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Chapter 1

Exit, Voice, and Japan’s
Economic Problems

The setting and the topic of conversation could hardly have been more discor-
dant, The restavrant in which we were dining, on the top floor of 2 ritzy hotel in
central Tokyo, featured white linen tablecloths and black-tie waiters. The presenta-
tion of the gourmet Chinese food suggested that the chef had trained in France. Yet
my host, KX8no TarG, the son and grandson of Liberal Demoeratic Party (LDP)
cabinet ministers and now an ambitious politician in his own right, was riffing on
Japan's cconomic decline. “Japan is the last socialist country on the planet,” he
said, “and like the rest of the socialist countries is headed toward collapse.” The
faalt, he continued, lay with his own pelitical party, the LDP, which should actually
be called “the Communist Party of Japan.™

Kono is known for hyperbole, se it was tempting to dismiss his analogy ss mere
theatrics, Yet the more § thought about it, the more valid it seemed. Japan's poor
economic performance in the period since 1990 is now well known, After growing
economically by an average of 8.4 percent from 1950 through 1973 and 3.5 percent
from 1975 through 1990-rates that placed Japan at the top of the growth charts
for the industrialized world over both of these periods—Japan has grown by an av-
erage of just 1.01 percent from 1991 through 2003.7 After recording just one year of
negative growth over the first four decades of the postwar period (in 1974, follow-
ing the oil shoek), Japanese endured four years of negative real groweh in rapid suc-
cession, in 1993, 1998, 1999, and 2002. Because of deflation, the nominal economy
has grown even more slowly. In 1995, the nation’s gross domestic product stood at
¥497 trillion. In 2003, it was exactly the same size: ¥497 trillion. These statistics
were not nearly as dire as those experienced in the Soviet Union, but given Japan's
record up until 1990, its performance over the past decade and a helf ranks with the
Soviet collapse as one of the great reversals of fortune of our age.

Loss well known outside of Japan is another parailel between Japan's economic
system and that of the old Soviet Union: the “socialist” way in which Japan’s eco-
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nomic system made sure most Japanese shared in the nation’s econemic gains. Be-
tween 1963 and 1993, the income gap between those in the top and bottom quin-
tites of the nation's households shrank sharply, from a factor of 5.6 to 3.4 Midway
through this period, s famous study by the Organisation for Economic Co-
opesation and Development (OECD) declared that Japanese levels of income dis-

tribution were among the most equal in the industrialized world, just below those

of Sweden and Norway.' By the 1980s, 90 percent of Japancse routinely told poll-
sters that they were members of the “middle class.”

What was amazing about the Japanese version of socialism was that it was able to
build such an effective safoty net for society without massive government expendi-
tures—unlike Sweden 2nd Norway, and completely unlike the Soviet Union. Rather
than redistributing income through government spending and providing care
through public services, fapan built a system of social protection that relied largely
on firms and families (especially women) to provide a safety net of income, benefits,
and care.’ Japarn’s secret was a system of regulations, taxes, and benefit rules that en-
couraged and enabled firms to offer “lifetime emnployment” to their core male work-
foree while encouraging women to care for children and other needy family mem-
bers. These private actors were expected to help make sure all Japanese advanced
economically together, like 2 convoy of ships moving zhead at a slow but steady pace,
with the government providing 2 naval ¢scort through its regulatory interventions.

Japan's system of “convoy capitalism,” with its bank-centered financial system,
cartels, and extensive regulations, all carefully managed by the state, has been known
mostly for the role it played in facilitating the success of Japanese export industries
and the rapid economic growth of the nation as a whole.* But this system was also
designed 10 protect vulnerable members of Japanese society, including werkers and
their families, by keeping firms in business so they could keep their conumitments to
employees and business partners. Convoy capitalism, fike the welfare state regimes
of Europe, had productive and protective elements that were mutually reinforcing’

This system worked quite well during Japan's high-growth years, producing a
“miracle” combination of growth and equity. Yet by the 1996k, like the Soviet version
of socizlism, the system was in trouble. Not only did national growth slow abruptly
but levels of equity declined as well. The income gap between the bottom and top
quintiles of the nation’s households widened from a factor of 34 i 1993 0 4.6 in
1998, reversing much of the progress made over the previous three decades. Many
Japanese still had the money to enjoy expensive meals at rooftop restaurants, but
many others were struggling to get by. The number of homeless living in Tokyo's
parks and other public spaces grew sharply, and high school graduates around the
country struggled to find work in a terrible job market.” Describing the new inequal-
ity trend in Japan as the most rapidly emerging one in the industrialized world, econ-
omist Tachibanaki Toshiaki argued that Japan bad become one of the most unequal
nations in the OECD, right up there with the United States and Britain.”

Along with the toubling decline in growth and the rise in inequality came signs
that it was taking growing surns of taxpayer money 0 keep the leaky convoy system
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afloat. By 1998 it became clear that the banks could no longer carry out their as-
signed role in the system witheut taxpayer help. The government attempted to bail
out fAinancial institutions in ways that would allow thern to continue protecting firms
from pressure to restructure, bug these bailouts only seemed to buy troubled banks
and frms a few extra years. As insolvent firms desperately attempted to maintain
cash flow without regard to profits, their excess production contributed to the phe-
nomenon of deflation, which forced the government to ramp up public spending in
a desperate attempy o keep the economy from sinking into  deflationary spiral.

By 2000, Japan’s public expenditures had risen to almost 37 percent of GDF, up
sharply from the level of 30 percent in 1990." Because taxes are kept low to stimu-
late the economy, the nation is now adding about 7 percent of GD? to its public
debt every year—a mountain of debt that had risen to 166 percent of GDP in
2003.% All of this is taking place as Japan's aging baby-boomer generation is just
years away from retirement, a demographic jobt that is being made worse by the
continuing drop in Japan’s fertility rate. With the population of working-age aduits
expected to shrink by 16 pereent in the next twenty-five years and another 22 per-
cent by 2058 {see figure 1.1}, Japan is entering a period of even slower growth and
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unstable government finances. Given this precarious situation, it is hard 1o imagine
that just 2 decade ago Japan was seen as an economic juggernaut threatening the
presperity of the rest of the industrialized world.

What happened? With their system no longer producing growth and equity, why
haven't the Japanese made needed reforms and created a mew productive and pro-
tective system betier suited to the new socioeconomic environment?

Kono's answer is to blame it on the LIDP, “the Communist Party of Japan.”

Blaming Japan’s poor economic performance—its lackluster growth and growing
inequality—on its politicians is certainly a popular pastime.” It has been almost as
popular as blaming the failures on Japanese bureaucrats." ‘These simple explana-
tions neglect to take the next step, however, and ask why Japan's politicizns and ba-
reaucrats have been so ineffectual. In the Soviet Union, it hardly seeros surprising
that Communist Party apparatchiks and bureaucratic nomenklatura, insulated from
society by their firm grip on power, couid steer the nation inte such trouble. But
Japan has 2 democratic system of government, with oppertunities for those frus-
trated by the status quo to seek change through elections, social movements, cam-
paign contributions, and free expression. Why haven’t the Japanese people forced
their politicians and bureaucrats to change course?

Firms and Women

This book secks answers to this question by looking closely at the behavior of two
groups that have had the greatest cause to be frustrated with the filing system of
convoy capitalism: firms, especially those in export sectors; and women, especially
young women eager to live a life in which they have the oppertunity to enjoy both
meaningful careers and the experience of raising children. It is axiomatic in much of
the literature on globalization that firms in the taded goods sector-Toyota and
Sotzy, for exarnple, in the Japanese cagse-should be at the forefront of economic re-
form movements in their home countries. Because these firms must compete against
rivals in other nasions, their profits and survival depend on their ability to minimize
costs associated with social programs and the protection of sheltered sectors of the
economy.” While the Japanese system of convey capitalism was long kanown for its
ability to generate superior growth rates, it also imposed costs on firms. Employers
faced restrictions on their ability to lay off workers during recessions, and they had
to pay high prices {relative to what their overseas rivals paid) for electricity, financial
services, constraction, transportation, and retailing because these sectors were shel-
tered from market forces by extensive government rules and regulations.

For the first several decades after Japan's poastwar recovery, the nation’s export-
oriented firms were able to thrive, despite these costs, becanse the same system of
convoy capitalism protected them. International capital flows were strictly regu-
lared, Hmiting the degree to which Japanese firms bad to compete against foreign
multinationals in the domestic market, and the government faced few restrictions
nn it ahility to nse resulations and frade barriers (o nrotect these firms from in-
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ternational competition. By the early 19805, however, capital was flowing freely in
and cut of Japan, most formal trade barricrs had been negotiated away, and the
government faced threats of trade sancrions whenever it attempted (o use its regu-
latory authority to protect Japanese firms. As a result, firms that had been content
to pay high prices in order to play their part in the convoy system, confident that
the government would be sble to manage competition se that they wouid not suf-
fer, found that they were exposed. They were stil expected to pay the high prices,
but the government could no longer protect them from international competition,
at least not to the degree it had previously. In this beok I ook at how these fitins re-
sponded to their situation and how their responses fed into the policy process.
Women have received much less attention in the literature on economic and wel-
fare state reform.” ] have chosen to focus on this group, zlong with firms, because
women were the other segment of Japanese society that was heavily constrained by
the role they were expected to play in providing social protection under Japan’s sys-
tem of convoy capitalism, Women were gxpected to devote their primary energies to
the care of children and other needy farnily members, such as frail mothers-in-law,
Fo ensure they were available for this caregiving, and to give firms the flexibility
they needed to keep core male workers on the payroll, female participation in the
paid labor force was largely confined to part-time and temperary work. Tax pelicy
encouraged women to quit work once they married and had children, Work rules
and the limited availability of leave to take care of their children and childcare ser-
vices made it hard for them to continue in full-time careers after they had children,
even if they wanted 10 do so. Once they quit such jobs, the lifetime employment
system, which provided few opportunities for mid-career job mobility, kept them
from ever gaining access to the best jobs. Many Japanese women were content with
this system, but a growing number began to grow frustraced with the strict assign-
ment of gender roles and restricted job opportunities. In this book I look at how
these women responded and how their response fed into the policy-making process.
The key to understanding why Japan has not acted more proactively to deal with
the crisis of convoy capitalism is to recognize that these two affected groups,
women and firms, were not restricted to 2 pelitical response when they became
frustrated with the system. Most studies of economic reform in Japan, reflecting
the bias in the broader political science literature, have assumed that all of the ac-
tion that matters takes place in the political arena. Thus T § Pempel argues, for ex-
amjpe, that a “regime shift” is irominent in Japan because leading manufacturing
firms are much more exposed 1o trade and tied to international business networks
than they used to be. He rightly points out that this change in the business envi-
ronment has made these firms frustrated with LDP policies that force them te pay
high prices and fork over tax money to support sheltered sectors of the economy
such as copstruction and agriculture.” He misses something, however, when he
takes the next step of assuming that firms would necessarily express this frustration
by splitting the social coalition that has backed the LD?P for so many years and mo-
bilizing for economic reforms. Faced with policies that have raised their production
costs, these firms have freguently taken the ontion of zecasing from the arohlem by
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relocating operations overseas. If they can “exit” from their problems in this way,
why bother taking on powerful opponents of reform in the LDP?

Young Japanese career women, t00, have had exit eptions that have reduced their
propensity t0. mobilize in the political arena to challenge s system of social protec-
tion that relies on them, rather than public social services, to care for children. Few

have exercised the most extreme exit eption (leaving the country, marrying a for- |

eigner, and working for a foreign firm), bat a great many have exercised the “partial
exit option” of giving up on one part of their work-family goals. Many women who
began their working careers expressing a desire to work and have a family have
opted out of the struggie to hold onto their careers after having a child, chovsing to
throw all of their energies into raising their children. A smaller but significant mum-
ber have given up on marrying and having children. Whichever choice they make,
they lose much of the motivation to mobilize for expanded childcare services and
changes in benefits and work rules designed to make it easier for methers to stay in
the full-time labor force.

1t is my argument that we cannot understand the pattern of Japan’s response to
the crisis of convoy capitalism withous appreciating the complex ways in which
these exit dynamics affect the policy process. The overall inadequacy of the re-
sponse to this crisis, as well as the uneven and reactive character of the reforms that
have been implemented, reflects the mix of reform-sapping and reform-inducing
effects of exit on policy gutcomes. On the one hand, the ability to exit from prob-
lems reduces the incentives affected groups have to campaign for improvements in
the system. This can result in a perpetuation of failing status quo policies as the po-
Htical process is Ieft under the control of epponents of reform. On the other hand,
when farge numbers exit all at once, this smcoordinated individual behavier can
create problems that force the government to respond. Thus the decision of many
firms to move production operations oversess has created 2 “hollowing-out prob-
lem® (kiddks mondai) that is receiving the attention of government elites. Likewise,
the decision of increasing numbers of women to opt out of motherhood hasledtoa
sharp fall in the fergility rate, to a record low of 1.29 in 2003, contributing to 2 de-
bate over how Japan should respond to its “dechining fertility problem” (shdshiks
mondai). "Uhe Fature of Japan's system of convey capitalism is being determined by
varying exit dynamics that have deprived reform movements of energy in most
cases but propelled it forward in a few areas,

Exit and Voice

"To understand where Japan is going, we need an analytical framework that can help
us understand how exit dynamics interact with the pelitical process to produce pel-
icy outpomes. The obwvious place to start is with the work of Albert Hirschman,
whose book Exet, Yoice, and Loyalty remains one of the few works that genuinely
bridges the fields of economics and political science.” Hirschinan deserves this ac-
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colade because he realized that, for il of our attempts te divide the world into eco-
nomic markets where organizations respond to uncoordinsted individual decisions
{exit} and political structures where organizations respond to mobilized demands
from inside the group {voice), organizations in the real world are confronted by
both response mechanisms. Corporations that manufacture automobiles, for ex-
ample, are organized to respond 1o the uncoordinated individual decisions of mil-
lions of customers to buy or net to buy their products, but they may also be con-
fronted periodically by a consumer movernent, led by someone like Ralph Nader,
that demands that they make better or safer products. Similarly, labor unions tend
te be organized to respond to the mobilized demands of their members, changing
course when they are confronted with noisy speeches, letters, petition drives, or
campaigns to recall the union leadership. Yet, they are aiso frequently confronted
by the problem of mass defections, or exit. Because alf social organizations deal
with both exit and voice, social scientists need to think carefully about how these
response mechanisms differ and how they interact.

Hirschman provides us with two insights that are critical 1o understanding the
impact of exit on the policy process in Japan. First, exit and voice represent two
very distinct mechanisms that organizations respond to when there is dissatigfac-
tion with their performance, each with the potential to spark a turnaronnd, Exit
works quietly, as many individuals react to their digsatisfactions by changing their
purchasing behavior, leaving their organization, or tying to escape from negative ef-
fects in some other way that involves uncoordinated individual action. The turn-
around begins when managers, watching the bottom line, diagnose the problem,
propose sohutions, and put them into effect. Voice, naturally, invoives a grest deal
more noise 25 those who are dissatisfied mobilize within the group——atiend meet-
ings, write letters, and build coalitions with hke-minded individeals—1o bring
about changes in the group’s way of doing things.

This insight saggests that complex social organizations such as states have the
capacity o turn around their performance in response o exit, and not just in re-
spense to voice. Social scientists have long held that states have their own interests,
such as security and national wealth, which shape foreign and economic policies.”
The managers of the state, the bureaucrats and the top leaders, are in effect respon-
sible for watching this bottom line in the same way that corporate executives watch
profit trends. When Iarge numbers of citizens exit from the negative effects of poi-
icy in ways that threaten the nation’s wealth and security, these managers can be ex-
pected to intervene in the policy process in a top-down manner (o pit into effect re-
forms designed tg return the pation te a richer and more secure path. This dynamic
constitutes the upside of exit, its capacity to prompt a turparound in the perfor-
mance of states, such as reforms in 2 malfunctioning system of convoy capitalism.

Hirschman’s second insight, in contrast, points to the downside of exit, He ar-
gues that in spite of the capacity of both exit and voice to spark impravements in
performance, most social organizations are unabie to respond with equal effective-
ness to both mechanisms. The difhiculty arises because the two response mecha-
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nisms are so different that social organizations inevitably have to structure them-
sefves to respond primarily to one or the other. Corporations organize themselves
to respond to exit by making sure exccutives receive timely information about what
is happening to the bottom line and by empowering them te respond guickly. Dem-
ocratic states, despite their interest in making sure manapers are able to look after

the bottom line of wealth and security, inevitably structure themselves primarily to .

respond to voice, the mobilized demands of social constituencies, This structure
suits states fine as long a5 constituencies frustrated with the performance of their
leaders respond by organizing social movements, voting for parties that faver re-
form, and campaigning for change. B doesn’t work very well, however, when frus-
grated individuals start to exit

This difficuley is aggravated, Hirschman argues, by the way exit opportunities
affect the propensity of frustrated citizens to use voice. When disgruntled individ-
uals have oppertunities to escape from the problems created by s given policy, they
are less likely to use voice to complain about it. Hirschiman called this his hydraulic
model: “Deterioration generates the pressure of discontent, which will be chan-
neled into voice or exit; the more pressure cscapes through exit, the less is available
to foment voice.”™ Dlemocratic states structured to respond to voice will be more
likely to turp around in the face of a decline in performance when frustrated citi-
zens with no way out begin communicating their concerns and working together to
move the state in a new direction, When frustrated individuals begin opting for
exit, states are not likely to respond effectively because exit will reduce the volume
of complaining voices that states are Hstening for. Evea i those choosing exit op-
tions do 0 in such numbers that their behavior begins to affect the wealth and
prosperity of society, states will tend not to respond as effectively because their
structures make them less responsive to this mechanism.

One of Hirschman’s examples nicely ilustrates how governments confronted by
exit are unlikely to respond effectively. Public school systems, he pointed ong, give
parents dissatisfied with the performance of their schools two options: they can
stay and use voice to try to improve their schools or they can exit by sending their
children to private schools or by moving to another school district. Since public
school systems are democratic structures organized to respond to parents’ con-
cerns expressed through the PTA, in school board elections, and in other forms of
political mobilization, they tend not to respond very well when parents react to a
decline in educational quality by feaving. The immediate effect of the departure of
disgruatled parents is 4 decline in the volume of complaints that school leaders
hear. Principals and school boards may actually find their lives more restful when
the noisy complainers zre gone, In time the decline in school enrollment may
prompt 2 response, but becanse school systems have not traditionally been orga-
nized to respond to the exit mechanism, school officials are not likely to respond
quickly or very effectively. What public schoels are left with, Hirschman suggests,
is the worst possible combination of exit and voice: enough exit to draw concerned
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parents out of the political debate over how to improve public schools but not
enough 1o motivate needed changes through market forces.

The reason democratic structures such as public school systems are prone to
this worst-of-both-worlds situation is because they make avatlable exit options that
are moderately costly, in the middle of the range of exit costs {see figure L.2).% 'To
take their children out of a public school, parents must either spend thousands of
dolfars 4 year on private tuition of uproot their families and move to another school
district, in many cases one with much higher bousing costs. Because these options
may cost 2 Jot, only some parents can afford 1o leave, and those who do leave tend to
do so over a long period of time. Confronted with only a trickle of exit, school ad-
ministrators accustomed to paying more attention to parent complaints than to en-
roliment trends are unlikely to respond by making improvements in the school’s
educational services. Since the immediate resuit of the departure of the school’s
most frustrated parents is 2 diminution of complaints, school officials in this situa-
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tion are also unlikely to respond to the voice mechanism. With neither mechanism
signaling the need for the school administration to change course, the school is
Likely to continue to spiral downward in its performance.

Hirschman's framework suggests that the performance of the organization
would have been much better if the cost of exit was much higher {(at the leftend of

the cost range shown in fgure 1.2} or much lower (at the right end). If exit were

close to costless, parents would respond to a decline in quality by moving their chil-
dren quickly and in large numbers or by using the threat to pull their kids out of
school to dernand improvements. Faced with the prospect of seeing their schools
rapidly depopulated, school system leaders wouid have ne choice but to improve
educational quakity in order to win back their customers.” Alternatively, if exit were
extremely costly, if parents had ne choice but to put their children into a given pub-
lic school, they would respond to a decline in performance by getting more in-
volved in the PTA, calling the principal, and behaving in a determined way until
the quality of education improved.

Hirschman's insights and this example show why it is critical to take into ac-
count what ¥ call “exit dynamics” in order to understand the pattern of Japan’s re-
sponse to the decline in the performance of its system of convoy capitalism. Barri-
ers to reform in the political system certainly matter, and so does the degree of
discontent among those affected by public policies, but what Hirschman tells us is
that, holding these factors constant, one can nevertheless geta wide variation in the
responsiveness of the system depending on how costly it is to exit, ¥ frustrated in-
dividuals have ne way out, they will mobilize despite the barriers to political action,
helping to push through reforms. If they can escape ot moderate cost, they will be
iess Likely to use voice to call for reform, depriving the voice mechanism of en-
ergy—and yet they won't exit quickly enough or in large enough numbers 1o
prompt leaders to institute top-down reforms out of concern for the national inter-
est. Exit will only propel reforms when frustrated individuals can escape as Bttle or
#o cost, generating exit trends thar ave so pronounced that even distracted leaders
will realize the need for action, diagnoese the probiem, and push through reforms.

Convoy Capitalism Confronts Shifting Exit Dynamics in Japan

The system of convoy capitalism that is the focus of this book is composed of a
large number of policies and practices that for several decades it together neatly in
a way that gencrated economic growth and s remarkable degree of social protec-
tion, One of the best knowm is the practice of lifetime employment, encouraged by
iabor regulations that make it very difficult for firms to lay off regular employees.
Anotber is the regulatory system that managed competition in a wide range of shel-
tered sectors, such as electricity and telecommunications, so that firms were able to
operate in a business environment where they did not need to worry about sudden
price swings that would push them into bankruptcy. A similar regulatory system for
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financial firms played a particularly critical role in protecting the convoy of banks
from financia] instability, giving the convoy system its name. The government re-
sericted financial firms to a narrow range of services, set prices, and managed com-
petition so that banks were guaranteed against the risk of bankrupicy themselves
and so could afford to enter into long-term main bank arrangements with their bos-
rowers. These policies worked together to provide Japanese firms with 2 secure and
predictable business environment in which they could make long-term relational
coramitments to workers, suppliers, and distributors.”

Another set of policies encouraged women to serve as primary caregivers for
their famifies. Tax and benefit rules subsidized “dependent” housewives by provid-
ing them with pensions to which they did not contribute themselves, tax credits,
and other benefits that were so substantal they had a strong financial incentive not
1o boost their annual earnings above ¥1.5 million ($12,500) a year. The limited sup-
ply of childcare and eldercare services, and the complete absence of family leave,
pushed many women fo quit their jobs when they had children or when a family
member needed care. Finally, work rules offered little protection te full-time work-
ing mothers who needed flexibility to care for their children or frail eiderly refa-
tives. In combination, these policies pushed and pulled women into fuifilling 2 vital
role in the system of convoy capitalism: wives were to be available #t all times to
provide care to family members so that husbands and the state did not have to; and
they were to serve as & flexible labor force so that firms could keep core male work-
ers on the payroll when Gmes were tough.

This entire system has come under pressure as a result of socioeconomic
changes, in particuiar globalization and the changing aspirations of women. Firms
have been increasingly frustrated by the high prices they bave to pay for a variety of
inputs, such as labor and electricity, at 2 time when many of them are ess insulated
from market pressures than they used to be. They have also begun to worry shout
the long-term implications of public debt, which has been mounting as the govern-
ment has straggled to patch holes in the convoy system. Similarly, more and more
women have become frustrated with being expected to focus most of their energies
01 caregiving,

These frustrations should be prompting Japanese citizens to engage in a na-
tional debate about how to update their system of production and social protection.
How can the burden of caregiving be reallocated between husbands, wives, employ-
ers, and the state so that children and the elderly receive high-quality care whilke
both women and men balance work and family life? How can social protection for
individuals be maintained without requiring that Japanese firms and the tuxpayers
pay high prices and subsidies to declining sectors of the economy? If the Japanese
were able to debate these questions and arrive at answers, the nation might well be
e its way to solving its problems of public debt, lagping growth, rising inequality,
and declining population.

Unfortunately, this is a debate the Japanesc continue to avoid. The reason
women and firms have not forced the country 10 engage in this debate is because
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both have found opportunities to escape from some of the most frustrating features
of the system. Just as America’s urban school systems have suffered as large num-
bers of parents have taken their children out of them rather than pressing them to
improve, Japan is suffering because women and firms have found their own private
exit strategies, The problem is that these exit strategies have by and large fallen in

the moderate cost range that Hirschman’s framework identifies as most problem-

atic. They have consequently fatied to spark either an exit- or voice-driven re-
sponse, while adding to Japan's economic difficulties,

Escaping from high production costs by relocating to China and ¢lsewhere over-
seas allows firms 2 way out, but this strategy takes many years and many yen to im-
plement. Because it has taken so long for the extent of the trend to become visible
and because the opportunity to exit has made firms less likely to speak up to iden-
tify the problems that are driving them overseas, it is only recently that some ob-
servers have begun to describe the foreign direct investment {FI31) trend as 2 “hol-
lowing-out problem.” The managers of the state have been trying to figure out
what’s wrong, but without the support of firms they are having difficulty diagnos-
ing the problem and pushing through controversial reforms.

Simiiarly, wornen have found that their partial escapes from the system are not
costless. The single and double-income, no-kids {IDDINK) lifestyles are second
choices for most women, who continee to tell polisters that they would ideally like
o marty and have children. Only some of these women have been willing to give up
forming families in order to continue in their careers, and they generally only come
to this decision after many years of self-questioning. The declining fertlity trend
that has recently become 2 national obsession has therefore taken many years to
emerge—with demographers predicting as recently as 1997 that the dip in fertilicy
rates was only temperary. Because women opting not to marry and not to have chil-
dren have made these decisions fndividually and silently, there has been no young
women's movesnent to define the problem and advocate solutions. Instead, it has
been left to bureaucrats to identify the “declining fertility problem,” determine the
reasons it has emerged, and advocate gender-role changes that some have now con-
cluded are necessary before the trend can be reversed. Without more active support
from young women, government officials have found it difficult to grasp the extent
of social and policy change that is required, and they have found it even more diffi-
cult to aceelerate socal change.

While the main focus of this book is on these reasons for the slow pace of re-
form of the system of convoy capitalism, I do not argue that the system is intact—
far from it. Key clements of the systers have been subject to far-reaching reforms.
The extensive liberalization of the financial services sector has weakened a vital
pillar of the entire system. The Gold Plans of the 19965, which sharply increased
government spending on eldercare services, and the introduction of the ambitious
Long-term Care Insurance (LTCI) program for frail elderly in 2000, combined to
goarantee 2 hitherto wnimaginable level of social service provigion for senior citi-
zens. Notably, these programs were specifically designed to relieve female family
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members of much of the burden that used to fall almest exclusively on their shoul-
ders.

These exceptions to the pattern of stasis, [ argue, can also be explained by the
distinct exit dynamics that have produced very different responses by women and
firms affected by these policies. In the case of financial services, firms frustrated by
the limited availability and high cost of specific services frequently fonnd that they
could exit at little or nio cost. All they had to do was book the transaction in London
or Singapoere or Chicago. The low cost of exit allowed firms to exit quickly and in
large numbers, producing the hollowing out of specific inancial service markets,
The magnitude of the exit behavior and its causes were so obvious thet it propelled
reform, culminating in the “big bang” reforms adopted in 1996. With the Gold
Plans and LT'CI, it was women with Bo way out that helped propel reform. While
young women could get around the problem of balancing careers with childcare by
opting not to have chiidren, older women who were expected to drop everything to
care for frail family members could not easily opt out of having parents or in-laws,
of of aging themselves. The inability o exis motivated women to form groups,
lobby burcaucrats, and run for office, even winning the suppert of conservative
men in the LDE

"Fhese exceptions, unfortunately, do not signal that Japan’s system of convoy
capitalism is smoothly evolving toward something new and functional. On the con-
trary, the uneven patterns of reform driven by varying exit dynamics have helped
make the system more dysfunctional than ever. The system is unraveling, and only
when the problems of hollowing out, declining fertility, and perhaps the most
threatening exit trend of all, capital flight, reach crisis levels will the Japanese be
motivated to respond.

What’s Ahead

Hirschman subtitled his book “Responses to Decline in Pirms, Organizations, and
States.” Most of the examples in his book are drawn, howeves, from the first two
categories, and his frequent references to “customers,” “managers,” and “mem-
bers” seem to have discouraged other schelars from applying his insights to organi-
zations zs large and complex 25 states. Instead, most scholars who study economic
znd social policy have built their models on foundations laid by two other ccono-
mists with aspirations to apply their discipline’s tools to the study of politics: An-
thony Downs and Mancur Olson. From Downs we have models that treat the
policy-making process as 3 “politieal marketpiace,” with voters choosing parties
and parties choosing policy in ways not dissimilar from the way customers buy
goods and firms self them; whereas from Olson, we have models that assume that
concentrated costs and benefity cause pelitical actors to organize and mobilize in
the political arena.™ In neither of these approaches, however, is there much room
for voters and other political actors faced with a policy they don't like to gveid its ¢/~
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fects rather than acting in the political marketplace. Ironicaily, these economists and
the political scientists who have followed their lead seem to have forgotten that
there is a markes out there where individuals frequently have opportunities to exit
instead of vsing voice.

Although this book is organized sround the puzzle of Japan's poor economic
performance, it also challenges the preeminence of Downs and Olson in political
science by insisting that we take seriously Hirschman’s insights about the “hy-
draufic” relationship between exit and voice. As | discuss in more detail in chapter
2, political economists studying the cffects of globatization and scholars studying
women's movements, reflecting the influence of Downs and Olson, tend to focus
most of their attention on what is going on in the political arena, As globalization
makes the costs of welfare states more salient and social change leads {some)
women to grow frustrated with welfare palicies organized around male breadwin-
rers, they assume that women and frms wili mobilize in the political arena in an ef-
fort to change policy. Even if they don’t succeed at first because political instity-
tions get in their way, when they get frustrated enough they wili mobilize to change
these institutions so that they can realize their goals, The assumption that frustra-
tions lead to mobilization makes most of these scholars “optimdstic”™—if that is the
right word given that many analysts of welfare states bemoan the pressures these
policies face-—that state structures will not remain out of conformance with socio-
econoinic conditions for long.

Hirschman's observation that individuals frequently have exit options and that
their exercise of thege options will tend to draw them out of the political arena
should lead us to rethink those theories and arguments about globalization and
women's movements that do not adequately take into account the hydraulic im-
phications of exit. Although the empirical discussion in this book is focused pri-
marify on Japan, chapter 2 makes it clear that if my application of Hirschman’s
logic to the areas of economic end social policy in Japan helps make sense of the
siow and uneven pace of reform there, we should be asking similar questions
about other nations. Maybe one reason the US., German, and alian govern-
ments have been slow to expand public childcare systems is because career
women in those nations teo have exit options that take them out of the political
process. Likewise, instead of focusing primarily on labor union power o explain
why Germany has been slow to introduce more fexibility into its labor market,
we should be asking whether the ability of German firms to relocate production
to castern Europe has reduced the vehemence with which they seek reform
through the political process.

After drawing out the broader comparative implications of this stady, I return
the focus to Japan in chapter 3, detailing how the nation’s system of convoy capital-
ism operated before it came under pressure, focusing on its productive and protec-
tive features. While much of the literature on Japanese political economy has em-
phasized the productive advantages of elements such as the main bank system,
cross-sharcholding, vertically integrated production networks, and government in-
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dustrial policy, the emphasis in this chapter is on how all of these structures, to-
gether with the fragmented system of social insurance and the reliance on women
as primary caregivers, aiso contributed 1o social protection under the socioeco-
noemic conditions of the high growth years.

Yet these conditions inevitably changed. Chapter 4 looks at how sucioeconomic
changes since 1980, in particular the economic changes captured by the term
“clobalization” and changes in young women's role aspirations, have caused
women and firms to become increasingly frustrated with the system of convoy cap-
italism, Although some have responded by mobilizing in the political arena, ] argue
that the predominant response has been slow, quiet exit through foreign direct in-
vestment by firms and declining fertility and departure from the full-time work-
force by women. '

The next three chapters make up the heart of the book, the exploration of how
the uncoordinated exit decisions of Japanese firms and women have affected the
policy process, In chapter 5,1 describe how Iong it took for the decisions of firms to
exit viz FPI 1o be scen as a hollowing-out problem. When the trend first began, it
was gctually applauded by bureaucrass, who developed puolicies to encourage Japa-
nese firms to relocate production overseas in hopes this would appease critics of
Japanese-style capitalism in the United States, Europe, and Southeast Asia. Even
after Japan entered its “long decade” of stagnation, now stretching to fifteen years,
Japanese officials hesitated to call FDI a problem. Not surprisingly, this hesitation
fiag bluneed exit-driven policy change in Japan. In chapter 6, T examine a series of
case studies of labor market reforms, electricity-market reforms, and public-sector
reforms. In none of these areas, | argue, did the stace respond vigorously eut of
concern for hollowing cut-—in large part because the trend emerged slowly and was
hard to interpret. Yet the slow departurc of Japanese corporations provided enough
of a relief valve that it sapped the energy that firms might have devoted to demand-
ing cconomic reforms in the political arena. Without more suppert from this con-
stituency, Japanese officials fonnd it difficult to convince the Liberal Democratic
Party 1o tackle these structura] reforms.

Chapter 7 spotlights the features of the system of convoy capitalism thet affect
women, in particular those affecting their ability to combine work with child rear-
ing. I examine how the declining fertility trend has affected the policy process, fo-
cusing on the complications that have made it difficult for government officials to
grasp the significance of the problem, diagnose causes, and formulate a response. 1
also examine how the ability to exit affected the women's movement and its role in
this policy debate. Finally, I focas on the limited reforms that have and have not
been impiemented in this area, including childcare leave (as leave to care for one’s
own children is called in Japan), expanded childcare services, tax and benefit re-
forms, and reforms in employment regulations.

In the penultimate chapter [ examine the two exceptional cases of {ar&reachmg
reform, those in the Anancial services sector and those expanding services for the
frail ciderly, { examine the effects of exit dynamics on the reform processes in these
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sectors and then summarize the leasons from the comparison across cases in this
book. Chapter ¢ returns to the big question with which we began: Why haven’t the
Japanese people forced their politicians and bureaucrats to change course? Can we
expect them to get the message anytime soon? And is there a way for Japan 1o re-
form its system before it faces a true “race for the exits™ orisis?

Chapter 2

Taking Exit and Voice Seriously

As befits a topic of such importance 10 the contemporary world, scholars and
policymakers have been engaged in a lively debate about the degree to which glob-
alization, declining fertility, and aging threaten the mechanisms through which ad-
vanced industriatized nations provide social protection for their citizens. Some tel
us we are doomed to see kboriously constructed social programs cut back and dis-
mantled, with the whole world converging on the U.S. model of unfettered capital-
ism, while others tell us we can expect a diversity of systems-—inchiding systerms
with generous social protection—to survive,. Who's right? What are the implica-
tions of these debates for Japan? And what are the implications of this study for
these debates?

‘What I find when I review this literature is that mest works focus on “the polit-
ical marketplace” 1o the neglect of the economic marketplace that operates along-
side it. Global economic changes, demographic shifis, and value changes are seen
as drivers of new patterns of political mebilization, typically a realignment of polit-
ical forces for and against policies that provide social protection. This pattern of re-
alignment is then scen as the driver of systematic policy change.

This literature has not eompletely neglected the role of exit in the economic
marketplace. Scholars who study globalization place a great deal of stress on the
role of greater capital mobility {or capital exit) a5 a factor reshaping social and eco-
nomic policy. Similarly, some scholars who study family policy have stressed the
role of falling fertility rates {another type of exit) as 2 motivator of policy change.
What is notable about this work, however, is that ali of it expects the economic and
political processes to operate scparately, but in tandem, to reshape pelicy. Capital
mobility is expected to work with the mobilization of traded goods firms in the po-
Litical system 10 push governments to scale back social protection. Falling fertificy
rates are expected to work with the mobilization of wemen in the political arena to
push governments toward adopting more gender-neutral social policies,



