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Introduction

THE East Asian miracle of Japan
in the post Second World War

decade was in many ways led by a
strong mix of disruptive and
incremental innovation, wherein
Japanese firms created a market
space for their products that were
both adapted from the West and
often originated in their own labs.
The innovation management
structure of the Miracle era is a key
aspect of the rapid technological
advancement and sophistication of
Japan on one hand, but has also had
a role to play in the financial crisis
of 1997.

This paper seeks to study the
innovation management in Japan

and its paradigms and the
strikingly different roles it played
in the economic miracle and the
financial crisis. This is done by
looking particularly at the
measures taken for knowledge
creation and dissemination. The
major argument of this paper is
based on the slow reaction to
changing R&D realities and their
impacts on the very perspectives of
management behaviour as a result
of in silo orientation of the
interrelations of the key actors in the
Japanese Innovation system. The
paper is divided into three parts.
The first part seeks a chronological
explanation of the evolution of the
Japanese innovation system and the
consequent impacts of the Japanese
experience in a successful role in the
decades of the economic miracle.
The second part studies the key

Innovation Management in Japan

actors of innovation – the firm, the
educational institutions,
particularly the public institutes
and finally, the Japanese
government – and the key features
of their role in the innovation
management system of Japan. The
third part, finally looks at the
changed circumstances with rapid
globalization in the 1990s
juxtaposed with a lagged behind
innovation system of Japan, that
ultimately had a role to play in
failing to create economic
advantages that were necessary in
the sudden increase in
international competitivity of
companies and their products.

It is argued that it is the
innovation management system of
Japan that discouraged Japan’s
share in the new markets created
from the technological

The role of the innovation management in the Miracle story of Japan is one of rapid
technological advancement in symphony with the key actors of innovation - the firm,
the educational institutions, particularly the public institutes and finally, the Japanese
government. At the same time, this innovation management system also had a role to
play in the Financial Crisis of 1997. The aim of this paper is to look at the real difficulties
in balancing the economic priorities of a nation state and the spectrum of its awareness
and response metrics that are culture dependent – both explicitly and tacitly at all
levels of knowledge creation, adaptation and application – in this case, with reference
to the innovation management in Japan.  This paper seeks to look at the evolutionary
paradigm of the Japanese innovation management in the interplay of objectives and
actions among the key actors, the consequent impact on the Japanese economy
leading to a Miracle era and finally juxtaposes this development with the changing
global circumstances of the 1990s, culminating in the 1997 crisis.
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advancements from semiconductor
technology to Integrated Circuits
(ICs), that was to become the
engine of growth in the
international economies. This is
because the innovation
management system of Japan
suited the needs of a catching up
economy and not an international
leader of the rapidly emerging and
advancing industries, owing to its
incremental approach to
innovation itself. And as the
Japanese economy went from
strength to strength, its capacity
to make disruptive decisions,
management behaviour changes,
simply reduced to a large extent
as they became more and more
adaptive and cautious to their
roles and ability to take risks. The
reasons for this shortcoming are
also pursued on a minor note.

Evolution of Innovation
Management in Japan

The term “Innovation” can be
easily referred to as any new idea,
or product or service. However, a
“business innovation” can be
considered to be a new idea, or
product or service that creates or
adds value and has a financial
viability and is thus, a part of the
economic system. The
“innovation management” is
therefore, the process of creating a
new idea, or product or service,
and developing its business
capability1.  The concept of a
national innovation system in its
comprehensive approach
“considers the role of different
institutions and the interactions of
different actors within the system to
explain national comparative
advantages in specific sectors”2. Its
strength lies in going beyond the

traditional indicators of
innovation performance such as,
in terms of R&D expenditures or
patents. The limitation of this
approach is in demarcating the
parameters of analysis as to what
composes the study of this
“national” innovation system
from a pool of variable factors, in
which the three key actors are the
industry, the government and the
academic institutions.

Among the three key actors in
an innovation system, the
objectives of the R&D policy are
varied. For example, if  the
industrial approach is to be
guided by the market’s needs and
demands to create products that
can be manufactured in a cost-
effective manner, the academic
institutional approach is to train
the scientists and technicians in
basic and applied sciences to
equip them in feasibly working in
the industrial R&D sector. The
government on the other hand, is
mostly directed towards
regulating the policies guiding the
interactions between the other two
actors, to propel the economic
system of the country in a growth
trajectory.

In order to understand the
cultural psyche of the Japanese
innovation management, it is
important to observe the Japanese
experience in its economic system
and its motivations towards its
management approach. There have
been many management traditions
and inputs that have continued
through the decades right from the
Meiji Restoration in the nineteenth
century to the humiliation faced in
the immediate decades post the
Second World War, to the
international recognition of a

competitiveness in Japanese
products.

The Journey

The Meiji period of Japanese
economic system, set certain
precedents of management
behaviour that persisted in the post-
World War period. The idea of
modernizing without de-
Japanizing, helped in construction
of a management etiquette that
understood and accepted the
advantages and limitations of its
cultural set up and realized the
benefits of manoeuvring its
behaviour suitable to the cultural
conditioning of its labour. Some of
the major lessons taken from the
management experience under the
Meiji, included, a major role for the
state in economic organization,
more centralized and co-ordinated
investment strategies, with state
planning and a close cooperation
between government and business
in the establishment and
management of national industries.
This resulted in the construction of
a national industrial ideology that
was based on self-improvement
and a long-term perspective
towards evaluating performance in
an economic purview that was
mostly guided by exports3.

The post-World War period4&5,
in its early decades, saw an
intense adaptation of the US
products, where the duplication
would not be as efficient in quality
as the original, but would be of a
good enough quality for the
domestic consumers, under cheap
prices. However, as experts such
as Dr. William E. Deming, started
helping the Japanese companies
realize the importance of quality
control, an earnest interest in the
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core values and functioning of the
manufacturing sector was
pursued to make the products
suitable for exports. Overtime, the
quality of the Japanese products
equalled and, in many cases,
excelled over that of its Western
counterparts.

The reasons for this success
according to Xu, were three6.
Firstly ,  an intense desire to
overcome the complex of being a
defeated nation at the earliest was
the foremost concern of the
Japanese population and its
government; which is why the
Japanese managers were more
serious about learning advanced
technologies than their American
counterparts. Secondly, the lack of
natural resources in Japan has
developed a sense of crisis of
survival, that is more astute than
many other countries. The
propensity to seek perfection or
have as few shortcomings as
possible in a product is seen as
connected to the need to preserve
and use resources to the maximum
possible efficiency. Thirdly, the
dependence of Japan on imports
due to the lack of resources, forced
an equally driving compulsion to
produce quality products, at a
cheap cost for export to earn
sufficient foreign currency.

In the 1990s, the end of Cold
War and the entry of Chinese
industries into the global market
gave unfavourable conditions for
the Japanese industry. One, the
dramatic rise of a low cost,
neighbouring and geographically
large China, which in addition
had a lesser relative exchange rate
than that of Japan and two, the
revolutionary innovation in the

internet and other digital
communication technologies,
which caused a rapid switch of
analogue (coordination-intensive)
devices and equipment by digital
(relatively coordination-saving)
ones7. The close interlinkages
between the firms, the government
and the banks allowed for
stability to improve over the
decades in a secure environment,
but in the 1990s era of rapid
transformation, served as a
hindrance to high risk measures
that were the norm of the suddenly
extremely competitive
international market that was
now quick to change owing to its
own shift to the digital platform
of internet. One can prudently
begin a line of enquiry therefore,
that the failure of the Japanese
innovation system to
accommodate the changing
circumstances of product
movement in the market, served as
an important factor during the
Asian Financial Crisis of 1997.

The reasoning for this
assumption is explained in the
following sections where the roles
and functioning of the key actors
– the government, the firm and the
academic institutions are studied
and the strengths and loopholes
of each are addressed.

Role of the Firm

In a 1999 study, it  was
calculated that more than 76 per
cent of the R&D came from the
private sector in Japan8. Yet,
according to Fransman9, even this
percentage severely under-
estimates the role of the firms in
the overall innovation generation.
This is because, a large chunk of

the innovation introduced by the
firms does not come from its labs,
but from its production floors, and
is therefore not recorded in the
R&D statistics. The contribution
of the firms in innovation
generation is mostly in fields of
applied research and
development, where the
government has lesser influence.
Japanese companies by the nature
of their innovation, are committed
and patient innovators.

The innovation management
in the firm is guided by two
different strands of networking –
horizontal keiretsu – the banks,
and vertical keiretsu – the
suppliers.  The first connects it to
other firms and banks, that serve
as committed shareholders. These
committed shareholders do not
shift their financial inputs from
their invested firms quickly or
even periodically, but have a long-
term stake in the companies. This
means that on one hand, the firm
gets easy capital from the banks,
and is thus, also allowed liberties
to make in its corporate actions,
without affecting its management
behaviour. The other strand of
networking is that a firm has in a
vertical network with its suppliers
that remain constant. These
suppliers adapt according to the
needs of the firm and are firmly
entrenched with the Japanese
management processes. These two
strands are guided by mutual
cooperation10.

In order to understand the
nature of innovation generation in
a Japanese firm, it is important to
analyze the very nature of its
management of knowledge. If we
look at the knowledge creation
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and transmission process in the
firm, there are some distinct
features11:

Interdependent Models of
Organizing

In the Japanese management
structure, the individual is seen as
an interdependent entity who is part
of an encompassing social
relationship. This facilitates in
developing a connectual and
contextual knowing paradigm in
which decisions are made
according to specific relationships
and situations when individuals
connect with their environment.
Figure 1 Connectual Incentive
Structure in Japan (Jin, 2001, p. 68)

Since these interdependent
models of organizing are not
temporary in nature, the focus is

generally long-term, in terms of
capabilities, market shares or
welfare of employees. The firm
therefore, is not a system of
contracts, built on a desire to
obtain maximum profits, but a
group of people, who come
together, pool their capabilities, to
gain long term benefits
collectively.

Connectual Cultural Relations and
Connectual Knowing

The personal and collective
interests are identified and achieved
through connectual relations
wherein, the emphasis is on the
obligations and duties of the
individual towards his
organization. These obligations are
dependent on a presumption of
self-enforced social bonds that

secure reciprocal obligations. The
keiretsu structure is inspired from
these bonds, wherein, the Japanese
markets are governed by the very
same connectual links between
producers and consumers,
producers and suppliers,
businesses with banks, businesses
with governments, employers with
employees.

These connectual relations are
also connected to the concept of
connectual knowing for knowledge
generation. The knowledge created
under these connectual relations is
in turn, tacit, subjective, qualitative,
relational, contextual, and
situational. The innovations
resulting from such a spectrum of
knowledge finds expression in
complex manufacturing sectors in
Japan, in which the former helps in
ensuring cutting edge
competitivity.

Integrating Knowledge

The knowledge and the
consequent innovation created,
results in a widened perspective
towards an interconnected
relationship between R&D,
manufacturing, marketing, and the
consumers. The importance of
qualitative feedback, wherein both
broad and specific demands and
needs of the consumer are
identified, recognized and used to
incrementally improve the products
of the firm. Thus, knowing is
predominantly complementary,
which is based on trust among the
members of the firm and leads to the
primacy of imbedding mechanism
that aim at maximizing the use of
personal knowledge, skills and
capabilities to create knowledge.
The Just in Time production and
delivery systems, lifetime

Connectual
Exchange

Non-exit
Generalists

Connectual
Governance

Socialization
Inside the Firm

Identifcation with
the Firm

FIGURE 1

CONNECTUAL INCENTIVE STRUCTURE IN JAPAN
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employment, on-the-job training,
job rotation, design for
manufacturing, cross functioning
teams, among many other similar
measures, together form an
institutional innovation that aim at
organically integrating the firm
members or employees in a mutual
knowledge creation process.

Competitiveness in Synthesising
Knowledge

The focus on the productive
performance competitivity, i.e., the
manufacturing site’s ability
resulted from this coordination
intensive model of innovation and
production. The notion of
competitivity in Japan is based on a
carefully knowledge synthesized
from detailed subjective attitudinal
surveys of consumers, a long-term
commitment to the product and its
target environment. The
competitive advantage of Japanese
firms thus lies in this in tacit,
contextual knowing which is
qualitative in nature and obtained
from consumers not through
detailed surveys, but a constant
feedback from the delivering
vendors and similar such
departments that have direct access
to the consumers.

The periodic job rotations
allow for the experiences gained by
employees in each department to
disseminate their experiences all
over the firm. Since each
constituting department of a firm
and its product formulation and
selling process is interdependent
and linked in a non-linear fashion
with each other through physical,
knowledge, or parametrical links,
the knowledge of all intricacies of
these relation specific links in the
form of a generalist approach

facilitates competitivity in non-
modular systems design, such as
automobiles, electronics, and
optoelectronics. At the same time,
however, for modular system
design, an isolated penetrated
application of knowledge is often
held as time saving and more
competitive, such as in software
industry.

Role of the Government

The government in Japan has a
lesser role in R&D as compared to
its role in securing international
competitivity of the Japanese firms.
While the R&D remains very much
commercially targeted in the firms,
the Japanese state in the early post-
World War decades was involved
with the financing through linkages
with the banks and helped in
bringing international exposure to
the firms and a thrust towards
applied research in academic
institutions learning framework.

Emphasis on Technical Education

Japan’s defeat in the Second
World War left the Japanese
educational system and structure in
a precarious position – with 4000
out of 44000 schools destroyed, nearly
all students idle and only one-quarter
of the necessary textbooks available.12

The Economic Investigation
Council of 1963 in its report on
manpower development
recognized a ‘larger than expected’
gap between the education system
and the demands of society, finding
it necessary to view the content and
the system of education for
manpower development along with
economic progress.

This meant an intensified,
prefecture penetrated systematic

network of vocational training
centres and technical institutes and
courses, capable of furnishing
workers suited to the requirements
of the industries. The traditional
love for mathematics as has been
aforementioned, found a suitable
furnace for implementation and
application in the tertiary sector to
a large extent.

Supporting R&D

The government sponsored
technological development
programmes, as a research
consortium were implemented over
decades in cooperation with
competing firms to generate and
increase market shares. These
include the Large-Scale Projects,
Next Generation Projects, etc. But
with rapid changes in fields such
as biotechnology and information
technology, infrastructure building
is not enough to keep pace with the
increasing competitivity13.

In order to provide financial
support, the state followed a policy
of tax credit system14, in which the
firms could deduct a fixed
proportion of R&D spending in the
current, over and above the highest
expenditure incurred in previous
years. This nature of the system
meant no gains unless research
spending would be increased. The
non-profiting companies would
also lose out on the tax benefits.

Choosing the Winning Industry

An interesting aspect about a
lot of literature on the East Asian
Miracle, particularly with respect to
the developmental state model is
the sheer lack of explicit material on
the exact or near criteria of
industrial selection by the Japanese
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government, that made its choices
so successful. The Japanese
government favoured certain
industries and therefore, their
innovation products over others, for
example, textiles and processed
food were clearly supported
throughout the 1960s, but were
transferred by transport equipment,
electrical machinery, basic metals
and chemicals. However, the
industries that remained in favour
well into the Asian Financial Crisis
in 1990s – the electrical machinery,
transport equipment and processed
food – were brought into selection
in the 1970s.

Saadia Pekkanen, in a broad
study over post War decades in 10
major industries enjoying state
favour, has argued that the
industrial selection criteria are
guided by both economic and
political pressures. If the computer
industry, in its hardware
manufacturing was favoured by the
state for its externalities and
technology leakages from the USA,
the semiconductors were brought
into Japan mainly because of the
efforts of the private sector. The
telecommunications firms that were
powerful enough to influence MITI
were able to ensure the entry of
semiconductors industry due to
their own involvement in this
sector15.

Regulating Inter Firm Competitivity

The MITI with its strong
information networks16 has a macro
view of the industrial footprints and
a better grasp at future possibilities,
that are much more comprehensive
than the firms. It has been able to
identify new technology area that
have potential markets. In resolving
international trade conflicts, the

government has worked hard at
bringing a complementarity among
competing firms, so that the
competition in the market does not
get dispersed in pockets among the
Japanese firms, but is adjusted in
such a manner that the
competitivity remains spear
headed. Therefore, should a
company seek to aggressively
expand its exports in a country, the
other firms would voluntary restrict
theirs to reduce the trade conflict.
This level of solidarity is maintained
by the state.

Role of Universities

Providing Trained Graduates

The purpose of the Industrial
Law of 1951, acknowledged that
‘industrial education is the basis of
the development of the industry and
the economy of [the] country’. A
result of this increasing tilt of
attention given to industrial
education can be evidenced in the
following statistical data. In 1969,
out of 1,414,000 persons attending
8000 technical training schools,
some 12 per cent received
technical training in areas such as
industrial arts,  automobile
mechanics and electric &
electronic mechanics. In 1969 also,
419 public training centres trained
123,780 workers in their 2317
courses, while in the same year
459 individual firms and 721 co-
operatives trained some 83,000
workers in their training centres,
69 per cent of whom were youths
under the age of 1817.

A criticism provided to the
education paradigm is provided
that the prescribed system
although good at adapting
technology, is not as competent at

generating it. The framework aims
more at adequate capability to
secure recruitment and depends
more on the in-house training
provided at the firms that will
train its employees according to
its management requirements. It
is, therefore, argued that the
masses of engineering graduates
are capable of continuously
improving their products, but not
at periodically disrupting them18.

Technology Transfer

It is also true, at the same time,
that the Japanese firms draw more
from their own research pools in
their universities in scientific
research19. The number of scientific
publications by Japanese scientists
and engineers in leading academic
journals is second only to that of the
US, despite the language barriers20.
The technology transfer process in
Japan usually goes backward from
the consumers’ desire for new
products, that are taken up by the
firms to their production facilities.
The technical difficulties of the
production department are then
taken to the universities, for a
collaborative problem-solving
exercise.

Repositories of Scientific
Knowledge

The universities also serve as
repositories of both basic and
applied research that both the
government and the firms can return
to resolve technical or logistical
concerns. As a local source of
scientific knowledge, the aim of
these institutions is not to profit
from the patents of their inventions,
but to ensure dissemination of the
new information to maximum
firms, for subsequent production for
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consumption. This perspective has
outlined many industry – university
associations, such as in
biotechnology, electricity and
robotics in the recent years, where
collaborations have resulted in
huge knowledge spill overs for the
benefit of knowledge building.

Observations on the
Japanese Innovation
System with the Advent of
New Technology and its
Implications on Asian
Financial Crisis 1997

Gilpin in a 1996 study
commented that,

‘…a society can become locked into
economic practices and
institutions that in the past were
congruent with successful
innovation but which are no longer
congruent in the changed
circumstances. Powerful vested
interests resist change, and it is
very difficult to convince a society
that what has worked so well in
the past may not work in an
unknown future. Thus, a national
system of political economy that
was most “fit” and efficient in one
era of technology and market
demand is very likely to be “unfit”
in a succeeding age of  new
technologies and new demands’21.

The essence of this theory is
that during successive historical
periods the fundamental
requirements for corporate
success and economic
competitiveness change primarily
in response to environmental
change. Thus, new needs and
opportunities lead to either an
adaptive or an innovative
response. The more successful
firms are believed to be those that

develop an innovative response or
strategy. This means that these
successful firms manage to
innovate an organizational
structure that empowers them to
take advantage of the changes.

Glyn O. Philips in his 1989
work on comparison of innovation
and technology transfer in Japan
and Europe in his conclusion,
expressed grave concerns about
the applied research-based
investment in R&D in Japan, when
the percentage of basic research in
Japan was limited to only 15 per
cent of the total budget of Japan22.
The concern was towards the
chances of losing out on coming
out of the catching up phase. This
was because as the rate of
inventions coming out from basic
research shifted the very nature of
profitability spectrum from analog
to digital interfaces, the primarily
manufacturing based miracle of
Japanese economy faced a danger
of not keeping pace with the
change.

According to Espen Moe, the
Japanese firms were not prepared
for the rapid shift away from
traditional manufacturing
industries, that they had just
become leaders in, to knowledge-
based services rooted in the
breakthrough in information and
communications technologies
(ICTs). Instead of going for an
innovation strategy to control this
new phenomenon, the industries
became more and more protective
of their systems and mechanisms.
The flexibility afforded by the
intangible nature of the digital age,
were not grasped by the firms nor
the government itself.  For
example, as early as 1980s, MITI
had sought new industrial sectors

and singled out micro electronics.
However, most of its Technopolis
constructed in the 1980s and
1990s were failures. Moe believes
that the ‘fundamental weaknesses in
Japanese sciences’ may have shared
the blame. This was because the
manufacturing bases, mass
produced, collectively grounded
students from the academic
institutions were not trained to
tackle the individualistic nature of
the new internet technologies23.
The property bubbles of the 1990s
and the appreciation of the yen
currency, were not supplemented
by a rapid takeover of the emerging
digital industries, that severely
diluted key industries such as the
audio cassettes and compact disc
industry, that in the Japanese
innovation management system
formed some of the first-tier
innovation products.

There are many recent studies
and investigations on innovation
in Japan that indicate a certain
measure of laxity in successfully
translating radical innovations
into profits.  A report of the
National Institute of Science and
Technology Policy, Ministry of
Education, Culture Sports and
Technology (2014)24 in its study of
20,405 companies, the realization
ratio of product innovation and
process innovation in Japan is low
in comparison with the US and
European Countries. Among the
factors responsible are the lack of
certain abilities among employees,
the lack of information about
technologies and markets, the
uncertainty of demand for new
products and services, and the
high costs of innovation.

A report of Deloitte Tohmatsu
Consulting Co. Ltd. and Deloitte
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Tohmatsu Financial Advisory Co.
Ltd. (2013)25 in its study of about
3,035 companies, observed that
the ratio (by consolidation) of the
sales of new businesses, products,
and services that Japanese
companies introduced into the
markets within the most recent
three years to the total sales is half
that of the US companies. The
problems enlisted as reasons for
this include, fewer innovative top
and middle managers, new ideas
are created under an extension of
existing strategies, weakness in
innovation judgement, lack of
mechanisms to repeatedly produce
new business and weak actions
pertaining to utilizing intellectual
property.

The investigation that the
Japanese Ministry of Economy,
Trade and Industry assigned to
the Techno Research Institute
(2012)26 considered 2,093 listed
companies and 2,543 non-public
companies. The highpoints of this
investigation are as follows:

(1) Firstly, needs based inno-
vations are 64 per cent, while
seeds-based innovations are
36 per cent.

(2) Secondly, strategically pro-
duced innovations account for
75 per cent of all cases of
products, services, technology
and related firms.

(3) Thirdly, incremental innova-
tions are more than radical
innovations by a ratio of 3:1.

(4) Finally ,  most of the firms
desire an increase in radical
innovations due to their
impact on performance and
competitiveness.

However, there is an
interesting paradox to this
situation. Japan in the post War
period did in fact manage to
innovate both incrementally and
radically through the 1970s and
helmed many radical projects
such as the bullet trains, and many
audio devices such as the
Walkman, and incremental in
computer hardware. These
innovations were built on many of
the management principles
mentioned above and were
constantly improved through
collective endeavours at
improvement, with on-the-job
training and strong feedback
mechanisms.

But why were the changes not
as seamless and as dedicate in
1980s? There are a few reasons –
Firstly, the companies and the
government with their success in
catching up, were both convinced
of the feasibility of their
management principles. The
lifelong employment, seniority
wages and a general harmony
among the hierarchical levels of
organization were considered
strong enough to handle the surge
of new technology and the new
avenues of commercial
profitability.

Secondly ,  the harmony
between the company, the
government and the institutions
itself served as a major
impediment because making a
disruption in one element would
certainly mean the disruption of the
entire structure at the same time.
One could argue that this is exactly
what one aims for on changing the
dynamics of a single element to
expect a chain reaction of changes

in all connected elements, but the
cultural basis of the Japanese
management principles, are based
on a harmonious shared vision of
cooperation leading to growth. This
would make the various actors
reluctant towards the desired
changes.

Thirdly, the Japanese economy
of 1980s and the Japanese economy
of 1950s were extremely different,
while one had to finds means of
survival in its every decision, the
other was comfortable in the
cushioning it had gained over
decades of continuous economic
development.

Finally, the social innovation27

in Japan, which was in existence
since the late Tokugawa period’s
opening of the nation, had a major
role in the dynamism of the
innovation management in Japan.
This social innovation included
the development of educational
institutions, bureaucratic setups,
financial relationships between
the banks and the firms, etc. In the
post-World War period, however,
once certain standardizations,
both concrete and tacit, such as
compulsory education, university-
industry interactions were put in
place, the social innovation
framework became static. The rule
of a single party over decades in a
democratic setup, did offer
stability to the economic system,
but also weaned away its ability
to judge forthcoming oppor-
tunities and risks, in terms of risky
loans, missed market
opportunities, and an intensive
competitivity aimed at going
beyond the contemporary market
spaces and options.
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Conclusion

The major problem in
studying any aspect of Japan’s
economic structure is in the
explicit display of two strikingly
different perspectives – one, that
seeks answers from a corporate
market driven, regulatory state-
based perspective and two, that
finds its solutions from the
developmental state model.
Consequently, a study of the
innovation management in Japan
can be easily subjected to these
two perspectives – either it is the
corporate management or it is the
Japanese state, or as most of the
studies invariably focus on MITI,
Ministry of International Trade
and Industry, that is the hero of
the Japanese miracle and the
villain of its financial crisis. It is
interesting to note that the same
practices of seniority wages,
lifelong employment and
enterprise unions are held equally
responsible for both the triumph

of the miracle and the failure in
the crisis.

The Japanese innovation
system is fundamentally strong in
its dedication to create a quality-
controlled product for international
markets and to continuously
improve its products over decades
of research. This approach has
certainly helped in creating the
Brand Japan that is now
synonymous with high quality, cost
effective products. But this
approach also serves as a
hindrance in an extremely speeding
rate of market creation and capture
that is solidly grounded in an even
faster technological and design
advancement that is not strictly
based on hardware material, but a
digital interface that is
simultaneously connected to remote
parts of the world. The 1990s wave
of radical innovation based
economic upheaval was not caught
on fully by the Japanese innovation
system. The tacit nature of

knowledge creation, transmission
and application did not make
sufficient room for scientific
knowledge, that is in many ways
individualistic in its usage and
transmission. This certainly had an
important role to play in the
burgeoning Asian Financial Crisis
where property bubbles and foreign
currency inflations
notwithstanding, emerging
industries were not pursued
vigorously on account of a
complacency towards a stable
seeming economy.

 Thus, it is quite clear that
changes are indeed required and
are happening in Japan too. The
question remains exactly how far
the Japanese innovation system
will ultimately go in its bid to
improve itself without losing its
most winning points of a cultural
awareness and acceptance of a
distinct Japanese psyche that is
applicable to its innovation
management process.
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