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In order to remain as a global frontrunner amid globalization, Japan, 
who faces decline in population, will have to enhance its international 
competitiveness by developing an environment for increasing growth potential 
and creating continuous innovations. 

In this sense, Japan must eliminate impediments to creation of diversified 
and unique knowledge, reform the development of human resources that support 
knowledge creation, and improve the flow of funds. 

1. Policy Innovation 
(1) Creating special zones for cutting-edge technologies 

To expand the frontier for new growth, we must integrate diversified 
knowledge, create new technologies, and conduct experiments and trials toward 
their utilization. 

However, the existing systems and regulations maintain many 
impediments to new experiments and trials. Under the existing special zone 
system, it is also difficult to be designated as special zones when they are related 
to technologies and systems whose outcome is uncertain. 

Therefore, as a first step, we should make the following cutting-edge 
efforts in “digital (or ubiquitous) special zones”: 

- Certain regulations and a range of acceptable operations will be established 
to allow people to conduct a variety of social experiments and remain immune from 
their responsibility for results from experiments other than those done with malicious 
intent (the safe harbor rule in the United States). 

- Setting regional environmental and safety standards and developing goods 
or services to meet such standards will be made possible. 

(2) Innovating policy support for cutting-edge areas 
What is required in order to promote cutting-edge research and 

development efforts is not straightforward subsidies but policies to encourage and 



support risk-taking challenges. One representative system of such policies is the 
U.S. SBIR (Small Business Innovation Research). The SBIR system features a 
high-quality competitive selection mechanism, giving support to R&D-oriented 
small and medium enterprises only when they clear a hurdle for each of the three 
phases. Taking such a system as a model, “Small and Medium-Size Business 
Innovation System” (the so called Japanese SBIR system) has been introduced, 
but it lacks high-quality competitive selection mechanism like the one in the U.S. 
system. 

In FY 2007, a system similar to the U.S. SBIR started for the new energy 
area (see Note). On the basis of this, government ministries and independent 
administrative agencies that provide R&D funding above a certain amount to the 
private sector should introduce a similar system for venture businesses, setting 
aside a certain portion of their budgets for the system. The Council for Science 
and Technology Policy should make ex-post evaluation of the appropriateness of 
fund distribution and the adequateness of selection at each ministry. 
Note: "New Energy Venture Innovation Program" 

Based on the U.S. SBIR, the program accepts proposals from the pubic on 
technological seeds for renewable energies, make selections in three phases from the 
perspectives of new technologies and commercialization potential, and supports the 
selected proposals. 

2. Reform of Undergraduate and Graduate Schools 
(1) Objectives 

(a) Global centers: Universities will become global innovation centers to attract 
world’s leading researchers. This will in turn accelerate growth potential for the 
Japanese economy. 

(b) Anticipating structural changes: Education and research in universities are 
adapted to future industrial structure changes. 

(c) Internationalization: Universities will be transformed into a high value-added 
industry to accept high-quality students from the rest of the world, including Asia. 

(d) Differentiation: Universities will make voluntary decisions and efforts to 
become specialized in either research, education, community-based activities or any 
other area. 

(2) Priorities of Reform 
(a) Universities as Centers of Innovation – Selection and concentration of 



research fund allocation 
- Increasing “competitive funds” and the proportion of overhead expenses, 

establishing an evaluation system based on screening by internationally acclaimed 
researchers, etc. 

(b) Universities as Centers of an Open Education System – Respecting students' 
choice and internationalization of universities 

- Dispersing entrance examination dates to allow students taking entrance 
exams for and simultaneously accepted from two or more national universities; 
permitting students to choose to enter universities in September; and abolishing current 
system of having students choose either the arts or science in entrance exams 

- Relaxing fixed number of students in the Faculty of Math and Science in 
order to enhance the science courses 

- Developing an international collaboration programs with foreign, primarily 
Asian universities ("Globalization Plan for Universities" as tentatively named), such as 
to expand double degree system, and provide more lectures in English 

(c) Allocation Rules of Administrative Expense Subsidies for National University 
Corporations According to Efforts and Performances of Universities 

-- The Government should promptly begin deliberations on concrete measures 
for a new allocation rules of the Subsidies (based on the efforts and performances 
of universities with regard to matters such as achievements of education and 
internationalization) toward the next medium-term plan (for FY 2010 and beyond) 

The subsidies allocation rule may take the following perspectives into account: 
- Reflecting evaluation of education performances by a third-party panel including a 

wide range of experts (evaluation systems and standards have to be developed urgently). 
- Giving priority to efforts and achievements regarding training of excellent human 

resources and internationalization at universities (graduate schools, in particular). 
- Introducing a mechanism to support constructive and innovative realignment and/or 

integration of universities. 

(3) Policy programs for the next three years and relevant numerical targets should 
be incorporated into the Basic Policies 2007 and implemented as soon as possible. 

3. Accelerating "a Shift from Savings to Investment" 
(1) Reforming defined-contribution pension plans 

While defined-contribution pension plans are a key means to shifting 
household assets from savings to investment, the market for such plans is limited 



due to various institutional restrictions. The Government should take following 
reform measures to allow every workers employed by any company to make 
contributions to certain amount and utilize such pension plans. 

(a) Only employers are now allowed to make contributions to corporate 
defined-contribution (CDC) pension plans. Employees as well should be allowed to 
make and change their contributions on their own to match employers' contributions for 
CDC plans. 

(b) Restrictions should be eased on contributions to personal defined-contribution 
(PDC) pension plans, hitherto which have been available only for self-employed people 
and employees at companies with no corporate pension plans. 

(Note) Only 20% of companies, which have no other corporate pension plans, pay 
maximum contributions for CDC pension plans in Japan. Those that have some other 
plans, just 30% of companies pay maximum contributions for CDC plans. In the United 
States, employees are allowed to make contributions matching those by their employers 
to their 401k defined-contribution plans. They are also allowed to make contributions to 
their individual retirement accounts. 

(2) Supply of risk money 
As Japan has lagged far behind Europe and the United States in 

promoting venture businesses, the Government should try to develop venture 
businesses and create an environment allowing money to flow into ventures. This 
should become a breakthrough for increased investment toward opening-up future 
prospects. 

(a) Expanding angel tax systems 
In order to promote supply of funds in the initial stage that is vital for 

venture businesses, the Government should expand the nation's angel tax systems 
to introduce tax credits on investment and extend the number of years allowed for 
deduction of capital losses. At the same time, aggregation of gains and losses should 
be expanded as financial income taxes are integrated. Tax requirements and 
procedures should be simplified to reduce the burden on individual investors with 
regard to tax return filing. 

(b) Enhancing tax incentives for R&D 
The Japanese system of research and development that heavily depends on 

large companies' in-house operations has lacked flexibility and efficiency to 
expand the frontier for new growth. The Government should neutralize the present 



R&D tax incentives that treat in-house R&D costs favorably, and prompt large 
companies to invest more in venture businesses. The reform is expected to facilitate 
supply of funds to intensive-R&D-oriented ventures developing such products as 
medicines. 


