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1. The Fragmentation of the Global Economy Driven by Globalization
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Since around 2000, global value chains (GVCs) have expanded, particularly in manufacturing. At the same time,

supported by improving export competitiveness, exports from emerging and developing economies—most notably
China—have expanded significantly, sharply increasing their share in global exports.

2000 Lk CHED TEAEENCSEIZHUSI—A. T ELXEED I ELEEIXELOHR, EUDITIIY
AEARIL, 2000 LD T E A FEIF2024FIZITFNFN-10%., -15% DEEIAH

» While China’s industrial production expanded by a factor of 6.8 compared with 2000, industrial production in major
advanced economies remained sluggish. By 2024, industrial production in France and Japan had fallen by
approximately 10 percent and 15 percent, respectively, relative to 2000.
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Meanwhile, industrial production in advanced economies has stagnated. The relative deterioration of manufacturing

competitiveness, combined with declining manufacturing employment, has fueled growing resistance to immigration
and heightened concerns over imports of manufactured goods from China in major economies.
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Comparing the world export share of emerging and developing economies with trends in manufacturing
employment in Japan, the United States, and the euro area reveals a statistically significant negative correlation. As
the export share of emerging and developing economies increased, manufacturing employment in Japan, the
United States, and the euro area declined by approximately 9.6 million workers after 2000.
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In major emerging economies such as China, export-led economic growth continues, and protectionist and anti-
globalization movements in advanced economies, along with global economic fragmentation, are expected to intensify
further.
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» China continues to maintain the most undervalued currency among major currencies relative to purchasing power
parity (PPP).

» Although substantial tariff increases have reduced the U.S. trade deficit, circumvention exports—via third countries
such as Vietnam—nhave increased, offsetting the intended effects of tariff hikes.
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Japan has also experienced manufacturing hollowing-out, accompanied by a decline in manufacturing employment.
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» While the overseas production ratio of manufacturing has risen, Japan’s extremely low level of inward foreign direct
investment—the lowest among major economies—has contributed to the hollowing-out of domestic manufacturing.

» However, amid yen depreciation and rising geopolitical risks, recent trends toward risk diversification (de-risking)
and reshoring have stabilized the overseas production ratio. According to the Cabinet Office’s Annual Survey of
Corporate Behavior, the five-year-ahead outlook for overseas production remains broadly flat. Combined with a
recovery in domestic investment, the hollowing-out of manufacturing has temporarily leveled off.
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2. Advancement of the Digital Economy
O FEETRHANTEREBICELETYH—ERESHLUE B IVERMICKEBEL. TORLEBENLEX

In major economies, alongside increased Al and IT investment, services trade has grown more strongly than goods
trade, leading to the expansion of the digital economy.
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» Investment related to Al, IT, digital transformation (DX), and green transformation (GX)—including electricity
infrastructure—has remained particularly robust.

» In addition, investments related to economic security, such as semiconductors, and GVC restructuring have
increased, further supporting the expansion of the digital economy.
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Since last summer, a new silicon cycle has emerged, and the momentum of the digital economy is expected to continue.
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» Unlike past cycles driven mainly by consumer demand for PCs and smartphones, the current cycle is characterized
by infrastructure- and investment-led demand for Al computing power, including GPUs required for cloud services.
This suggests the potential for a longer-lasting cycle supporting the development of the digital economy.

» Moreover, since around 2010, intellectual property investment—particularly in the United States—has shown a
sustained upward trend, which is likely to support the digital economy over the long term through the industrial

implementation of innovation. [FEE SR BEOHTRE)
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3. Structural Changes in the International Economic Order and Japan’s
Response
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As the negative aspects of globalization become more visible and geopolitical risks rise, China is strengthening its

influence over international norms. Considering U.S. President Trump’s Monroeist tendencies, global economic
fragmentation is also expected to deepen from the perspective of the international economic order.
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» China has indicated its intention to elevate the Shanghai Cooperation Organization (SCO) from a security and
political dialogue framework to a substantive economic and financial institution. This includes proposals to establish

an SCO investment bank comparable to the World Bank, as well as institutional initiatives and actions related to UN
reform and global governance, thereby strengthening its involvement in global rule- and institution-building.
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Examples of China’s Initiatives to Build or Reshape the International Order (2025)
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Amid structural changes in the international economic order and the further expansion of the digital economy,
investment related to economic security, DX, and GX is also increasing in Japan.
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In Europe and the United States, state-led industrial and investment policies driven by economic security
considerations have moved to the forefront of policy management. In Japan as well, under the framework of
economic security, state-involved industrial and investment policies focusing on strategic sectors have been
introduced, and the coming phase will depend on proactive corporate responses.
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Japan, United States, EU: Major Policies Related to Economic Security and GX
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Trade in services
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Within Japan’s services trade, telecommunications and computer services rely heavily on overseas platform providers
and constitute the largest deficit item in services trade.
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» However, alongside expanding Al and IT investment, automation investment in the world, charges for

telecommunications and computer services associated with Japan’s machine tools, industrial robots etc. have

increased. As a result, receipts from these services have improved rapidly since 2025.Together with the expansion of
the travel surplus due to the recovery of inbound tourism, the overall balance of services trade has also improved.
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Major Economies: Savings—Investment Balance
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For Japan, in responding to global economic fragmentation and rising geopolitical risks, it is essential to promote
international cooperation with countries that share universal values and adopt market economies, while simultaneously
advancing de-risking and reshoring. At the same time, through the development of an environment that enables firms
to actively implement Al in industry and society, Japan must build a highly autonomous economy and strengthen
growth potential and industrial competitiveness with Al at its core.

» Although Japanese firms are achieving high profitability amid yen depreciation and the recovery of inbound tourism,
the corporate sector’s excess savings remain substantial, and investment in future growth areas—such as Al,
digital technologies, and human capital—remains insufficient.

» Under the world’s most advanced aging and declining population, labor shortages are becoming increasingly
severe, making labor-saving investment indispensable. Japan is therefore one of the few countries where Al-driven
labor substitution and social implementation represent a positive factor.

» The government is expected to foster a stable long-term investment environment, promote regulatory reform,
stimulate demand, and reform labor markets, thereby channeling corporate internal funds into future growth areas
and building an autonomous and competitive economic and industrial structure capable of withstanding global
economic fragmentation and the advance of the digital economy.

Major Economies: Savings—-Investment Balance
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