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1. Introduction  
 
Currently, Japan is being confronted with many unprecedented challenges internally 
and externally. Internally, Japan is facing a wide range of problems, including political, 
social and economic problems. The growing mistrust in politics combined with the recent 
political bickering seemed to cause the Japanese public to lose confidence in their political 
leaders. The Japanese economy has been stagnating for nearly two decades. Its public 
debt keeps rising and is projected to rise to nearly 200% of GDP in 2010, raising serious 
concerns about its fiscal sustainability [1]. The situation is exacerbated by a sharp 
declining birth rate and an aging population. Externally, Japan is faced with various 
cataclysmic changes, including the recent global economic crisis, weak demand from key 
exporting markets, increased global competition from newly industrializing countries, 
and increasingly severe global environmental issues. The combination of these internal 
and external problems has caused Japanese to feel uncertain and insecure about their 
future. 
 
The question arises whether Japan can overcome these challenges, and what Japan 
should do to address these challenges. In my opinion, before answering these questions, 
one should first turn to the past and learn how Japan successfully overcame previous 
challenges, particularly during the Meiji Restoration and just after the Second World 
War, and became the world’s second largest economy. Although today’s challenges are 
somewhat different from those of the past, they share some similarities-being caused by 
factors from inside and outside Japan. During the later part of the Edo era, the 
Tokugawa government was confronted with social unrest (especially discontent over the 
hereditary system, and a lack of response to bad crop harvests), and a threat of being 
colonized by western powers. Failing to address these issues, it was overthrown and was 
replaced by the Meiji government. The new government responded to the internal needs 
and external pressure by implementing radical political, social and economic reforms 
with a clear vision for Japan as a wealthy and strong military nation “富国強兵” (fukuko 
kyosei). The reforms not only boosted the national spirit, but also energized Japanese 
society to work hard in the realization of that vision. Japan had succeeded in becoming 
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one of the great industrial and military powers in the world.  
 
However, in 1945 Japan once again faced harsh difficulties after being defeated in the 
Second World War. Severe food shortages were common and the economic and social 
infrastructures were badly damaged. Japan was placed under the occupation of the 
Allied Powers, led by the US. It was forced to implement various reforms, including 
political, social and economic reforms based upon the major policies of demilitarization 
and democratization. The postwar vision was that Japan could only head towards a 
peaceful, democratic and economically prosperous future. Within a few decades after the 
war, Japan had succeeded in catching up technologically with the west, and achieved 
rapid economic growth, becoming the second largest economy in the world. 
 
What we can learn from these two periods is that Japan successfully overcame its past 
challenges by addressing the domestic needs and external pressure through radical 
internal reforms, including political, social and economic aspects. While political reform 
offered a clear long –term vision and direction to where the country was headed, social 
and economic reforms were mainly to turn that vision into reality. In my opinion, in order 
to overcome today’s problems, Japan once again needs internal reforms, including 
political, social and economic aspects.   
 
2. Political Reform 
 
To restore public confidence and trust, and to lay a sound foundation for economic 
recovery and sustainable growth, political reform is inevitably needed. However, what 
kind of political reform will be suitable for Japan, and what elements should be included 
in such reform? Before making suggestions on this issue, one should first know about 
what ordinary Japanese want from their political leaders. They desperately want 
someone who understands their concerns, and offers the vision and courage to point to a 
way out of the current crisis [2]. Japan is starved for strong leadership, and needs 
someone to lead the country out of long term stagnation [2]. To eliminate widespread 
pessimism, political leaders need to enunciate a clear long-term vision that resonates 
with the Japanese public, and that is embraced by them as viable and compelling [3].  
 
Given such demands and the complexity of problems facing Japan today, I argue that 
what Japan needs is ‘inclusive political reform’. First, the political reform should 
empower women to unleash their leadership potential, and to involve in public 
policy-making in areas that affect their lives and futures. In doing so, it would not only 
energize Japanese society, but also would enable Japan to explore visionary leadership. I 
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believe that female policy makers could play an important role in formulating effective 
policies and strategies to tackle the declining birth rate facing Japan today as they have a 
better understanding of the needs and concerns of women than men. Failing to reverse or 
even stop the falling fertility rate has already reflected that male politicians (the 
dominant group) has little capacity to handle this demographic crisis, which could have a 
profoundly negative impact on the Japanese economy in the coming decades. However, it 
is unfortunate to learn that the role of Japanese women in policy making processes, today, 
is still limited. It is evident that compared to the other industrialized countries, the gap 
between the number of male and female legislators in Japan is greater. In 2009, less then 
10% of the total seats in the national parliament was held by women while they 
accounted for more than half of the total population (see Fig. 1)  
 

 
Fig. 1 - Percentage share of female legislators in 2009 

Source: UN database. 

 
Second, the political reform should empower young people to participate in political and 
decision making processes. In the era of unpredictable changes in the international 
environment, and increased global competition (globalization), Japan needs not only 
experienced political leaders, but also innovative, decisive and energetic leaders who can 
rejuvenate Japanese society, and lead the nation out of the crisis. I believe that young 
people have the potential for the latter type of leaders that Japan lacks today. The energy 
and creativity that they bring to the current political arena would be very beneficial to 
Japan. This suggestion may sound untraditional to most Japanese politicians, but it is 
worth considering. One day not far from now, Japan might also have political leaders 
who are young, energetic and innovative like in the US or UK (e.g., President Obama 
and Prime Minister Blair). The recruitment of youth into political parties should not be 
based on gender or family background (political or non-political family). Rather, it should 
be based on individual leadership skills, abilities and willingness to serve the nation. This 
reform would result in the creation of ‘the Japanese dream,’ a dream that everyone has 
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an equal opportunity to be the prime minister, regardless of gender, age and family 
background. This in turn would uplift Japanese society. Another reason for the inclusion 
of young people is that they have rights to decide their future. It will be unfair that they 
have done nothing but have to pay off the mounting national debts created by the older 
generation. To allow the young generation to be part of political processes and to voice out 
their concerns on the matters important for their future and the nation are crucial.  
 
Another element that should be considered in the political reform is the potential benefits 
of local government reform or decentralization. As population is projected to shrink to 
about 105.7 million in 2040 because of an ageing population and falling birth rates [4], 
Japan needs to rethink how better quality public services should be delivered at least 
cost. In my opinion, major cost-savings can be achieved through municipal mergers or 
amalgamations (economies of scale). This would contribute to reducing the government 
debts. Moreover, in order to revitalize local and regional economies, transferring effective 
authority and fiscal resources to the local governments, and promoting local initiative 
and creativity (further decentralization) are necessary [3]. One successful story of 
decentralization, ‘the local specialty product scheme’ originated from Oita Prefecture. It 
should be noted that decentralization is nothing new in the history of Japan. During the 
Edo period, for the most part, Daimyos were allowed to govern their domains freely as 
they saw fit. Perhaps, the Japan of today needs to learn from the wisdom of her 
ancestors. 
 
3. Social Reform 
 
Japan’s population is projected to decrease from 127.8 million in 2006 to 89.9 million in 
2050 [4]. Such an unprecedented decline coupled with an ageing population poses a great 
threat to the Japanese economy. The shrinking and ageing population mean labor 
shortages, a decrease in tax revenues and domestic demand, and an increase in social 
welfare expenditures. This in turn would make it more difficult for the government to cut 
its debts. There are two options that Japan can take to stop or even reverse the 
downward population trend. One is to encourage more births; the other is to accept 
immigrants. However, the latter option has yet to be accepted by the public. As a result, 
Japan has only one choice-that is relying on its internal efforts. To prevent or even 
reverse the falling fertility rate, Japan needs to address the concerns and needs of 
women, particularly in the workplace and at home.  
 
More specifically, Japan needs to reform the labor market dualism (the regular and 
non-regular employment practices), and to create a right environment for women to work 
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full-time jobs while having families. As the efforts to change the current employment 
practices made by the government alone could only produce limited effects, the 
participation of the private sector and the individual is crucial. Now, the government is 
trying to ease family’s burden through increased child allowances, and the expansion of 
the availability of child care facilities. However, further government action is needed to 
boost female labor force participation. It is particularly necessary to reform the tax and 
social security system that discourage women to work on full-time jobs. In the private 
sector, there are two things that firms could potentially contribute to preventing the 
declining fertility rate. First, firms need to foster a culture of work-life balance by 
encouraging male workers to take parental leave in accordance with the Labor 
Standards Act. It is surprising to learn that only 1.23% of Japanese male workers took 
parental leave in 2008 [5]. Second, they should realize that having a large share of 
non-regular workers as part of their workforce could have negative impacts on their 
long-term productivity growth unless they invest in training those non-regular workers. 
Given the shrinking population (workforce) in the coming decades, firms should perceive 
female labor force as an important alternative to fill the future labor shortages, and 
should make an effort to create a family-friendly working environment for women to 
realize their full potential. This would help boost Japan’s low birth rate and tax revenues, 
thus contributing to reducing the national debts. This would in turn bring benefits to the 
firms in the long run. At home, in order to create a right environment for women to raise 
children, Japanese men need to be more supportive of their partners by participating in 
household chores and childcare. This may sound unconventional to most men, but for the 
sake of Japan, men’s contributions and sacrifices outside of the workplace are also called 
for.  
 
Furthermore, Japanese firms may need to make some change in their current 
employment practices, particularly seniority based remuneration and promotion 
practices. These practices have both merits (knowledge creation and information 
accumulation within firms), and demerits (less incentives and limiting individual 
creativity). However, in order to maintain competitive advantages in the era of 
information and globalization (rapid changes and increased global competition), 
Japanese firms need to stay innovative and creative. Most innovative and creative ideas 
come from young people. For instance, Bill Gates (Microsoft), Steve Jobs (Apple), Brin 
and Page (Google), were all young when they created their companies. Japanese firms 
may not have to dismantle their current management practices entirely; however, they 
need to make some change in these practices. More specifically, they need to create a 
right environment (incentives and space) for young Japanese to unlock their full creative 
and innovative potential. 
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4. Economic Reform 
 
To build a stronger economy, Japan should urgently address the underlying problems of its 
economy. First, Japan needs to address structural problems in its economy, particularly its 
dual structure nature (the co-existence of efficient manufacturing and inefficient 
non-manufacturing sectors). Compared with the other industrialized countries, Japan has 
lower labor productivity (see Fig. 2). This is mainly caused by the inefficient 
non-manufacturing sectors (services and agriculture), which accounts for more than 
two-thirds of its GDP and employment. Because of being relatively sheltered from both 
domestic and international competition, the service sector has low productivity, while the 
manufacturing sector has high productivity as a result of its exposure to international 
competition. In order to stay competitive, Japan needs to increase productivity in the 
service sector by strengthening competition [6]. This requires addressing the barriers that 
limit competition. For instance, the barriers to entrepreneurship, trade and investment in 
Japan are considerably high compared with the other G7 countries [7]. To strengthen 
domestic and international competition, Japan first should reduce exemptions to the 
Anti-Monopoly Act, increase penalties for violations, and gradually phase out the special 
treatment of small and medium enterprises, which dominate the service sector [6]. Second, 
Japan should reduce barriers to service imports, and should promote inward foreign direct 
investment (FDI) by creating an attractive environment for potential investors (including 
corporate income tax reductions). As illustrated in Fig. 3, Japan has the highest corporate 
income tax rate among the G7 countries. The FDI stock in Japan stood at only 3.6% of its 
GDP in 2008, the second lowest among the OECD countries. An increase in FDI may have 
a short term negative impact on some domestic industries; however, it would have positive 
impacts on the Japanese economy as a result of spillovers and technology transfers in the 
long run.  
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Fig. 2 - Labor productivity of the G7 countries in 2009            Fig. 3 - Corporate income tax rate 

of the G7 countries in 2010.  
Source: OECD database                                    Source: OECD (2008), Tax 

database 

 
Second, Japan should continue investing in human capital and R&D as its future growth 
strategy. Japan, being a country poor in natural resources, has to depend on human 
capital and technological innovation as key drivers of economic growth. As a leader in 
green technologies, Japanese firms have already reaped benefits from their early efforts 
in technological innovation. The sales volume of green products in both domestic and 
international markets is increasing. Greater benefits can potentially be gained if they can 
penetrate into the markets of developing countries. However, most green products are 
still expensive for most ordinary people. To reduce production costs, one thing that 
Japanese firms can do is to produce green products outside Japan where input (labor and 
material inputs) are cheaper, while retaining R&D activities in Japan. This may cause 
manufacturing job losses in the short run; however, it is likely to increase knowledge and 
service-based jobs, and to bring greater benefits to Japan in the long run. 
 
Third, Japan needs to reduce external dependency gradually by exploring new seeds of 
growth within the domestic market. Tourism has huge potential to boost domestic 
demand. In 2007, the tourism industry accounted for 2.3% of GDP, and employed more 
4.4 million people. The government revenue from tourism increased from 4.8 trillion yen 
in 2004 to 5.05 trillion yen in 2007 [8]. The number of international tourists and their 
spending in Japan are also increasing. Tourism not only creates employment 
opportunities, but also boosts domestic demand. For instance, in 2009, the number of 
visitors from China was about 1.01 million. On average, each of them spent on shopping 
was about 230, 000 yen per visit. To unlock its full potential, Japan should actively 
promote tourism in both developed and developing countries by easing visa restriction, 
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and training necessary human resources, including language training. Moreover, Japan 
may need to publicize its tourism appeal through some kind of dramas or movies like the 
success of a Korean drama “Winter Sonata”. After watching this drama, a great number 
of Japanese tourists visited Korea.  
 
5. Exploring New Seeds of Growth Outside of Japan 
 
While the rise of newly industrializing countries such as China and India will have some 
negative effects on the Japanese economy, one needs to look at the other side of the coin 
(opportunities). As these countries continue growing at a rapid pace, and urbanizing, 
they face a number of challenges. How to absorb rapid growth in urban population? And 
how to deal with issues related to natural resources, energy and environment. Their 
challenges can be business opportunities for Japanese firms.  
 
Japanese small and medium-sized enterprises facing high labor costs in Japan can 
exploit low labor costs by shifting their production bases to these countries. This in turn 
would benefit both Japanese firms and their host countries. As one of the leaders in 
energy efficient and green technologies, Japan could help address the environmental 
problems confronting developing countries by exporting its green technologies and 
services to these countries. Moreover, Japan can achieve its gas emissions reduction 
target at relatively low cost through investing in emission-reduction projects in 
developing countries, and obtaining emission credits in return. 
 
Apart from those mentioned above, Japan should explore new potential markets in 
low-income countries. For instance, today, almost 1 billion people still live in slums, 
where basic infrastructure is lacking (living without reliable electricity and water 
supplies). By helping these people meet their basic needs through financial assistance, 
Japan would potentially benefit from their future demand for its manufactured goods 
such as TVs, computers and fans.  
 
6. Conclusion 
 
To overcome the current challenges, and to build a stronger economy, Japan needs 
radical internal reforms, including political, social and economic reforms. Political reform 
should be inclusive-empowering young people and women to unleash their full 
leadership potential, and to participate in making public policies that affect their lives 
and futures. This would not only energize Japanese society, but would also enable Japan 
to explore visionary leadership. From social aspects, Japan needs to urgently address the 
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aging population and falling birth rate. To prevent or even reverse the falling fertility rate, 
Japan needs to address the concerns and needs of women, particularly in the workplace 
and at home. In addressing women’s needs and concerns, the government, the private 
sector and the individual need to work together. To build a stronger economy, Japan 
needs to address the three underlying problems existing in its economy. First, Japan 
needs to address structural problems in the Japanese economy, particularly its dual 
structure nature (the co-existence of efficient manufacturing and inefficient 
non-manufacturing sectors). To stay competitive in the international market, the service 
sector needs to be efficient. This can possibly be achieved through strengthening 
domestic and international competition. To make this possible, regulatory reform and 
market openness are required. Second, Japan, as a country poor in natural resources, 
has to rely on human capital and technological innovation as its future growth strategy. 
As a result, to maintain its competitiveness, investing in human capital and R&D should 
be reinforced. Third, Japan needs to reduce external dependency gradually by exploring 
new seeds of growth inside Japan. The tourism industry has huge potential to boost 
domestic demand, and attract international tourists. The rise of newly industrializing 
countries poses both threats and opportunities to Japan. Japan could potentially benefit 
from the growing demand for its green products and services. The final suggestion is that 
Japan should also explore new potential markets in low-income countries, which are still 
yet to be tapped. I believe that through these radical internal reforms, Japan could make 
itself a stronger, cleaner, and more morally conscious nation.  
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