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Abstract

Between 1960 and 1990, the comparative advantage of Japan's industry and the factors that
determine its comparative advantage changed dramatically. In this paper, together with investigating
how Japan's comparative advantage has changed, we provide a statistical analysis of the factors
determining its comparative advantage. As determinants of comparative advantage, we consider not
only technology as represented by the intensity of different factors in production, but also industrial
policy and industrial organization.

Regarding technology, we note that production has shifted over the period in question from

labour intensive production to production intensive in physical capital, human capital and technology.

That high levels of growth have accompanied such a shift in the factors that determine comparative
advantage is indicative of the close relationship between patterns of comparative advantage and
economic development.

Japan's comparative advantage has been influenced by industrial policy. In particular, we

observe that protective tariffs in the 1960s had a positive influence on the development of comparative

advantage within targeted industries. However, since the 1970s, we find that such a positive influence
disappears. From this result, we conclude that while industrial policy may be effective in early stages
of development, it becomes less effective as the economy develops. Further, while policy loan has
contributed to the development of comparative advantage, subsidies and government procurement
seem to have a negative effect on comparative advantage. Our analysis suggests that the difference in
the effectiveness of guidance policy finance, on the one hand, and subsidies and procurement on the
other, is that the former was accompanied by pressure for efficient performance that was not applied to
industries that received the benefit of subsidies and government procurement.

Regarding industrial organization, we find that the subcontracting system had a positive effect
on the development of comparative advantage within}the manufacturing sector, We believe this
finding is important for two reasons: 1) while technology and know-how are often cited as important
-factors contributing to the development of comarative advantage, the importance of efficient
organization in production is often overlooked; 2) recently, the subcontracting system is said to be
weakening due to increased direct foreign investment by Japanese firms. This will surely have

important implications for the future pattern of Japan's comparative advantage.




