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1. INTRODUCTION 

The purposes of this paper are to explore the basic pattern of Japanese invest-
ment in contemporary Latin America. The following section will discuss the latest 
change in the nature of Japanese overseas investment in Latin America in particular. 

The third section will be devoted to the examination of Japanese investment 
in five Latin American countries: Chile, Mexico, Venezuela, Argentina and Brazil. 
This comparative inquiry into concrete cases will contribute to clarifying the vari-
ations observed in the behavior of Japanese investors in Latin America. In the face 
of the economic liberalization measures taken by Latin American governments, 
many Japanese investors have partially dismantled their manufacturing operations 
and turned into importers of finished products. This pattern is observed in all five 

Brazilian Journal of Political Economy, vol. 15, nº 3 (59), pp. 397-417, July-September/1995

397http://dx.doi.org/10.1590/0101-31571995-0814 Revista de Economia Política 15 (3), 1995  •   

* University of Tokyo, Tokyo/Japan.



398 Brazilian Journal of Political Econoy  15 (3), 1995 • pp. 397-417  

countries but most typically in Chile. On the other hand, the prospect of regional 
free trade agreements gives a different type of impulse to Japanese investors, which 
is most typically observed in Mexico, the first Latin American country that started 
FTA negotiation with the United States. 

2. CHANGING PATTERN OF JAPANESE FOREIGN DIRECT  
INVESTMENT IN LATIN AMERICA DURING THE 80’S. 

The 80’s 

Many observers have noticed several drastic changes which occurred in the 
pattern of Japanese overseas investment during the 80’s. For example, a research 
team commissioned by the Economic Planning Agency found out, among others: 
(i) the size of each investment project enlarged; (ii) the weight of the manufacturing 
and natural-resource development sectors declined while that of finance, insurance 
and real-estate business expanded; (iii) the share of investment in developing coun-
tries declined while the one in the advanced industrialized countries augmented due 
to the expansion of investment in commercial activities (sales networks), finance/
insurance, real-estate business and in the manufacturing sectors suffering from 
trade frictions (EPA, 1990). 

The shift of principal destination of Japanese investment from developed coun-
tries was in fact drastic. According to Table 1, Japanese investment in the develop-
ing areas (Latin America, Asia and Middle-East) sharply dropped from 50.5% to 
27.4% between 1980 and 1990, while the one for North America and Europe to-
gether jumped up from 38.5% to 62.9% during the same period. 

Now, the manufacturing investment also concentrates in these high-income 
regions. According to Table 2, which indicates sectorial distribution of Japanese 
manufacturing investment, the wood/pulp industry was the only major sector that 
attracted Japanese investors in the developed countries in 1971. In this year, most 
Japanese manufacturers invested in the textile, metal, and transportation-equipment 
industries of Latin America and in the textile and electric-machinery industries of 
Asia. During the 70’s, investment of foodstuff and textile industries declined while 
the chemical and metal-fabricating industries in Latin America and Asia attracted 
more Japanese investment, a clear reflection of the difficulty faced by these pollu-
tion-prone industries in Japan at that time. It is, however, the machinery industries 
(including vehicles and electric/electronic equipment) of North America and Europe 
that attracted a major portion of Japanese manufacturing investment during the 
80’s. The light and “dirty” industries of Asia and Latin America lost their previous 
salience. 

In short, the difference in sectorial and territorial distribution of overseas in-
vestment between Japanese and US firms is rapidly narrowing. The Japanese in-
creasingly prefer investing in the leading sectors of high-income countries. 

Young-Kwan Yoon (1990, pp. 4-5) interprets this change as signifying that 
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Japan started to experience deindustrialization and the loss of high productivity 
jobs, thus following the destiny of the two former hegemonic powers, Great Britain, 
and the United States. Ozawa (1991, pp. 44-5), in contrast, argues that, due to 
increasingly sophisticated consumer market and development of automated, flex-
ible manufacturing techniques at home, foreign direct investment still functions in 
Japan to shed older industries and to upgrade domestic industries concentrating on 
higher value-added, more knowledge-intensive, and higher-income upscale products. 

In spite of the difference of their views on the domestic consequence of Japa-
nese foreign direct investment, both Yoon and Ozawa agree to the point that the 
initial motive of the Japanese machinery firm’s decision to invest in the United 
States and Europe was to cope with the protectionist pressure from those regions. 
Yoon even says that the Japanese would probably not have shifted from an export 
strategy to one of foreign investment if there had not been for trade restrictions 
(Yoon, p. 14).1 

In fact, since the late 70’s, the production techniques such as computer-guided 
automation, robotics, flexible manufacturing and just-in-time inventory have drawn 
attention as major sources of Japanese advantage. These production techniques 
contributed to sharply reducing the relative share of labor cost in total production 
cost. Furthermore, they are regarded as most effectively used within the production 
network connecting the management, labor and suppliers that has highly developed 
in Japan. Therefore, the Japanese firms with those techniques prefer producing in 
Japan and exporting their products from their Japanese base. They decided to invest 
abroad only when they were forced to do so by political pressure from the host 
governments. The Japanese investment in machinery industries in North America 
and Europe expanded during the 80’s mainly for this reason. Still, the overseas 
production of Japanese firms accounted for only 6.4% of their total production in 
1990 while the US firms produced 23.8% abroad in 1989 (MITI, 1992, p. 17). 

The lowering of the relative importance of labor cost in the machinery indus-
tries means that the Japanese firms do not always need to locate their plants in low 
wage, developing countries. They will decide investment locations according to 
various factors including nearness to the targeted market, infrastructure, incentives 
offered by the host governments, technological level of host society, protectionist 
pressure and wage level. This explains why Japanese machinery firms wished to 
stay at home at the beginning and later decided to go mainly to the high wage 
countries like the US and Europe when they were forced to go abroad. 

Latin America 

As Kotaro Horisaka’ s work (1991, pp. 63-6) discusses, the first “boom” of 
Japanese investment in Latin America came during the latter half of the 50’s. In this 

1 Ozawa is not as clear as Yoon. However, he admits that many Japanese regarded foreign direct 
investment as the “second-best” alternative at the beginning. The first best was export.
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period, the Japanese manufacturers of textiles, steel, automobiles and so forth went 
to Latin America to cope with the host government’s policy of import substitution. 
During the second investment boom which came in late 60’s and lasted until the 
middle of the 70’s, the objective to secure a stable supply of natural resources and 
foodstuff was added to the original purpose of securing market access as an impor-
tant objective of Japanese investors in Latin America. During the 80’s, however, the 
flow of Japanese direct investment sharply decreased except for the investment for 
banking and service sectors of Panama and the Caribbean “tax heavens”. 

Tables 1 and 2 support Horisaka’s observation. In 1971, the manufacturing 
sector accounted for 47.1% of total Japanese investment in Latin America. The 
mining sector followed with 22.3%. In 1980, these two sectors still accounted for 
65.9%. By 1990, however, the figure dropped to 19.2% while the finance/insurance 
and service sectors came to account for as much as 73.8% of all Japanese invest-
ment in Latin America. In fact, the investment in Panama, Bahamas, Bermuda, 
Antilles, and the Virgin Island together accounted for 73% of Japanese investment 
in Latin America in 1990. If this Caribbean investment is excluded, the Japanese 
investment in Latin America only amounted to US$10.9 billions or 3.5% of all 
Japanese overseas investment in 1990. 

In the manufacturing sector, the textile, metal, and transportation-equipment 
industries attracted most Japanese investors before 1971. During the 70’s, how-
ever, foodstuff and wood/pulp were the only industries that increased the relative 
share of Japanese manufacturing investment in Latin America, again supporting 
Horisaka’s point on the importance of resource development investment during the 
second Japanese investment “boom” in Latin America. 

During the 80’s, in contrast, all industrial sectors lost their relative share in the 
Japanese overseas investment (see Table 2). In this sense, Latin America fits the 
general pattern more clearly than Asia. The Asian countries also experienced a large 
decline of relative share of Japanese manufacturing investment during the last de-
cade. However, the decline mainly occurred in the textile, metal, and chemical in-
dustries. The machinery industries, in contrast, kept their relative importance dur-
ing the 80’s. The electric and electronic industry even increased its relative share 
although the expansion was not so large as the one in North America and Europe. 

In contrast, many Japanese manufacturers of machineries, faced with the severe 
recession and the rapid liberalization policy of the host governments, stopped their 
manufacturing operations and turned into importers of finished goods in many, if 
not all, Latin American countries. In fact, Toyota and Nissan stopped assembling 
in Chile and now runs only distribution and service operations. 

The attitude of Japanese firms in Venezuela is more ambivalent. Since they are 
not fully sure of the future course of economic liberalization in the host country, 
they have dismantled their assembling operations only partially. For example, 
among the electric-appliance producers, Pioneer and Hitachi completely stopped 
the assembly operations. Sony and Panasonic, on the other hand, continue to as-
semble small-size TV sets but started a parallel operation of importing other prod-
ucts. Toyota, the largest Japanese car-assembler in Venezuela, in the face of the 
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government policy of liberalizing big-size passenger-car imports in the middle of 
1991, decided to import Celica and Crown and only assemble Corolla and Land 
Cruiser in Venezuela. They maintain both assembling and importing operations to 
prepare for an uncertain future (interviews in Caracas, March 22/23, 1992). 

In Argentina, the tariff reduction curtailed the merit of the operations at the 
Fuego free trade zone. The Japanese assemblers of electric appliances, which heav-
ily invested during the 80’s, started the import operations. In case of Sanyo, import 
operations have already surpassed the assembly operations (interview at Buenos 
Aires, March 25, 1992). 

Even in Brazil, the largest host country for Japanese investors, JETRO reports 
that a shift from production to import is observed among Japanese automobile and 
electric-appliance makers (JETRO, 1992, p. 165). 

Nissan in Mexico is great exception to this general trend. Since this company 
had invested heavily before a full-scale liberalization started in Mexico in the mid-
eighties and since the liberalization of Mexican automotive trade was very limited, 
it decided to expand, instead of dismantle the production facilities at its Aguascali-
entes plant. While the Mexican domestic sales were stagnated, it could export parts 
and components to the Nissan plant in the United States and cars and pick-up 
trucks to some Latin American countries such as Chile and Central America.

Table 4: Trade of Japanese and US subsidiaries with their  
home country (lmport from home country = 100.0) 

Japanese subsidiariesa US subsidiariesb 

Region Expor! Impor! Region Expor! Impor! 

1983 1982 

Ali regions 88.2 100.0 Ali regions 90.6 100.0 

USA 78.9 100.0 Canada 109.7 100.0 

Europe 27.2 100.0 Europe 33.8 100.0 

Latin Ame rica 80.1 100.0 Latin America 102.2 100.0 

ASEAN 69.5 100.0 Japan 156.4 100.0 

OtherAsia 157.4 100.0 Asia 145.7 100.0 

1989 1989 

Ali regions 78.9 100.0 Ali regions 91.8 100.0 

USA 52.7 100.0 Canada 105.1 100.0 

Europe 48.0 100.0 Europe 52.4 100.0 

Latin America 338.1 100.0 Latin America 95.5 100.0 

ASEAN 45.9 100.0 Japan 83.8 100.0 

NIES 255.7 100.0 Asiac 153.2d 100.0

Sources: MITI 1986 & 1991; US Department of Commerce 1985 & 1991.  
a) Do not include financing/insurance, real estate and public utility business.  
b) Non-bank subsidiaries of non-bank parents.  
c) Does not include Thailand.  
d) Estimate
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The behavior of Nissan is congruent with Horisaka’s observation that, faced 
with the severe recession in the host countries, the Japanese firms in Latin America 
(both existing and new) recently started to use their Latin American base for export-
ing to the third countries instead of producing for the stagnated local market. 

Table 3 certainly shows that the local sales of the Japanese subsidiaries in 
Latin America shrank while their export to the third countries (“North America” 
and “all others”) expanded during the latter half of the 80’s. However, we also need 
to pay attention to the fact that their sales to Japan also shared high in 1987 
through 1989. In 1990, the share of Japan-bound export declined. Still, it is much 
higher than the level attained during the 70’s. 

Although the Japanese investment abroad is generally associated with trade 
deficit of the host countries vis-à-vis Japan (refer to Table 4), the last column of 
Table 3 demonstrates that the Japanese investors in Latin America contributed to 
trade surplus of their host countries during the 80’s. Since the same table shows 
that the Japanese manufacturing firms in Latin America recorded a huge trade 
deficit with Japan, the overall surplus should be attributed to the commercial sector. 
As will be revealed in the following section, a major part of Japan-bound exports 
is accounted for by semi-manufactured goods made of local natural resources such 
as wood, minerals and marine products. 

3. VARIATIONS AMONG LATIN AMERICA HOST COUNTRIES 

The Chilean pattern 

As has been already suggested above, the attitude of Japanese investors in 
Latin America differs from one host country to another. Table 5 shows sectorial 
distribution of Japanese investment in five Latin American countries. If Panama 
and the Caribbean “tax heavens” are excluded, these five countries are among the 
largest receivers of Japanese direct investment in 1990, together representing 87.3% 
of all Japanese investment in this region. The five countries are also among the 
largest trade partners for Japan in the Latin American region. They accounted for 
61.5% of all Japanese trade with Latin America in 1990. If the export of ships to 
Panama is excluded as a special case, this figure reaches as high as 69.7% (Japan 
Institute of System Development, 1992). 

Among these countries, the Chilean case best fits the general pattern of Japa-
nese investment described in the previous section. On the surface, the primary focus 
of Japanese investment in Chile seems to have shifted from pure extraction (“min-
ing and petroleum”) to “manufacturing” as seen in Table 5. The metal, textile and 
wood/pulp industries are especially salient. However, the degree of manufacturing 
is not high in these industries. For example, all Japanese firms in the wood/pulp 
sector are actually producing wood chips for the Japanese market. More than 80% 
of wood-product exports to Japan are accounted for by wood chips (Indicadores 
de Comércio Exterior, July 1991). The export of pulp and paper is virtually nil 
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although at least one of the Japanese firms have a plan to start production in these 
higher value-added sectors. 

The Mexican pattern 

Mexico represents another type of host country in Latin America for Japanese 
investors. The relative share of Japanese investment in Mexico’s mining/petroleum 
sector has declined like in Chile. However, this decline was not accompanied by an 
increase of investment in the sectors semi-manufacturing local natural resources.2 
Instead, as seen in Table 5, a huge increase of Japanese investment occurred in the 
transportation equipment industry. Although other manufacturing industries did 
not increase their relative share so much as the automotive industry, they kept a 
constant share of approximately 18.5% of total Japanese investment during the 
80’s. The investment data in Table 5 do not include the maquiladora investment 
made by the US-based Japanese subsidiaries. If the investment in this sector is 
added, the Japanese investment in the Mexican machinery industries (especially 
electric/electronic and auto parts industries) will be much larger. In terms of the 
importance of Japanese investment in the machinery industries, the Mexican case 
looks similar to the Asian one. 

However, the trade behavior of the investors in Mexico is largely different from 
the one in Asia. It is widely observed in Asia that the Japanese electric/electronic 
firms have established a division-of-labor network of finished products. In each of 
the subsectors such as audio instruments, refrigerators, air conditioners and electric 
ovens, matured and low value-added products are entrusted to the Asian countries 
while high-tech and high value-added products are kept in Japan. The intermediate 
products are supplied by NIEs. The products are not only exchanged among Asian 
countries including Japan herself, but also exported to the US and Europe (EPA, 
1990, p. 83). The export of machinery parts from the NIEs to Japan is also notice-
able. As a result, the Japanese firms in NIEs have had a large trade surplus vis-à-vis 
Japan (see Table 4). 

In contrast, the Japanese machinery firms in Mexico export very little to Japan. 
In the automotive industry, the largest receiver of Japanese investment in Mexico, 
Nissan and a small number of its suppliers are the sole investors. The motor vehicles 
produced and marketed in Mexico by Nissan have a 70% to 80% local content 
while the cars exported to Puerto Rico have approximately 35% local content 
(interview at Mexico City, September 1987). Since a vast majority of Nissan vehi-
cles are marketed within Mexico, a high local content of domestically sold vehicles 

2 The main export commodity of Mexico for Japan is crude oil, which is produced by PEMEX, a 
Mexican state enterprise. Foreign investment in the petroleum and petrochemical industries has been 
prohibited until recently. As a result, there are very few Japanese subsidiaries that produce semi-
manufactured goods from crude oil. This is one of the reasons why, different from the Chilean case, the 
Japanese presence in Mexico contributes little to Mexican export to Japan. Among the five countries 
dealt with in this section, Mexico is the only country which had trade deficit with Japan in 1990. 
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means a high amount of local procurement. However, different from Japanese 
contributions to exports in Chilean copper, wood-chips, and pisciculture industries, 
a high local procurement of Nissan is not connected with large exports from Mex-
ico to Japan. The Japanese maquiladora firms’ exports to Japan are also negligible. 

In short, Nissan and other Japanese machinery firms import parts, components, 
and other materials from Japan but export back very little. This fact is reflected in 
the huge imbalance between Japanese exports and imports of “machinery and 
equipment” vis-à-vis Mexico. 

Although concrete statistical data are not available, it is known that a major 
part of exports by Nissan and the Japanese maquiladora firms are directed to the 
US market. If these firms increase regional procurement of parts and organize a 
regional division of labor in North America as Nissan seems to aim at doing now, 
the Asian pattern will be realized in this part of Latin America. 

There are several factors that explain why the Japanese machinery firms de-
cided to stay in Mexico instead of dismantling their manufacturing operations. 

The maquiladora sector is, from the beginning, deeply integrated into the di-
vision-of-labor network across the border with the United States. The recession and 
the economic liberalization in Mexico did not affect the sector. 

As for the automotive industry, the first factor to be considered is the fact that 
this industry was excluded from the liberalization program of the Mexican govern-
ment until quite recently. The status of a sole Japanese car maker shielded from the 
competition of other Japanese makers has offered a strong incentive for Nissan to 
stay in Mexico. Even before a talk concerning NAFTA surfaced, Nissan had de-
cided to invest heavily in its Aguascalientes plants. 

Once a large capital has been “sunk” in the host country, it is not an easy deci-
sion to withdraw even if a situation changes and a prospect of severer competition 
emerges. To avoid a costly waste, Nissan had to consider a strategy of somehow 
utilizing its Mexican plants. The Nissan Corporation apparently decided to inte-
grate its Mexican subsidiary into its North American division-of-labor network. 

The prospect of NAFTA gave to Nissan another incentive to stay in Mexico 
as an insider. The existing plants in Mexico, together with the sister plants in the 
United States, may be used as the bases on which to augment regional contents of 
parts and vehicles in the North American market. 

Brazil, Venezuela, and Argentina 

Brazil shares several important features with Mexico concerning the pattern 
of Japanese investment. Many Japanese manufacturing firms had invested heavily 
before economic liberalization and the formation of regional free trade zones 
emerged in Brazilian agenda. In addition, the economic liberalization has been least 
progressed in Brazil among the five countries. It is, therefore, natural that the 
Japanese adjustment to the new reality of Latin America is slowest there. As dem-
onstrated in Table 5, the sectorial distribution of Japanese investment has experi-
enced the smallest change in Brazil during the 80’s. 
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Another resemblance between Brazil and Mexico is a huge imbalance of ma-
chinery trade. Brazil imports a large amount of “machinery and equipment” from 
Japan but exports back little of the same category. 

On the other hand, like Nissan of Mexico, some of Japanese machinery firms 
in Brazil started to consider increasing exports to the third countries. For example, 
NEC recently decided to launch a joint business with local investors to assemble 
personal computers in Brazil. It is reported that a major part of the necessary parts 
and components will be imported from NEC’s US plant and the products will be 
marketed in Latin American countries (Asahi Shimbum, May 14, 1992). 

In spite of the above-mentioned similarities between Brazil and Mexico, the 
former differs from the latter in one important aspect. In Brazil, like in Chile, the 
Japanese investors in natural-resource processing sectors largely contributes to Bra-
zil’s exports to Japan. The largest Japanese investment in Brazil is directed to the 
metal fabricating sector. Partially due to this investment, Brazil’ s export of iron 
ores sharply: declined while the export of iron/steel and non-ferrous metal (alumi-
num) expanded during the 80’s. 

The Venezuelan case can be located in between the Chilean and Mexican cas-
es although it is much closer to Chile than to Mexico. 

The major Japanese investment in Venezuela is directed to metal-producing, 
electric/electronic and transportation-equipment industries as well as the trade and 
service sectors. The investment in metal-producing industry, is symbolized by a joint 
venture with CVG, a Venezuelan state company which produces aluminum using 
local bauxite resource. This kind of investment contributed to a sharp increase in 
the export of non-ferrous metal to Japan. In this respect, Venezuela shows the 
Chilean pattern of Japanese investment in Latin America. 

However, a relatively large share of Japanese investment in the electric/elec-
tronic and transportation-equipment industries suggests that the Japanese machin-
ery firms in Venezuela, different from their Chilean counterparts, maintain assem-
bly operations. The increase of Japanese investment in the Venezuelan trade and 
service sectors, however, indicates that the Japanese firms are getting more active 
in the commercial activities including the import of finished machineries from Ja-
pan. As mentioned previously, the Japanese subsidiaries in the electric-appliance 
and automobile industries are partially shifting their operations from assembly to 
import. The Venezuelan import of automobiles from Japan account for 28.4% of 
all Japanese export to this country, a level sufficiently high but lower than in Chile. 

On the other hand, machinery exports from Venezuela to Japan are virtually 
nil. In short, the Venezuelan case shows many of the features common to Chile 
although incompleteness of economic liberalization impedes a total dismantling of 
the Japanese existing assembling plants. 

The Argentine case is similar to the Venezuelan one. On the one hand, the 
Japanese electric and electronic firms increased their investment during the 80’s as 
shown in Table 5. Many of them took advantage of the Patagonian free trade zone. 

However, due to the liberalization policy of the Menem government, many of 
these firms recently decided to reduce local production and turned to the import 
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of finished goods. The Japanese machinery firms in Argentina, as those in Venezu-
ela, are not fully sure if the liberalization measures last long. Therefore, they opted 
for keeping both manufacturing and importing operations. They still remain as 

“manufacturing” firms in the statistics. 
On the other hand, the largest Argentine export to Japan is accounted for by 

metals, both ferrous and non-ferrous. Curiously, there is no Japanese investors in 
this sector. This means that Japan imports metals (especially iron/steel and alumi-
num) produced by non-Japanese companies.3 The same situation exists in the ag-
ricultural sector. However, the fishing industry has seen a simultaneous increase of 
Japanese investment and exports to Japan. Here is again seen a mixed situation of 
Chilean and Mexican patterns although, as in Venezuela, Argentine trade balance 
with Japan is positive. 

Table 6 summarizes the different patterns of Japanese investment in the five 
Latin American countries. As seen in the Table, Chile and Mexico represent two 
extreme cases. 

In Chile, Japanese machinery firms stopped producing locally and turned into 
importers of finished products. The Japanese investment is increasingly concen-
trated in the sectors which process local natural resources and export semi-pro-
cessed products to Japan. 

In Mexico, in contrast, Japanese firms keep their manufacturing operations 
but are virtually absent in the petroleum industry, the most important natural-re-
source sector of Mexico. Although the Japanese machinery firms export their prod-
ucts to the US and to some Latin American countries, the lack of exports by Japa-
nese investors in the natural-resource processing sectors has led to a trade deficit 
of Mexico vis-à-vis Japan. 

Table 6: Patterns of Japanese investment in five Latin American countries 

 Changefrom manufacturing  
to importing

Presence in resource  
processing sector

Chile High High

Venezuela Medium High

Argentina Medium  Medium

Brazil Low High

Mexico Low Low 

The other three countries can be located in the intermediate position between 
Chile and Mexico. Venezuela and Argentina are closer to Chile while Brazil to 
Mexico. 

3 It is said that subsidized electricity rates contribute to making Argentine metals competitive 
internationally.
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4. POSSIBLE IMPACTS OF REGIONAL FREE TRADE INITIATIVES 

The picture is quite different when a FTA has US participation. Under with US 
participation FTA regime, US firms, which can expect free imports from the home 
country, will be able to improve their competitive position vis-à-vis imports from 
Japan. It is natural that AmCham (American Chamber of Commerce in Chile) is 
one of the most ardent advocates of a free trade agreement with the United States 
in Chile where Japanese vehicles and electric/electronic products pose serious com-
petition with American products.4

Furthermore, by formally imposing obligatory: regional contents (rules of 
origin), regional free trade agreements with US participation will also make difficult 
indirect exports to the United States through Latin America or to Latin America 
through the United States. In order to cope with the new kind of trade barriers, the 
Japanese firms will be forced to increase their direct investment in the Western 
Hemisphere. The real problem is in which sectors and where in the Western Hemi-
sphere they most likely invest. 

Judging from the fact that the vast majority of Japanese exports to both the 
United States and Latin America is accounted for by automobiles and other ma-
chineries, Japanese direct investment is expected to increase in the machinery in-
dustries under regional free trade regimes. 

The location decision of Japanese investors depends on many factors. As dis-
cussed previously, wage level is only a part of the factors in contemporary machin-
ery industries. Nearness to the targeted market, fiscal and other incentives of the 
host government (both national and local), political consideration stemming from 
trade friction, industrial infrastructure, technological matureness of host society, 
living conditions for the Japanese managers are, among others, important factors 
for Japanese investors. 

Table 7 demonstrates the distribution of initial investment motives of the Jap-
anese subsidiaries abroad. In all three machinery industries, the local market-relat-
ed factors (“expansion of local market” and “gathering of information”) constitute 
the most important considerations for Japanese investors in Latin America, fol-
lowed by “policy of host government” in the transport-equipment and general-
machinery sectors. Only in the electric and electronic industry, “utilization of local 
labor” appears as the second most relevant factor for investment decision. It is not 
fortuitous that most of the Japanese maquiladora plants in Mexico are from the 
electric and electronic sector. However, it is interesting to note that the labor factor 
plays much more important role among Japanese subsidiaries in Asia. 

On the other hand, the US-based Japanese firms also give the highest impor-
tance to market-related factors. Trade friction constitutes the second most impor-
tant factor. 

4 Own observation in Chile in March-April, 1992.
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Table 8: Trade with the United States by Japanese  
and US subsidiaries in Latin America 

Ratio of export-to-North 
America to import-from-North 

Americaª by Japanese 
subsidiaries(lmport=100.0) 

Ratio of export-to-US 
to import-from-US 
by US subsidiaries’’ 

(lmport=100.0) 

AII sectors Manufacturing AH sectors Manufacturing Automotive 

1980 75.1 100.8 1977 131.7 41.5 n.a. 

83 138.5 1069.9 82 102.2 58.7 36.2 

86 217.2 160.3 89 95.5 98.4 n.a. 

87 195.2 365.9 

88 37.6 309.2 

89 121.4 296.8 

90 68.2 658.4 

Sources:MITI 1983, 1986, 1989, 1990, 1991, & 1992; US Departmentof Commerce, 1980, 1986, 1991. a) A vast 
majority of Japanese subsidiaries’ trade with North America is with the United States. b) US subsidiaries are non-
bank affiliates of non-bank parents. 

This last factor is worth special attention. Table 8 shows Japanese and US 
subsidiaries’ trade with the United States. The US subsidiaries in all sectors have 
reduced their trade surplus with the United States (trade deficit for US) while the 
manufacturing subsidiaries have increased their trade surplus. Still, US subsidiaries’ 
exports and imports with the home country were more or less balanced in 1989. 

In contrast, Japanese manufacturing subsidiaries in Latin America have had a 
huge trade surplus with the United States (trade deficit for the United States). It is 
true that, due to the trade activities of commercial firms, Japanese subsidiaries as 
a whole have recently reduced trade surplus with the United States and even cre-
ated trade surplus for the United States. 

However, considering the fact that protectionist movements in the United 
States have always emerged from the manufacturing sector, one can expect that any 
serious increase of Japanese manufacturing exports from Latin America to the 
United States will only strengthen the protectionist tendency in the United States. 
As long as the US market constitutes the largest one for Japanese firms, it is incon-
ceivable for them to risk another US protectionism by strengthening export-orient-
ed manufacturing investment in Latin America. 

Rather, they will choose to invest in the United States as much as possible and 
use their US plants as the export base for Latin American markets. When they actu-
ally decide to invest in Latin American countries, they will make a parallel invest-
ment in the United States to balance the trade among subsidiaries. The Japanese 
concept of just-in-time inventory, however, will function against excessive disper-
sion of production plants in the Western Hemisphere. 

In Mexico and Brazil where some of the Japanese firms have heavily invested 
and cannot easily withdraw, they may try to use the existing production facilities 
as much as possible to increase regional contents of their products. However, how 
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much they invest in new facilities depends on their calculation of the risk contained 
in each project of each sector with regard to US protectionism. Furthermore, as 
mentioned above, even if they decide to expand investment in Mexico and Brazil, 
they will have to direct as much investment to the United States in order to avoid 
increasing US trade deficits. The new investments by Nissan, NEC and Fujitsu in 
Mexico apparently follow this consideration. 

In short, the lion’s share of increased Japanese investment under FTA regimes 
will be most probably, taken by the United States.5 If the lowering of tariffs under 
FTA’s leads to an expansion of Japanese exports from the United States to Latin 
America, the latter’s trade balance with the United States, which is currently positive 
for many Latin American countries, may tum negative. 

5. CONCLUSION 

The major findings of this paper can be summarized as follows. 
(i)  The characteristics of Japanese investment in Latin America have been more 

or less congruous with the general pattern of Japanese overseas investment. It was 
mainly directed to the manufacturing and resource-exploitation sectors in the de-
veloping countries until the decade of 70’s. ln Latin America, as Kotaro Horisaka 
puts out, the manufacturing firms of textile, metal and other industries decided to 
invest in this region during the first Japanese investment “boom” of the 50’s in 
order to cope with the import substitution policy of the host governments. During 
the second investment “boom” of the 70’s, the investment in natural-resource ex-
ploitation sectors such as wood/pulp and foodstuff industries increased their share. 

Japanese investment in Latin America also fitted Ozawa’s argument concerning 
the importance of macroeconomic factors as stimuli for Japanese overseas invest-
ment. During the 70’s, Japanese investment in the Latin American chemical indus-
try expanded due to domestic pressure against the pollution-prone industries. Dur-
ing the 80’s, Japanese investment came to be directed mainly to the finance and 
service sectors worldwide and to the manufacturing sector, especially machinery 
industries, of the developed countries. The drastic increase of Japanese investment 
in Panamanian and Caribbean finance and service sectors is congruent with this 
general pattern. Also following the general pattern, the relative share of Japanese 
investment in Latin American manufacturing industries declined sharply during the 
80’s. Faced with economic recession and trade liberalization in Latin American 
countries, many Japanese manufacturing subsidiaries totally, or partially withdrew 
from the manufacturing activities and turned into importers of finished good. 

On the other hand, the Japanese firms in the natural-resource processing sec-

5 Writing on the possible impact of NAFTA on Japanese investment, Carlos Moneta (1992, p. 39) also 
points out: “If ‘the agreement seriously affect access to the US market through Mexico, then there will 
probably be a greater concentration of direct investment in US territory”.
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tors remain relatively active. They have increased their use of local resources, thus 
decreasing imports. At the same time, they export a major part of their products to 
Japan. As a result, the trade balance of Japanese subsidiaries turned positive, thus 
contributing to improving the trade balance of the host countries. 

(ii) The pattern of Japanese investment in Latin America, however, varies from 
one host country to another. The Chilean case represents one of the two most 
typical patterns. Due to the economic liberalization, Japanese manufacturing sub-
sidiaries, especially auto assemblers, stopped manufacturing and started to import 
finished goods mainly from Japan. On the other hand, the Japanese firms became 
highly, active in the resource-processing sectors and increased the export of wood 
chips, metals, salmon, processed fruit, etc. 

Mexico represents another type of host countries for Japanese investors in 
Latin America. In spite of the liberalization process after the mid-eighties, no major 
dismantling of manufacturing operations occurred among the Japanese firms. On 
the contrary, Nissan and its suppliers have expanded their production capacity in 
Mexico. Japanese maquiladora investment also went up sharply. 

The expansion of Nissan’s operations is partially due to the fact that liberaliza-
tion measures have not been fully enforced in Mexico’s automobile industry. More-
over, it is physically difficult for Nissan to dismantle its plants after having in-
vested so heavily. Nissan opted to survive by increasing exports to the US and to 
other Latin American countries and by making best use of NAFTA. 

Due to these operations of Japanese machinery firms, the import of intermedi-
ate goods from Japan remains high in Mexico. On the other hand, there are no 
major Japanese ventures in the natural-resource processing sectors of Mexico. As 
a result, Mexico’s trade balance with Japan has turned negative. 

Brazil shares with Mexico a relatively well-developed manufacturing base and 
relatively, heavy manufacturing investment by Japanese companies. Some of the 
Japanese subsidiaries, as in Mexico, started to consider increasing exports to the 
third parties. On the other hand, a tendency of a shift from manufacturing to im-
porting has also been observed in recent years. Brazil is also different from Mexico 
in the sense that there is major Japanese participation in the resource processing 
sectors, especially in iron/steel and aluminum production. Venezuela and Argentina 
share with Brazil and Chile the existence of Japanese investors/exporters in the 
natural-resource processing sectors. They are also experiencing a dismantling of 
Japanese manufacturing operations although the degree of dismantling has not yet 
reached the level as high as in Chile. 

(iii) Impacts of FTAs among Latin American countries will be positive for both 
Latin America and Japan. Enlarged regional markets will make investment in the 
machinery industries economically more feasible for Japanese firms. 

In contrast, FTAs with US participation will bring about discriminations 
against Japanese firms by improving competitiveness of tariff-free US firms and by 
making indirect trade by Japanese firms difficult. Japanese firms, especially the 
machinery ones, will be forced to increase direct investment in order to cope with 
the discriminations. Against Latin American expectation, however, a vast majority 
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of the Japanese investment will be most probably directed to the United States. This 
is due to the increasing importance of non-wage factors in location decisions by 
Japanese machinery firms and to their fear that export-oriented Japanese investment 
in Latin America worsens US protectionism. 

Still, the countries like Mexico and Brazil where the Japanese have heavily 
invested in machinery industries have a chance of receiving more, if not substantial, 
Japanese investment in those industries. For other Latin American countries, where 
Japanese firms have only a limited manufacturing base, FTAs with US participation 
will bring about little increase of Japanese investment in the machinery industries. 
Japanese investment in those countries will continue to concentrate in resource-
processing industries. New Japanese investment in “niches” other than machinery 
industries can also be expected. However, the lion’s share of increased Japanese 
investment in the manufacturing industries will most probably go to the United 
States. Once established in the US, Japanese firms will be able to increase exports 
to Latin American markets thanks to the FTAs. This could worsen the trade balance 
of Latin American countries. 
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