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Retained Earnings and Capital Glut in Japan

Since the beginning of the 21st century, Japanese companies have accumulated a large
amount of retained earnings. This is the result of two main factors. One factor is that facing
economic globalization, Japanese companies have taken the measure of replacing regular workers
with irregular workers for the purpose of cutting down personnel expenses. And, along with the
progress of computerization, Japanese companies have allotted irregular workers the unskilled
work in the manufacturing process. The other factor is the reduction of corporate tax. Japanese
government has lowered corporate tax several times so that Japanese companies can stay in
Japan.

So, how have Japanese companies utilized retained earnings? Instead of investing them in
plant and equipment, they have invested them in domestic and foreign securities. These
circumstances have created capital glut in Japan. Especially, a huge amount of foreign investment
by Japanese companies has caused slowdown in domestic economic growth and de-

industrialization in Japan.

(OKUDA, Hiroshi, Professor Emeritus, Ritsumeikan University)
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