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This paper empirically investigates the pattern of globalizing corporate activities and 
their domestic operations and trade, using the firm-level panel data of Japanese firms in 
1998-2004. 

The journalistic literature in North America and Europe often claims that the 
globalization of corporate activities, particularly the expansion of operations in less developed 
countries, reduces domestic corporate activities and domestic employment in the home country.  
This paper however proves that such claim of industrial hollowing-out is unwarranted, at least at 
the firm level, in the case of Japanese manufacturing firms investing in East Asia, particularly in 
machinery sectors. 

The manufacturing sector in Japan has a secular trend of reducing domestic employment 
over time.  The regression analysis, however, finds that manufacturing firms expanding operations 
in East Asia are more likely to keep or increase domestic employment than other manufacturing 
firms, while non-manufacturing firms do not strongly present such significant patterns; the growth 
of domestic employment of globalizing manufacturing firms is higher by as much as eight percent 
during the six years. 

As for the number of domestic establishments and affiliates, non-machinery 
manufacturing firms expanding operations in East Asia seem to slightly reduce the number 
compared with other manufacturing firms, but corresponding machinery firms do not necessarily 
so.  This suggests that the expansion of operations in East Asia is utilized as an opportunity to 
downsize domestic corporate structure for non-machinery manufacturing firms but is not the case 
for machinery firms.  Furthermore, firms expanding operations in East Asia particularly in 
machinery sectors tend to intensify export/import activities with East Asia than other firms, 
suggesting the complementarity between trade and FDI.  This is another supporting evidence for 
expanding fragmentation of production by Japanese firms and their involvement in further 
development of production/distribution networks in East Asia. 

Overall, Japanese manufacturing firms globalizing corporate activities mainly in 
machinery sectors seem to retain larger domestic operation than other firms, effectively utilizing 
international production/distribution networks in East Asia. 
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