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By Professor Kenichi Ohno 

This book that explains how and 
why Japan industrialized rapidly. 
It traces historical 
development from the feudal Edo 
period to high income and 
technology in the current period

2



Monozukuri (Manufacturing) Spirit

Mono means “thing” and zukuri (tsukuri) means 
“making” in indigenous Japanese language.

It describes sincere attitude toward production with pride, skill, 
and dedication. It is a way of pursuing innovation and 
perfection, often disregarding profit or balance sheet.

Many of Japan’s excellent manufacturing firms were founded 
by engineers full of monozukuri spirit.

Sakichi Toyota

1867-1930

Konosuke Matsushita

1894-1989

Soichiro Honda

1906-1991

Akio Morita (Sony’s 

co-founder)

1921-1999



Monozukuri

Monozukuri is a term that can be best translated 
as “the process of creating superior products 
through pride of workmanship, manufacturing 
excellence, and continuous improvement.” 

Its closest English equivalent is “craftsmanship,” 
which suggests that the work product is a labor of 
love, one that requires an extremely high level of 
skill that might take a lifetime to master. 

This high level of skill is achieved 
through hitozukuri. (Human resource 
development.)
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5Human resource development.)                               Making things.
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Japanese Government  coordinates economic activity 

Japan coordinates its competitive economic 
activity through the Ministry of Economy, Trade 
& Industry (METI) 

Coordinated/cooperative economic system. It brought 
together corporate & government officials to set 
national economic goals, plans, & structure to achieve 
them. (Opposite of “laissez faire” leave alone) 

METI acted as the national champion of Japanese 
business, providing corporate subsidies, protection 
from foreign competition & assistance in locating 
global markets for Japanese products. 

This enabled war-devastated Japan to quickly pull 
itself up by its own bootstraps in facing overwhelming 
competition from America.  7



JAPANESE NATIONAL INDUSTRIAL PLANNING

JAPANESE NATIONAL INDUSTRIAL PLANNING 
PAVED THE WAY FOR CORPORATE SUCCESS IN 
THE FOLLOWING WAYS:

Allowing industry cartels (government controls on how 
many competitors are allowed in industries, this 
promoting competitive stability); 

Lax antitrust enforcement to enable Japanese 
companies to  grow into world-class size; 

Government-financed corporate R&D 

“Sweetheart bank loans” to corporations that the 
government would pay off if the corporation ran into 
financial trouble. 
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JAPANESE INDUSTRIAL DOMINANCE

Japanese companies used a mix of brilliantly 
innovative strategies to gain dominance in a 
number of global consumer industries.  

Japanese electronics companies dominated in 
home/car audio, cameras/copiers, microwave/satellite 
communication equipment, semiconductors, 
typewriters, DVDs, VCRs, & videogames. 

Japan also dominated in the musical instrument 
industry, automobiles/trucks, forklifts, tires, home air 
conditioners, carbon fibers/synthetic weaves, sewing 
machines, robotics, steel, shipbuilding, & ball 
bearings. 
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JAPANESE INDUSTRIAL DOMINANCE

In 2008, Toyota passed General Motors to 
become the world’s  car company. 

Hitachi is the 2nd largest electronics & electrical 
equipment producer. 

Mitsubishi ranks 3rd in the world in industrial & 
farm equipment. 

Komatsu is a leading maker of construction and 
mining equipment.  

Sony & Matsushita  (who owns Panasonic, 
Quasar, & JVC) are the 2 largest  electronics 
producers .

10



RARE INDUSTRY BUSTS FOR THE JAPANESE

Japanese companies never achieved 
much success in the following industries: 

aircraft, chemicals, financial securities, 
computer software, detergents, apparel, & 
chocolate. 

In most cases, these products lacked 
sufficient economies of scale to push 
costs/prices down below the competition, so 
the trusty Japanese lock-out strategy 
malfunctioned. 
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JAPAN’S INNOVATIVE MIX OF OPERATIONS STRATEGIES

1. Total quality management (Kanban かん
ばん): Zero-defects manufacturing backed 
by self-accountable work teams

2. Continuous improvement (kaizen カイゼン
): Constantly discovering small new ways 
to improve efficiency & quality 

3. Just-in-time manufacturing (JIT): 
Suppliers deliver parts right when they 
are needed to save on warehousing costs 
& to promote manufacturing efficiency.
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JAPAN’S INNOVATIVE MIX OF OPERATIONS STRATEGIES

4. Flexspeed design: Constantly shortening 
the time required to implement product & 
process improvements

5. Supplier partnerships: Forming permanent 
relationships (rather than competitive 
bidding) with suppliers to ensure supply 
quality & manufacture flexibility 

6. Marketing to multiple target markets with 
a broad product line of alternative prices, 
features, & retail outlets
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Strengths of Monozukuri spirit:

Strengths

Manufacturing-centered—investments in property, 
trade, and mining are relatively small compared with 
other countries (Singapore, Taiwan, Korea, China, etc.)

Monozukuri spirit—proud of clean & efficient factories; 
endless pursuit of quality & customer satisfaction

Long-term orientation—may be late FDI investments in 
developing countries but once invested, will stay for a 
long period even with difficulties

Partner assistance—long-term relation & trust are 
important, provides training to local firms and partners   

Legal compliance—observance of contracts and local 
labor, tax, environment laws
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Weakness of Monozukuri spirit:

Weaknesses:

Slow & risk-averse—decision-making is slow 
& cautious compared with more dynamic 
investors (USA, China, Korea…)

Inward orientation—often stays within 
Japanese ways & community; not good at 
global networking/marketing or working 
dynamically with foreigners; language 
problem
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Evolution of Japan’s

Outward Manufacturing FDI
1960s-70s: initial FDI, some causing friction with workers and host 
countries in Southeast Asia.

1980s-: trade friction with US & EU prompted car and electronics 
makers to produce in market countries instead of exporting from 
Japan.

Mid 80s & 1990s: a sharp yen appreciation ＆ opening of China 
pushed many large Japanese firms abroad, and some of their SME 
suppliers also followed.

2000s-: relocation of production sites due to accelerated 
integration (WTO, FTAs…)

2008-: Lehman Shock & harder competition force large firms to go 
abroad aggressively & procure parts globally. Japanese SME 
suppliers have lost regular customers.

Now: Long-term production networks in Aichi (Toyota), Suwa 
(Epson) and other industrial cities are disintegrating. Manufacturing 
SMEs have to find new customers & markets.

TIMELINE 



Changing political dynamics 

1980s-90s: Japan was a leading country in car 
& consumer electronics manufacturing

2020:

Electronics is stagnant (Sony, Sharp, etc.); TVs, 
phones, music devices are modularized--designed by 
Apple/Samsung/LG, assembled in developing Asia. 

Japan only have leadership inkey materials & 
components. 

Panasonic, Hitachi, Olympus, etc. shift to other fields 
(energy, medical…)

Car production is still doing well, but technology is 
shifting: autonomous, electric car, fuel-cell car. 
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Changing political dynamics 

Where is Japan?

Japanese domestic demand is mature & stagnant

Yet, demand is growing in developing Asia & other 
regions.

Japanese Manufacturing:

Production & market shift to emerging economies

Large assembly firms are globalized

SMEs look outside Japan for opportunities

Who will inherit high skills & technology?

Experienced managers & engineers are retiring, but 
younger people are not interested in monozukuri or 
hard work.
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Manufacturing SMEs

Competitive SMEs have been a driver of 
Japanese growth in the past, but they now face 
many challenges.

Aging of SME owners & lack of next generation engineers

Rises of Korea, Taiwan & China as competitors

High corporate tax of about 40%

Long-term domestic recession *

Deflation (downward cost pressure) *

Power shortage *

Delayed participation in TPP, FTAs, EPAs, etc. *

High yen **

The number of Japanese SMEs is declining sharply in every 
region and sector. The Lehman Shock (2008) further 
accelerated this trend.
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Sources: SME Agency estimates, SME Research Organization.

Number of Manufacturing SMEs Employees at Manuf. SMEs

Production Index of Manuf. SMEs

Compared with around
1990 (peak time)

• Establishments 44%
• Employees 36%
• Production 23%

(by 2012-13)

X 10,000 X 10,000

(1990=100)



Disintegration of Toyota Pyramid (Aichi Prefecture, near Nagoya)

Toyota

Final car 
assembler

First-tier 
suppliers

Denso, Aisin 
etc.

Second-tier 
suppliers

Third-
tier

4th-
tier

- Accelerated relocation of factories 
abroad

- Global part procurement with QCD 
(quality-cost-delivery); no longer 
committed to buy from Toyota City or 
former suppliers

- Toyota says it will “maintain domestic 
production of at least 3 million cars”

(incl. Aichi, Tohoku, Kyushu)

Numerous SMEs:

- Previously regular & 
captured suppliers to Toyota

- High technology and QCD, 
but no other capabilities

- Toyota no longer promises 
orders in Japan or abroad.

Parts & 
components



VIDEO

Keiretsu: Why Foreign Companies 
Struggle in Japan

https://www.youtube.com/watch?v=p9zA7
201yQ0

Michael Czinkota on Japanese economy, 
preparation for 2020 Olympics

https://www.youtube.com/watch?v=Rlru93
F-zGE

Is Japan A Dying Country?

https://www.youtube.com/watch?v=iheEi6
Mzu1s 22
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