facility.

The 2013 budget ear-
marked $15bn for renewable
energy initiatives, in addi-
tion to the feed-in tariff
schemes, while financial
institutions are setting up
renewable energy financing
teams.

Mr O’Sullivan believes
Japan should follow the
lead set by Britain and aim
to have 20 per cent of its
energy coming from renew-
ables in 2020.

“Globally, we are moving
away from an fossil fuel-
based society and Japan
should be in the forefront of
that movement,” he says.
“In reality, I don’t think
Japan has a choice.”

‘Before the
March 11 disaster,
commitment to
renewable energy
was tepid, at best’
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fondness for Washington.
But most agree that,

absent any great external
shocks, the good times
could roll for a little longer.
Valuations have come up a
lot, note analysts, but the
Nikkei 225 average is still
trading below its 10-year
average level, on a price/
book value basis.

And there are still bar-
gains to be had. Many
small-caps, for example, are
still trading at tempting
multiples. Mr Hickey sin-
gles out Nittoku Engineer-
ing of Saitama, a fast-grow-
ing, debt-free manufacturer
of machines to wind coils. It
has returns on equity
almost twice as high as the
broad Topix index, and yet
trades at a discount in
price/book terms.

The small-cap space could
be happy hunting ground,
agrees Takashi Fukuzaki,
equity product specialist at
BlackRock in Japan. While
the value of the Topix index
has halved in the past 10
years, he notes, more than
500 small- to mid-cap com-
panies have doubled in
price.

Some larger-caps could do
well too. Banks may have
room to move up, say ana-
lysts, as they continue to
exploit the relative weak-
ness of capital-constrained
European and US lenders.
The big exporters, too,
could have further to run,
even if the dollar/yen rate
stalls. Further falls against
the Korean won, for exam-
ple, could feed through to
better profits at carmakers
and electronics companies.

One indication that exu-
berance is not yet irrational
could be the performance of
a closed-ended small-cap
fund known as JOF, incor-
porated in the US and listed
in New York.

In mid-March, JOF was
trading at a 7 per cent dis-
count to net asset value –
little changed on its five-
year average discount of 8

Continued from Page 1
per cent. Only in rare peri-
ods of high interest in Japa-
nese stocks – such as
months leading up to the
Lehman crisis in 2008 and
during a spike after the
earthquake of March 2011 –
has it ever moved to a pre-
mium to net asset value.

At the very least, flows
from overseas into Japa-
nese stocks should keep
prices firm as investors
reallocate funds from mar-
kets with less compelling
macro growth stories.
“Japan is the only nation
where monetary, fiscal and
currency policy are in sync
to boost domestic demand,
consensus [gross domestic
product] growth forecasts
are on the rise and 2013
[earnings-per-share] growth
expectations are a robust 43
per cent [versus just 7.4 per
cent in the US],” wrote ana-

lysts at Bank of America
Merrill Lynch in early
March.

Investors expect a few set-
backs along the way, of
course. But, for now, few
expect them to throw off
momentum. “If we’re right
about Japan having a good
story to tell this year, the
consolidation might be
shortlived,” says Michael
Wood-Martin, who runs
about $100m as director of
Japanese equities at Hend-
erson Global Investors in
London.

“We’ve had numerous
false dawns before, but this
time there is more cohesion
between politicians, the
finance ministry and the
Bank of Japan. Everybody
wants to get a move on, to
get Japan going again.”

Investing in Japan

T
he tide could be turning for
Japan’s distressed electronics
industry after two decades of
entrenched deflation, falter-
ing innovation and a strong

yen eroding exports.
Restructuring is on the rise, partly

spurred by the growth-friendly initia-
tives of Shinzo Abe, the new prime
minister. Foreign competitors are
beginning to throw lifelines, some-
times by injecting cash in exchange
for supply deals, sometimes by buying
up unprofitable but technology-rich
product divisions to get a toehold in
the Japanese market.

The result is that the industry offers
not only lessons in failure but oppor-
tunity as well, say analysts. “It’s been
a kind of perfect storm for the tech-
nology sector over the past 20 years,”
says David Motozo Rubenstein, a
Tokyo-based analyst.

While Japanese companies domi-
nated chipmaking in the 1980s, they
have long since lost their crown.
South Korean companies dominate
dynamic random access memory
chips for mobile phones, with a mar-
ket share of 79 per cent in the fourth
quarter last year, according to
DramExchange, a Taipei-based spot
market.

Innovation has been a big stum-
bling block. Japan’s low growth
through much of the 1990s and 2000s
prevented many companies from
keeping up with the aggressive spend-
ing on research and development pur-
sued by such companies as Apple.

“[Former Apple chief executive]
Steve Jobs helped destabilise the Jap-
anese electronics industry in astonish-
ing ways,” says Peter Fuchs, a Tokyo-
based analyst and consultant. “Apple
torpedoed the game console makers
Nintendo and Sony, and to a lesser
extent the Japanese digital camera
industry.”

Relatively high corporate tax and
rigid labour laws have hampered the
industry, while the strong yen has
been another drag. “Japanese manu-
facturers’ cost structures tend to be
higher than their rivals in Korea, Tai-
wan, and the US largely due to the
strong yen,” says Mr Rubenstein. He
noted that Korean manufacturers, in
particular, benefited from the steep
drop in the won against the yen after
the Lehman Brothers crisis.

Miscalculating domestic television
demand was the final blow. Electron-
ics makers such as Sharp and Sony
had been aiming to capitalise on a
government scheme to promote ener-
gy-efficient appliances in 2009-2010
and the mandatory switchover to dig-
ital terrestrial broadcasting in July
2011.

But after all that, sales kept slip-
ping. “The combination of the two ate
up a lot of future demand for flat
screen TVs, setting the industry up
for a crash in what had been a profita-
ble domestic market,” says Scott Fos-
ter, an independent analyst.

From 2009 Sharp found itself stuck

with a modern TV factory near Osaka.
“Sharp spent about Y430bn on the
largest LCD (liquid crystal display)
factory in the world,” says Mr Foster.

But it was an investment too far, he
says, “perfectly suited to making 60,
70, and 80-inch TVs for outrageous
prices that nobody wanted to buy.
Koreans were making up to 50-inch
TVs and undercutting the Japanese 50
per cent in the US market, the world’s
biggest”.

For Sharp, a 3 per cent capital tie-up
with Samsung Electronics in March
has improved its outlook. Sharp will
be receiving Y10.3bn in cash, keeping
creditors a little happier, while the

South Korean electronics giant will
secure a steady supply of Sharp’s LCD
panels.

Sharp’s talks on a similar deal with
Taiwanese business partner Hon Hai
Precision Industry (also known as
Foxconn) faltered after Sharp’s stock
price plummeted last year, and Hon
Hai asked for a seat on its board of
directors.

“Sharp may become a smaller com-
pany but I think it will survive as
companies globally want diversifica-
tion of their parts suppliers,” says
Frank Packard, Japan representative
at Triple A Partners, a boutique
investment firm.

The surge in stock prices since Mr
Abe took power in December has
helped propel Japanese electronics
companies to reshuffle their portfolios
and divest noncore businesses.

Panasonic is planning to trim its
business units by a third after grap-
pling with losses reaching more than
Y1.3tn over the past two years.

The company says products such as
TVs and mobile phones will be cut.
Executives will concentrate instead
on higher-margin operations such as
welding machinery and beauty appli-
ances.

Streamlining has become a mantra
at NEC. The computer company sold
its 2.7 per cent stake in Lenovo in
September last year for Y18bn to
focus on more profitable businesses
that include internet data services
and corporate computer networks.
Hitachi, too, is busily restructuring
under new president Hiroaki Nakani-
shi, who is looking to sell or spin off
unprofitable businesses to focus on
infrastructure, energy and IT solu-
tions.

Others are eyeing new business
areas such as water and air purifica-
tion devices and products for an age-
ing society. Rising stock prices can be
a great boost to confidence, whatever
the industry.

“The mood has changed since [Mr
Abe returned to the] leadership,” says
Taisuke Sasanuma, a Tokyo-based
representative for Advantage Part-
ners, the private equity firm that has
agreed a deal with Panasonic to buy
its Sanyo digital camera business,” he
says. “The Japanese economy is grow-
ing so it’s very good timing for foreign
investors to put more money in.”

In the northwestern provin-
cial city of Komatsu, a vast
factory that once produced
metal stamping presses has
been transformed into a
lush park, complete with
cherry trees, 300 varieties of
plants, a children’s pavilion
and a technology training
centre.

Komatsu-no-Mori, as the
site has been renamed, was
built by Komatsu, the
maker of construction and
industrial machinery, in its
home town, to mark its 90th
anniversary in May, 2011.

The park and training
centre are Komatsu’s
answer to a problem that
has afflicted Japan over the
past 20 years – the closure
of manufacturing sites and
the disappearance of jobs
they once offered local com-
munities.

All over the country, pro-
duction sites that churned
out everything from flat
screen televisions to lip-
stick have been closing
their doors, forcing workers
to leave their hometowns in
search of work and exacer-
bating the steady decline of
regional economies.

The number of people
working in manufacturing
in December fell below 10m
for the first time since 1961.
Although that figure rose to
10.2m in January, it is still
down 35 per cent from
about 15.7m in 1992, accord-
ing to government statis-
tics.

This year, Shiseido, the
cosmetics group, said it
would close its factory in
Kamakura after more than
50 years and shift some pro-
duction to Vietnam, where
facilities will be expanded.

At the end of this month,
Sony will close its
Minokamo manufacturing
site, in Gifu prefecture in
central Japan, where it
once employed as many as
2,400 workers manufactur-
ing interchangeable lenses
for digital cameras.

Regional governments

have been at pains to
attract employers and cre-
ate much-needed jobs but
they are up against a relent-
less shift of manufacturing
to growth markets, particu-
larly elsewhere in Asia.

The downturn of the elec-
tronics industry has hit
Izumi city, on the south-
western island of Kyushu,
hard.

In 1969, Panasonic, NEC
and Fujitsu all came to
Kyushu, which attracted
investment as “Silicon
Island”, recalls an official at
the Izumi city municipal
office. “Those were the good
days, but now emerging
economies are becoming the
place for manufacturers to
go,” he says.

Izumi city suffered a two
hits in 2009, when Pioneer
and NEC closed their plants
with the loss of 1,000 jobs.
“It was a huge jolt to lose
1,000 jobs in a city of
52,000,” says the official,
who declined to be named

because of the sensitivity of
the issue.

Izumi is offering to waive
taxes for 10 years to manu-
facturers, IT companies,
call-centre operators and
food processing factories
alike, and three of its offi-
cials have been scouring
the country in search of
potential investors.

But “there aren’t any can-
didates. Even attracting a
vegetable processing plant
that employs five people is
a big challenge”, the official
says.

“Factories throughout
Japan are closing and
Kagoshima is now focusing
on keeping the factories
that remain. Companies say
the strength of the yen is
the main obstacle to build-
ing a plant in Izumi. They
say that rather than set up
in a corner of Japan where
the transport links are not
that great, they would

rather build a plant in an
emerging economy.”

Some regional cities have
been more successful in
replacing lost jobs by look-
ing to businesses other than
manufacturing.

Kainan is a small city of
55,000 in the southwestern
prefecture of Wakayama
that makes 60 per cent of
the kitchen brushes sold in
Japan.

The city spent Y3.2bn 15
years ago, buying a factory
site that covered 33,000
square metres. It sold part
of the property and set
aside 20,000 sq m as retail
space, after taking a survey
of local residents that indi-
cated they wanted more
shops in the neighbour-
hood.

“Ever since a supermar-
ket in the city centre
closed, people found it very
difficult to meet their daily
shopping needs,” says
Yohei Yamabe, project gen-
eral manager, at Kainan
city’s office.

A local supermarket oper-
ator, Okuwa, won the pub-
lic bid to lease the space,
with a plan to invest Y2.1bn
and employ about 200 peo-
ple, which is more than the
140 or so that the former
factory employed.

Komatsu city expects the
new park and technology
training centre, built and
owned by the maker of dig-
gers and dump trucks, to
generate revenues for the
local community of Y1.2bn.

But such positive exam-
ples are far outnumbered
by the countless failed
attempts to find new
sources of jobs that have
been lost as a result of the
hollowing out of manufac-
turing.

The consensus is that the
government needs to do
more to encourage more
foreign direct investment, a
shift in Japan’s industrial
structure and the emer-
gence of new ventures.

“There are said to be
about 50 vegetable process-
ing companies in Japan and
I think there is a possibility
that there will be more in
future,” says Kazuyuki
Sudo, president of
Yasaikobo.

“But I don’t think that
number will increase to
1,000,” he says.

Rally puts spring in
step of specialists

Lifelines thrown to alleviate distress
Electronics Industry offers object lessons in failure and opportunity, writes Lucy Birmingham

The surge in
stock prices
has helped
encourage
companies
to reshuffle
portfolios

Investment too far: the Sharp factory near Osaka that made LCD televisions few wanted Bloomberg

Countless efforts fail to
produce employment
Manufacturing

Factories have been
closing doors all over
the country, says
Michiyo Nakamoto

‘Emerging
economies are
becoming the place
for manufacturers
to go’

Marc Benioff’s winning bet
on Japan helped elevate
salesforce.com, the global
software company, to the
top of the cloud after a
journey across the Pacific
from its San Francisco
headquarters

Trust, modern
technology, timing and a
local merger and
acquisition specialist – or
rainmaker – helped sow
the seeds of success. Japan
accounts for 8-10 per cent
of the company’s $27bn
market capitalisation and
is its second biggest
territory after the US.

“I have always had great
confidence in Japan
because it is so
technologically advanced,”
says Mr Benioff, founder,
chairman and chief
executive.

“It has one of the most
reliable communications
infrastructures in the
world. [But] like any global
market, [it] requires
patience. We have been in
Japan for more than 10
years. The key is to hire
the best people and focus
on the customer.”

The environment was
right, says Eiji Uda, chief
executive and president for
Japan. The country had a
mature broadband
infrastructure, a strategy
for small and medium
businesses and
international competency.

It also has intellectual
property (IP) and privacy
legislation. “Intellectual
property issues are key for
us. Without established IP
law, foreign IT companies
cannot invest in Japan’s
market,” he says.

From the start,
salesforce.com avoided

exclusive reseller
relationships with local
companies, an approach
taken by others.

Chikara Sano, former
Japan chief executive at
Oracle, warned Mr Benioff
that such a move could
limit future growth. Mr
Sano instead suggested a
joint venture partnership
with local expert Allen
Miner, chief executive of
SunBridge Corp, which
provides venture capital
and globalisation support.

“Normally it takes a long
time to penetrate the
Japan market,” says Mr
Uda. “Microsoft and Oracle
have been in Japan for
more than 20 years and are
heavily dependent on
partners for a majority of
their business,” he says.

Gaining references from
large “brand” clients has
been crucial. Success in
Japan requires a top-down
approach, normally out of
reach to new foreign
companies. “One of the
factors that makes the
Japanese IT market
difficult to navigate is that,
unlike the US where many
companies like to try new
technologies, most of the
companies in Japan prefer
to follow a successful
example, typically from a
big company,” wrote Mr
Benioff for Japan’s
external trade organisation.

Gaining access to those
potential clients was half
the battle. Mr Benioff
found his M&A guru in Mr
Uda. Before joining
salesforce.com, Mr Uda had
had 20 years at IBM and
had been president and
chief executive of SoftBank
Commerce. Relationships
he had developed at
companies such as Canon,
Hitachi, Ricoh, NTT,
Nippon Steel and Mizuho
Bank opened doors.

This led to the group’s
big catch, Japan Post, that
was being privatised. From
there, a domino effect saw
the company gain accounts

with large financial
institutions, including
banks and insurance
companies, as well as
small and medium-sized
businesses. Japan Post is
now the largest customer
of salesforce.com.

The company started
with customer relationship
management (CRM) but
customers began asking if
they could build other
applications on “the
cloud”, so the company
opened up its platform,
called force.com, enabling
customers to build their
own applications.
“Customers can use our
platform to develop any
kind of application they
want.”

The company’s many
accolades have been great
for sales. Forbes named
salesforce.com the most
innovative company in the
world for 2011 and 2012.
Fortune ranked it 27 on
the “100 Best Companies to
Work For” list.

Salesforce.com Japan is
known for its acquisitions.
Last year it spent $835m.
In early March, the
company announced a
$1bn, five-year cash budget
that would raise cash
levels to $2.8bn, a signal
that it might be on the
lookout for more
purchases.

“We will continue to
invest in Japan,” says Mr
Uda.

“We may also do some
SME equity participation
and technological support
because many lack
advanced technology.

“That would be the best
way to help stimulate the
economy,” he says. “We’ve
invested in 11 companies
in Japan. We’re not aiming
at capital gain. We want to
support Japanese IT
companies and help them
transform from legacy to a
new innovative era – the
cloud computing era.”

Lucy Birmingham

Big bet
pays off
for US
IT group

Company profile
salesforce.com

Trust, technology,
timing and a local
rainmaker helped
sow seeds of success

Japan fan: Marc Benioff has confidence in technical prowess

‘We’ve had false
dawns before but
this time there is
more cohesion
between politicians’
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W
hen Shinzo Abe became
Japan’s prime minister
in December, he prom-
ised to fire three
“arrows” into the heart

of the country’s long economic
malaise.

Three months into his tenure, two
of the projectiles are speeding toward
their targets: a Y10tn fiscal stimulus
package that will boost spending on
public works and a dramatic regime
change at the Bank of Japan, whose
previous leadership, Mr Abe believes,
had done too little to fight deflation.

Now, attention is shifting to the
third arrow in the quiver: a national
growth strategy, including deregula-
tion and other structural reforms that
experts say are needed to improve the
country’s underlying economic dyna-
mism. A panel of ministers and spe-
cialists is examining options and a
plan is expected in June.

So far, the first volleys of “Abenom-
ics” have been enough to excite inves-
tors. A campaign promise by Mr Abe’s
Liberal Democratic party to aid
export-dependent manufacturers by
bringing down the value of the yen
has become self-fulfilling.

Traders, expecting an assault on the
currency, have knocked 15 per cent
off its exchange rate against the dol-
lar since November.

That, in turn, has ignited the stock
market, which has soared by more
than 40 per cent to its highest level
since 2008. Last month, Mr Abe added
fuel to the rally by picking Haruhiko

Kuroda, a former finance ministry
official who advocates aggressive
monetary easing, to be the next gover-
nor of the Bank of Japan.

Mr Kuroda and his even more
dovish deputy Kikuo Iwata, an aca-
demic economist, say they can reverse
a nearly 20-year trend of mild con-
sumer price declines and generate 2
per cent inflation within two years.

As ambitious as that target may be,
many believe regulatory reform repre-
sents an even tougher task.

To accomplish it, Mr Abe will have
to take on vested interests that have
stalled many proposals for years –
some of them, such as doctors and
farmers, traditional pillars of support
for his party.

Yoshihiko Miyauchi, the chief exec-
utive of Orix, a financial services
group, has for years been one of the
most outspoken proponents of deregu-
lation. With opinion polls showing
broad support for Mr Abe and his eco-
nomic agenda, he says the potential
for progress is greater than in the
past.

“If you look at all the reports in the
media, they seem to be supporting
reform. It’s the first time in the last 10
years,” he says.

Japanese are “bored” by slow
growth and deflation, he continues –
but they also understand that high
government debt, now equal to more
than two years’ gross domestic prod-
uct, means there is limited room for
more stimulus.

“Finally, people have found out

that reform is a necessary thing.”
Mr Abe has already made one

important move on the structural
front by committing Japan to join
negotiations over the trans-Pacific
Partnership, a proposed Pacific Rim
free-trade zone.

The decision was supported by busi-
ness groups but opposed by the farm
lobby that fears Japan will have to
sacrifice its high import duties on
agricultural products, particularly
rice.

Matthew Goodman and Michael
Green, of the Center for Strategic
& International Studies in the US,
call TPP the “most consequential
element” of Mr Abe’s economic

programme, pointing to studies that
suggest it could add 0.5 per cent to
GDP a year.

Motoshige Itoh, an economist at the
University of Tokyo, believes joining
the pact could raise growth by 2.2 per
cent by 2025, adding Y10tn to annual
output by improving prospects for
exporters and forcing protected
domestic sectors, from agriculture to
services, to become more efficient and
productive.

Other decisions will be just as con-
troversial. Mr Abe’s Council on Indus-
trial Competitiveness is re-examining
Japan’s strict labour laws, which offer
generous protection to full-time, per-
manent workers.

They have helped keep unemploy-
ment low, but created a growing class
of vulnerable contract employees and
part-timers and frustrated restructur-
ing efforts in declining sectors such
television-making.

Mr Abe also wants to promote
exports of infrastructure-related
equipment, something the previous
government also pursued.

But that includes nuclear reactors,
an area that has become much more
controversial since the Fukushima
disaster in 2011. He must also decide
whether to restart some of the dozens
of reactors that have been closed
since the accident.

He has also spoken of improving
professional opportunities for women
who quit the workforce after child-
birth in greater numbers than their
peers in other developed countries.
But tackling hurdles for working
women – by easing regulations to
make it easier to set up nurseries, for
instance, or reducing the tax code’s
bias against double-income house-
holds – would mean fighting with
bureaucrats and going against the
views of many of his own conserva-
tive party.

“Mr Abe has made a great start, but
reform will take a long time,” Mr
Miyauchi says.

First volleys
fired in effort
to promote
dynamism

Structural reformPrimeminister will have
to take on vested interests that have enjoyed
decisive inf luence, writes Jonathan Soble

High government debt,
equal to two years’ GDP,
means there is limited
room for more stimulus

Japan stocks

Source: Thomson Reuters Datastream
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New wave: Shinzo Abe, right, at this
month’s LDP convention. Potential
for progress is greater than in the past
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At the intersection of the
Ken-O expressway and
highway 254, about 30km
northwest of Tokyo, a huge
logistics facility is about to
take shape.

This month, the devel-
oper, Prologis of San Fran-
cisco, broke ground on this
451,000 sq ft project near the
town of Kawajima in
Saitama prefecture – at a
nexus between the emerg-
ing ring-road around the
capital and routes to north-
ern and western Japan –

with the aim of boosting the
efficiency of supply chains
within the world’s third
largest economy.

In Japan, facilities oper-
ated by third-party logistics
providers such as Prologis
amount to about 2 per cent
of total industrial space –
compared with the mid-30s
in the US and the mid-teens
in Europe.

“We feel really good
about our business in Japan
for a lot of reasons that
have nothing to do with
‘Abenomics’,” says Hamid
Moghadam, chief executive,
alluding to the new govern-
ment’s mix of monetary and
fiscal stimulus that has
lifted asset prices since the
end of last year. “There are
still so many opportunities
for companies here to take
costs out.”

But there is no question
that the policies unleashed
under the second coming of
Shinzo Abe, prime minister,
have been good news for
the entire real estate sector.

It was thanks to Abenom-
ics, for example, that a real
estate investment trust
(Reit) part-owned by Prolo-
gis was able to raise Y100bn
in February, pricing the
deal at the top of its range,
in the fifth biggest initial
public offering in the world
this year.

Money has also poured
into the commercial, retail
and residential sub-sectors
since Mr Abe took power in
December.

So far in 2013, as the cen-
tral bank has loosened mon-
etary policy further, Japan
has accounted for about 17
per cent of all the money

raised by Reits around the
world – outgunning the rest
of Asia (12 per cent) and the
whole of Europe (9 per
cent). The first-quarter haul
of about Y208bn will be a
record for any three-month
period since the birth of the
J-Reit market in 2000,
according to Thomson Reu-
ters data.

“J-Reits are out raising
very strong domestic capi-
tal, and the weakening of
the yen has also encouraged
overseas investors to take
another look,” says Andy
Hurfurt, Tokyo-based exec-
utive director at CBRE, the
commercial real estate serv-
ices company.

This tide of money should
keep market prices firm.
SMBC Nikko Securities
reckons that about Y800bn
worth of property will be

bought by Reits in the first
five months of the year. At
that rate, total property
purchases in 2013 will sur-
pass the previous record of
about Y1tn set in 2008.

That, in turn, could push
up rents. Prices for office
space in Tokyo’s most fash-
ionable commercial dis-
tricts bottomed in the third
quarter last year, according
to CBRE, and now rent
rises are beginning to
spread across more classes
of property.

Real estate broker Jones
Lang LaSalle expects land-
lords to achieve an average
annual increase of about 5
per cent in rents this year
and next.

Such a rebound would
signal the end of a 21-year
slide that cut by 63 per cent
rents for all categories of

offices in the capital’s five
central wards, according to
Miki Shoji, a Tokyo-based
broker.

Land prices, too, are
beginning to tick up in

parts of Tokyo. Such activ-
ity is normally a good indi-
cation of “inflation and
risk-taking creeping back
into the economy,” says
Nicholas Smith, a strategist
at CLSA. High-grade office

space in Osaka, too, is bub-
bling up, as is the multi-
family residential sector in
the southern city of Fuku-
oka. Further, the Bank of
Japan is unlikely to do
what it did in 2008, when it
“smacked on the head” a
rising property market by
tightening policy, says Mr
Smith.

Meanwhile, investors of
all descriptions seem likely
to keep piling in in search
of income.

Tatsuo Ichii, secretary-
general of the Association
of Real Estate Securitisa-
tion (Ares), notes that the
average yield of the J-Reit
sector is about 4 per cent –
roughly six times that of
the 10-year government
bond. Revivals have fizzled
in the past, he notes. But
he describes himself as

“cautiously optimistic” on
the outlook for the market,
for the first time since the
Lehman crisis.

Momentum has to stall at
some point, of course.

Curtis Freeze, chief exec-
utive officer of Prospect
Asset Management, likens
the moment at which Reit
and equity investors
become sated to “Wile E
Coyote running off a cliff –
the legs are still moving,
but the ground’s no longer
there”.

But that seems a long
way off. “It is still early
days in this cycle of asset
reflation,” he says.

For now, the market has
the precious quality of
“confidence”, agrees Mr
Moghadam of Prologis. “It
really is the cheapest form
of stimulus.”

Tide of money pours in to keep real estate prices firm
Property

Rebound may signal
the end of a 21-year
slide in Tokyo, says
Ben McLannahan

MRI scans are painless but
hardly pleasant. So when
executives at GE Health-
care in Japan noticed eld-
erly patients struggling just
to get on to the scanning
table, then fidgeting to stay
comfortable during the pro-
cedure, they realised that
their machines needed a
few improvements.

Now, many of the latest
models produced by the UK-
headquartered company are
wider and easier to climb
on to, while the cushions
are designed to alleviate
specific pressure points.

The way Jun Kawakami
sees it, this is an example of
what the Japanese market

can do best: using the
insights afforded by its
uniquely challenging demo-
graphics to drive the devel-
opment of new medical
equipment and technolo-
gies.

“Japan needs to redefine
its role in our global portfo-
lio,” says the chief execu-
tive of GE Healthcare
Japan, which has been
designing and manufactur-
ing from a sprawling site in
the city of Hino, about an
hour west of Tokyo, for 33
years.

“Our 6 or 7 per cent top-
line growth here can’t com-
pete with China, which is
growing at 25 per cent, with
the bottom line even better.
But where Japan can lead is
in delivering solutions for
the ageing of society.”

Most foreign healthcare
companies pursue a differ-
ent model, importing every-
thing they sell. But they
share the view of the coun-
try as a vital test bed.

Japan’s super-ageing soci-
ety – with the 23 per cent of
Japanese who are currently
over the age of 65 set to rise
to about 40 per cent by 2050
– is a glimpse of the future
in many developed and
developing nations. What
works here could work, in
time, in China and in South
Korea, and in many coun-
tries in Europe.

Recognising the sector’s
potential, the state goes out
of its way to lure foreign
capital. Healthcare is one of
half a dozen areas of the
economy designated as
“attractive” by Jetro, the
state-backed Japan External
Trade Organisation, along
with energy, car parts,
retail, technology and bio-
tech.

In the Y10.3tn fiscal stim-
ulus package announced in
January, just weeks after
Shinzo Abe’s new govern-
ment took office, Y3.1tn was
set aside for spending on
healthcare, education and

local government subsidies.
All of which is good news

for intermediaries. “Health-
care is one of our faster
growing and most stable
business areas,” says Goro
Yoshimura of Robert Wal-
ters, a UK-based recruit-
ment company. The com-

pany’s healthcare team,
which he leads, has quadru-
pled in headcount since it
was set up in 2009. Over at
Philips Electronics, chief
executive for Japan Danny
Risberg tells a similar story
to Mr Kawakami. One thing
the Japanese unit of the

Dutch “health and wellbe-
ing” company can teach the
rest of the world, he says, is
how to respond to the grow-
ing prevalence of chronic
disorders such as Alzhe-
imer’s disease, cirrhosis of
the liver and rheumatoid
arthritis, to offer patients
efficient, standardised care.
“People are living a lot
longer, but they’re not get-
ting any better,” he says.

An elderly patient with a
long-term lung problem, for
example, may require treat-
ment in the intensive care
unit, a pulmonary ward or
at home. If Philips can sup-
ply clinics and hospitals
with ventilators suitable for
all three locations, with
interchangeable accesso-
ries, it can bring down the
cost of care.

In a country where social
security spending is
expected to eat up more
than two-thirds of tax reve-
nues in the fiscal year
beginning in April, finding

ways to cut costs is abso-
lutely critical, he says.

“We know that 20 to 25
per cent of patients can
account for 80 or 90 per cent
of costs,” says Mr Risberg.
“What we need to do is to
focus on the areas where
hospitals are spending most
money.”

For all the attractive fea-
tures of Japan’s healthcare
system – universal cover-
age, high life expectancy,
low infant mortality – it is
riddled with inefficiencies,
he says.

Take the average length
of stay in hospitals. At 18.6
days, it is more than three
times the equivalent in the
Netherlands (5.6 days) and
almost four times that of
the US (4.9 days).

This is a function of too
many small hospitals, says
Mr Risberg, all trying to
offer the same services.
While that model could be
sustained in the past, more
specialisation is essential

now, agrees Mr Kawakami.
And if rural and suburban
hospitals start to disappear,
doctors need to reach
patients and potential
patients somehow.

Last June, GE began a
pilot programme with the
government of Aomori pre-
fecture supplying “health
promotion cars” stocked
with ultrasound equipment
and other devices to tour
remote areas. Shingo
Mimura, Aomori governor,
had seen a similar fleet that
GE offered to prefectures
affected by the March 2011
tsunami as part of the relief
effort – and wondered if the
4x4s could be used to push
better diets and lifestyles in
one of Japan’s fastest-
ageing regions.

“It’s the kind of non-tradi-
tional thing we need to do
more of,” says Mr
Kawakami. Japan’s health-
care system “needs a mas-
sive redeployment of
resources”.

Medical groups glimpse future in extreme demographics
Healthcare

Ben McLannahan
considers prospects
for companies using
Japan as a test bed

Japan has
accounted for
about 17% of funds
raised by Reits
around the world

The 23% of
Japanese over the
age of 65 is set to
rise to about 40%
by 2050
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Until recently, Asian con-
sumer brands were all but
invisible in Japan, despite
the rising popularity of
Korean electronics and cars
in markets around the
world.

Even Samsung, the
world’s leading mobile
phone and LCD television
maker, initially struggled to
make its mark in Japan
where it faced fierce compe-
tition from national icons,
such as Sony, Sharp and
Panasonic.

While there are no regula-
tory obstacles, stiff competi-
tion from local manufactur-
ers coupled with the loyalty
of consumers to national
brands have made it
extremely difficult for new-
comers to succeed in what
many describe as the most
demanding market in the
world.

“The difficult thing about
the Japanese market is that
consumers are very
demanding, there is so
much competition, the
technological level of manu-
facturers is really high,
and retailers demand very
high quality products,”
says Kiwook Lee, vice-
president of sales and mar-
keting at LG Electronics in
Tokyo.

In order to compete, for-
eign manufacturers need to
have something “much,
much better than what Jap-
anese companies have”, he
says.

What is more, since Japa-
nese manufacturers develop
many electronics products
specifically for the home
market, the costs of trying
to do the same can be pro-

hibitively high for foreign
companies.

Another hurdle is win-
ning the approval of con-
sumers who expect very
high graphics quality and,
even though they are recep-
tive to outside brands, “it’s
a consumer electronics
kingdom so their loyalty to
Japanese brands is very
high”, Mr Lee says.

Haier, the Chinese elec-
tronics and home appli-
ances maker, spent a dec-
ade building brand recogni-
tion in the market.

In 2002, it was already
well-known in other mar-
kets but brand recognition
in Japan among retailers
and consumers alike was
low, the company says.

“Consumers trusted the
Japanese electronics mak-
ers’ products and brands,
which they were highly
familiar with, and even
major, global consumer
electronics makers in the
west were not able to gain
significant market shares in
white goods, such as refrig-
erators and washing
machines,” Haier says.

Nevertheless, for the
world’s consumer electron-
ics companies, cracking the
Japanese market is a holy
grail that they believe is
necessary to achieve world
class status.

“Even though we are
famous globally, unless we
are recognised in Japan,
can we really say that we
are a top level company?”
asks Mr Lee.

LG entered the market in
1981 as an original equip-
ment manufacturer, mak-
ing products for other com-
panies’ brands, “because it
was difficult to sell under
the LG brand”, Mr Lee
says.

It was not until
2006, a full 25 years
later, that the
group felt it

had sufficient recognition
to start selling its mobile
phones in Japan.

Even Samsung struggled
when it launched its first
mobile phone through NTT
DoCoMo, using the Win-
dows Mobile operating sys-
tem, in early 2010.

However, when Samsung
launched the Galaxy S just
eight months later, it
became a massive hit and
stores quickly ran out of
stock.

The success of the Galaxy
S had much to do with the
high quality of the product,
but Samsung also benefited
from good timing, says
Yoshiki Fujima, director of
DoCoMo’s product depart-
ment.

Sony had launched its
smartphone, Xperia, and
consumers were becoming

aware of smartphones when
Samsung launched the Gal-
axy S, which was already
well regarded overseas,
says Mr Fujima. LG is also
making an effort to differ-
entiate its products from
those of its Japanese com-
petitors.

By using what it calls a
“magic remote control”, LG
has made the user interface
of its smart televisions
much easier than that of
most other smart TVs, Mr
Lee says.

Chinese electronics mak-
ers are also making inroads.

Huawei has launched
niche products for the Japa-
nese market and its hand-
sets targeted at children
have gained a stable follow-
ing in the past three years,
says DoCoMo’s Mr Fujima.

Haier has targeted retail
channels that Japanese
white goods makers did not
focus on, such as general
merchandise stores and
home centres.

It has also been helped by
its strategy to concentrate
marketing on one major dis-
count retailer and is aiming
to increase sales in Japan
from Y48.3bn last year to
Y56bn in 2013 and Y80bn by
2015.

Cars made by South
Korean manufacturers,
such as Hyundai, have

not fared as well.
However, Hyundai

has been a formidable
competitor to Toyota
in the US market and
it may be a matter of
time before it makes
its mark as well.

“As long as the
products are good,
Japanese consumers
will buy them. They

are more concerned
about the products being

good than about the
nationality of the brand,”
says Mr Lee.

Outsiders try to get a grip on
high demands and local loyalty
Asian brands

Newcomers start to
make inroads after
years spent gaining
recognition, writes
Michiyo Nakamoto

Sellout: Samsung’s Galaxy S became a
massive hit and stores quickly ran out
of stocks Dreamstime

Cracking the
Japanese market is
a holy grail needed
to achieve world
class status

I
t may have taken far longer for
the concept to catch on in quality-
conscious Japan, but low-cost car-
riers (LCCs) are finally getting off
the ground. Three budget airlines

began operations in 2012 – Jetstar
Japan, AirAsia Japan and the cutely
named Peach Aviation. They are
being credited with dramatically
boosting domestic demand in a mar-
ket worth an estimated Y3tn annually
– and with four of the busiest domes-
tic air routes in the world, linking
Tokyo’s Haneda airport with Osaka,
Fukuoka, Sapporo and Naha.

In a study last December, travel
agency JTB forecast that the number
of Japanese travelling overseas in
2013 will climb to a record 18.7m, up
about 1.5 per cent on 2012, many of
them with the new operators. Simi-
larly, budget airlines are expected to
eat into the passenger numbers of
shinkansen bullet train companies, as
well as ferry operators and long-dis-
tance coach companies.

Geoffrey Tudor, an analyst with
Japan Aviation Management
Research, says Japanese travellers
attracted by fares as much as
75 per cent lower than on established

airlines have broadly welcomed the
option of no-frills flights. “Some trav-
ellers still prefer to fly with Japan
Airlines and All Nippon Airways as
they want to receive the full service
and the high frequency,” he says.
“But travellers with time to spare –
students, retirees and so on – are tak-
ing to these new LCCs with glee.”

The figures bear that out, both on
their domestic and international
routes. During the Obon holiday sea-
son in August, Peach was flying at 94
per cent capacity, AirAsia had 91 per
cent and 89 per cent of all seats in
Jetstar Japan were occupied.

“Because of our low prices, travel-
ling by air has become more familiar
and convenient for the public,” says
Kensuke Asami, a spokesman for the
Osaka-based airline.

“Peach’s core business concepts are
safety, low fares and fun,” says Mr
Asami. “That last one – ‘fun’ – is prob-
ably the biggest difference between us
and LCCs in Europe or North Amer-
ica,” he says. “Peach is the first air-
line company in the Kansai area,
which is famous for its culture of
humour. Peach believes it is impor-
tant to promote our sense of humour

as a Kansai airline and to differentiate
ourselves from other airlines.”

In its first year of operations, Peach
flew 1.5m passengers and has plans to
open a hub in Okinawa and start serv-
ices to Vietnam, Bangkok and other
destinations in southeast Asia.

However, the new arrivals are still
reliant on the established airlines.
ANA owns slightly more than 38 per
cent of Peach, while 33.3 per cent is
held by the Hong Kong investment
group First Eastern and 28 per cent by
quasi-public investor Innovation Net-
work of Japan. ANA also has a 67 per
cent share in AirAsia Japan, with the
remainder held by the Malaysian LCC
AirAsia.

The third new arrival, Jetstar
Japan, is a tie-up between the Austral-
ian budget airline and JAL. Each has
a 33.3 per cent share in the company,
with Mitsubishi and Tokyo Century
Lease holding the remainder.

Costs at the outset have been high,
but Peach has set itself a target of
reporting a profit after two full years
of operation and Jetstar Japan aims to
achieve the same within three years.
In addition, no fewer than 12 foreign
LCCs are now flying into airports the

length and breadth of the country,
with China’s Spring Air also planning
to set up a company with local part-
ners before the end of the year.

The first LCC in the world was
Southwest, which can trace its roots
in the US back to 1967 – 45 years
before budget airlines were able to
gain traction in Japan. In Europe, the
boom in cheap flights began in the
early 1990s. “The main hurdle here is
the very high cost of running an air-
line in Japan,” says Mr Tudor. “We
call it the ‘Japan Cost’ and it includes
a unique and very high fuel tax, the
high landing fees at airports, high air-
port charges, high navigation fees and
high labour costs.”

Other handicaps include tight regu-
lation over flight operations, limited
capacity at airports and, in some

cases, airport curfews, such as at Nar-
ita International Airport, the main
gateway to Tokyo.

The arrival of genuine budget carri-
ers in the Japanese market was pre-
ceded by air fare deregulation in 1998
that helped six regional airlines get
airborne, led by Skymark Airlines in
September 1998. Of the six, five were
tied to either ANA or JAL.

“Established airlines tried to protect
their positions in the lucrative domes-
tic market with political influence and
price-matching with the new airlines
that were trying to create a market
with lower prices,” says an industry
insider.

“But the trend towards open skies
was so strong around the world and
the influence of LCCs was becoming
too big to ignore,” he says. “That
forced both ANA and JAL to change
their tactic to invest in and take
advantage of LCCs rather than trying
to compete with them head on.”

The full service airlines may never-
theless have cause for concern – ANA
has cancelled its service between
Narita and Incheon from March 31 as
seat occupancy slid to 60 per cent –
but was wise to hedge its bets by

investing in the fledgling airlines.
“We recognise that cannibalisation

may arise among a certain segment of
our customers,” says Megumi Tezuka,
a spokeswoman for ANA. “However,
because the customer segment that
ANA targets is different from that of
the LCCs, we think that actually we
will see a greater effect in terms of
new demand generation.

“Until Peach was established, Japan
was a white spot for LCCs and we
believe it holds enormous potential,”
she adds. “The demand is enormous,
not only for travellers from Japan but
also among visitors from overseas.

“We believe, by participating in the
LCC business, we will play a role in
bringing a great many more people to
Japan and reviving the economy.”

But the industry accepts that the
interlopers are here to stay. LCCs will
control about 30 per cent of the mar-
ket on main trunk routes within
Japan by 2017, says Mr Tudor, and
they are busy launching new routes.
The latest additions to Peach’s net-
work will be flights between Osaka
and Busan from September – with the
one-way fare starting at a mere
Y4,780.

Fledgling travel operators take to the skies
Budget airlines Established groups have tried to protect positions but the inf luence of low-cost companies is too big to ignore, says JulianRyall

‘Peach believes it is
important to promote
our sense of humour
as a Kansai airline’

No frills: Peach, Jetstar Japan and AirAsia Japan started operations in 2012. They are all challenging the traditional carriers, along with bullet train companies, ferry operators and long-distance coach groups Getty
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