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M ajor earthquakes are predicted to strike Japan in the near future. A predicted massive earth-
quake in the Nankai Trough would cause damage inflicted by shaking, liquefaction and
tsunami over very wide areas. In addition to the Tokai region, the entire Pacific Ocean belt zone is
expected to suffer catastrophic damage.

A major earthquake occurring in the Nankai Trough would affect Japan’s economic centers—
Tokyo, Osaka and Nagoya, none of which has experienced a major disaster in recent years. In
particular, because the Tokai region is home to many production facilities in the manufacturing
industry, any major earthquake would have a significant impact on production and distribution
functions.

In preparation for these massive earthquakes, more and more companies are either establishing
or reviewing their business continuity plans (BCPs), reflecting the lessons learned from the Great
East Japan Earthquake. Nevertheless, if a company only applies a paradigm of formulating and
improving a BCP in a pedantic manner, it is difficult to ensure its practicability. Inevitably, the
practicability of a BCP deteriorates due to factors such as revised damage assumptions, changes
in the business environment and reduced motivation.

To stem the degradation of the practicability of a BCP and instead maintain and improve it, it is
necessary for a company to continually pursue the enhancement of its business continuity capabil-
ity, while working to overcome problems and inconsistencies that are inherent in a BCP.

The authors believe that the creation of incentives that are tied to a BCP is particularly important
for the improvement of an organization’s business continuity capability. In particular, it is vital for
a company to continue to plan and implement measures to enhance its business continuity capabil-
ity and improve its strength by taking the opportunity presented in the process of formulating a

BCP to facilitate business and structural reforms.
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I Assumptions regarding the
Next Large-scale Disaster

1 A major earthquake is certain to occur in
the near future

The Great East Japan Earthquake that occurred on
March 11,2011, has been referred to as an unprecedent-
ed disaster that might occur once every 1,000 years.
However, Japan’s history of major earthquakes tells us
that another major earthquake is certain to strike.

In 2002, the Central Disaster Management Council
(which falls under the jurisdiction of the Cabinet Office,
Government of Japan) established the Committee for
Technical Investigation on Countermeasures for the Tokai
Earthquake and the Committee for Technical Investiga-
tion on Countermeasures for the Tonankai and Nankai
Earthquakes in order to strengthen measures to be taken
in preparation for major sequential earthquakes by esti-
mating the damage likely to result. Based on the lessons
learned from the Great East Japan Earthquake, investiga-
tions are underway to enhance countermeasures for pre-
dictable, largest-ever earthquakes including a massive
Nankai Trough earthquake (under the jurisdiction of the
Cabinet Office). On August 29, 2012, the Japanese gov-
ernment published a scenario predicting probable damage
caused by a magnitude 9 earthquake in the Nankai Trough.

In addition, regarding an assumed near-field earth-
quake with a focus directly under the Tokyo Metropoli-
tan area, the government also reviewed an existing
scenario predicting an earthquake with a seismic inten-
sity of strong 6 at the maximum and started investiga-
tions with a possibility of a seismic intensity of 7 in
mind. The results of these investigations are expected to
be published by the end of March 2013.

Since the occurrence of the Great East Japan Earth-
quake, there has been considerable interest in disaster
management among company stakeholders such as
shareholders and customers. Because of such increased
interest, on occasions such as at annual shareholders’
meetings, corporate executives are required to give clear
explanations of their plans for dealing with major disas-
ters. It is very likely that the suppliers that make up the
supply chain will also be required by their customer
companies to strengthen their risk mitigation measures
as a prerequisite for continuing business with the cus-
tomer companies. To safeguard their survival, corporate
executives will inevitably have to make decisions on in-
vestments in disaster management.

2 Damage would be inflicted on extremely
broad areas and cut Japan’s main corridors

As part of its actions in preparation for a massive earth-
quake in the Nankai Trough, the government is studying
how best to enhance the country’s readiness under the

assumption of a mega magnitude-9 earthquake, as men-
tioned in Section 1. However, this paper discusses the
probable damage caused by magnitude 8 earthquakes in
the Tokai, Tonankai and Nankai regions, for which ur-
gent responses are required from the perspective of cor-
porate management.

(1) Shaking, liquefaction and tsunami would
simultaneously strike wide areas

Probable earthquakes striking the Tokai, Tonankai and
Nankai regions would be characterized by massive dam-
age inflicted over very wide areas. The size of the af-
fected areas would be so large as to include the Tokai
region, which is Japan’s largest production center, as
well as the entire Pacific Ocean belt zone. Compared to
the Great East Japan Earthquake, the seismic sources of
such earthquakes would be much closer to land so that
shaking, liquefaction and tsunami would all strike si-
multaneously, causing catastrophic damage over broad
areas, primarily in the Pacific coastal regions.

(2) Production bases would be severely affected

The Tokai region, which is Japan’s largest production
center, is projected to be seriously affected. In particular,
in the case of the automotive industry, a large company’s
head office, its production facilities and diverse parts and
components suppliers that support its production are all
clustered in this region. A major disaster simultaneously
striking the head office, production facilities and suppli-
ers, which is a situation that had never been experienced
in the past, could well have an effect that would far out-
weigh that of the Great East Japan Earthquake.

(3) The core functions of Tokyo, Osaka and Nagoya
would be disrupted

The three major metropolitan areas of Tokyo, Osaka and
Nagoya all have many high-rise buildings with large-
scale petrochemical complexes built along the coastline.
Because the natural period (frequency) of these large-
scale structures is relatively long compared to that of
ordinary buildings, the structures are very susceptible to
resonating with long-period earthquake ground mo-
tions. Since the source regions of major multi-segment
sequential earthquakes (Tokai, Tonankai and Nankai
earthquakes) are likely to be no more than 100 km from
Tokyo, Nagoya and Osaka, any critical, long-period
ground motions would not only affect high-rise build-
ings in Tokyo and Osaka, but could also damage other
large-scale structures such as the petrochemical com-
plexes scattered along the coast. In Nagoya, the thermal
power plants that are concentrated in the coastal areas of
Ise Bay would be affected. Such damage would cause a
major disruption to the core functions.

(4) Japan’s main corridors would be severed
The country’s main transport links such as the Tomei
Expressway, Shin-Tomei Expressway and the Tokaido
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Shinkansen line run through areas in which the strength
of the earthquake is likely to reach an intensity of strong
6 or 7, and cross major rivers such as the Tenryu River,
Oi River and Fuji River. If there were large-scale ground
movements, particularly around the river estuaries, the
resulting displacement or even collapse of bridges
would result in transport links being cut for a very long
time. In the areas around the ports of Nagoya and Osaka,
there is an extremely high risk of liquefaction, raising
the possibility that the access roads to the ports would be
severed. As such, the country’s main land and sea links
could well be out of commission for a very long time,
which would essentially separate the country into sev-
eral large blocks that would be isolated from each other.

I Common Problems Seen in
a Business Continuity Plan
(BCP) under the Traditional

Paradigm

1 Grouping according to the extent of BCP
preparation

In response to the government’s review of damage esti-
mates, as described in Chapter I, companies are creating
or reviewing their business continuity plans (BCPs).N!
According to the extent to which a company has pre-
pared its BCP, companies are classified into the follow-
ing three groups.

(1) Unprepared group: Companies that have not yet
prepared their BCPs but are now planning the
preparation of BCPs

(2) Preparing group: Companies that have been im-
proving their existing risk management proce-
dures to create BCPs and are moving towards the
preparation of BCPs

(3) Advanced group: Companies that have already
prepared their BCPs and that are now focusing on
the dissemination of BCPs

Obviously, each group faces different challenges.

2 Common challenges faced by each
group

(1) Unprepared group

Given all the attention that is being paid to reviewing
damage assessments, why are these companies not ad-
dressing the risks presented by a major disaster?

In short, the main reason for this lack of preparation is
low interest on the part of corporate executives. Some
companies say that there are no personnel within their
companies who have the necessary skills and expertise
to develop a BCP. While this reason is frequently stated

by relatively small companies, the fact is that Japan’s
Small and Medium Enterprise Agency (http://www.
chusho.meti.go.jp/bcp) has published a BCP template
that is available free of charge. In addition, bookstores
carry many texts on the subject, such that the necessary
expertise can be obtained at low cost. In this sense, the
cost incurred to obtain expertise and acquire personnel
cannot be seen as a decisive reason for not formulating
a BCP.

Essentially, the reality of the unprepared group is that
corporate executives have not developed a strong aware-
ness of the issues, or that they continue to give top prior-
ity only to immediate, popular management themes.

(2) Preparing group

The preparing group faces two common challenges. The
first is related to the content of a BCP, and the second
concerns the BCP formulation process.

The challenge posed by the BCP content hinges on
the degree of detail that the person in charge of BCP
formulation should strive to attain. Although it is possi-
ble to formulate a BCP in accordance with a general
flow, many persons find it difficult to determine the ex-
tent to which it should be detailed when committing a
BCP to paper.

The issue facing the BCP formulation process is a so-
called battle against solitude. Many persons who are
charged with preparing a BCP are fighting alone
throughout the entire process from learning the basics of
a BCP to actually preparing one. It would probably be
fair to assume that many corporate executives do not
check the BCP content even though they may approve it.
Even if the person who formulated the BCP has a good
understanding of the BCP, the management and other
employees of a company will be unfamiliar with the pre-
pared BCP if the notification and explanation provided
by the person in charge is insufficient. The result would
be a “BCP in form only,” where no one can do any more
than provide an outline of the BCP to the public.

(3) Advanced group

Common issues faced by the advanced group include
“dissemination” and “improving plan practicability.
Dissemination generally involves making employees
fully aware of the BCP through education and training.
Improving practicability refers to the efforts to reflect
the issues, such as problems arising during training as
well as any points felt to be incongruous when surmis-
ing the plan implementation, in the preparation for the
BCP and other disaster management and mitigation
measures. The persons responsible for formulating the
BCP in the advanced group are faced with the following
challenges: (1) reflecting all the issues raised by careful
training in the BCP so that the accuracy of the BCP can
be improved and (2) ensuring that employees do not be-
come complacent about the need for being ready to deal
with disasters.

Improving Business Continuity Capability through Business Reforms in Normal Times

Copyright 2013 by Nomura Research Institute, Ltd.

3



NRI Papers No. 183

April 1, 2013

3 Approaches to dealing with the identified
issues and a fundamental question
common to every group

(1) Unprepared group

The main issue faced by this group is the fact that busi-
ness growth is given priority over a BCP. Then, how is it
possible to impress the importance of a BCP on corpo-
rate executives? Based on the authors’ experience, gain-
ing the understanding of corporate executives would
take time. If that were the case, a possible approach
would be to create a BCP in a short time even if such a
BCP describes only the initial responses for mere form’s
sake and even if creating such a BCP would be against
the will of people who want to create a well-prepared
BCP.

(2) Preparing and advanced groups

These two groups face many technical problems such as
those related to creating BCP documents and designing
training programs. Generally, a possible approach to ad-
dressing these problems is to draw on the expertise of
external organizations and refer to case studies of other
companies. By making use of BCP templates and draw-
ing on the support of outside experts in the field of train-
ing, it would be possible to overcome these technical
issues.

(3) A fundamental question

While each group must address different issues, the au-
thors believe that there is a fundamental question that is
common to all three groups. The question involves the
way in which a company perceives a BCP when it for-
mulates such a plan. This question is about the basic
concept of a BCP.

For the above-mentioned trends related to BCP prepa-
ration and the grouping of issues, a paradigm (precon-
ceived notion) is applied as a prerequisite. This paradigm
is “formulating a BCP to ensure business continuity in

the face of a disaster and making sure that both corpo-
rate executives and employees are fully aware of such a
plan through events such as training.” This paradigm
does not give specific consideration to the usual behav-
ior and custom of companies and people, incentives and
constraints. However, though manuals are drafted and
action plans drawn up, companies cannot act as instruct-
ed when faced with an actual incident. Furthermore,
even if a BCP is designed to address an unprecedented
large-scale disaster, a BCP will become nothing more
than an unattainable pipe dream if it is based on a lack
of constraints such as those related to people, materials,
funds and geographical conditions.

As shown in Figure 1, the practicability of a BCP
tends to deteriorate over time. If a BCP is formulated
and managed under the traditional paradigm, such dete-
rioration is inevitable. To prevent this, management is
essential for ensuring that a BCP remains effective.
Then, how can the practicability of a BCP be continu-
ally enhanced?

Il A New Paradigm for the
Formulation of a BCP

1 A new BCP paradigm

(1) What is a BCP?
“What is a BCP?” The authors believe that there are
only few companies that can produce their own “origi-
nal” responses, rather than a commonplace answer, to
this simple question.

Figure 2 illustrates a range of the definitions adopted
for a BCP by different companies. Most companies
place emphasis on their “initial responses,” which are
defined in Item C in Figure 2. The BCP falling under
this approach indicates the actions that must be taken by
corporate executives and employees in chronological
order in response to a large-scale disaster, and focuses

Figure 1. Deterioration of practicability of a BCP over time and problems posed under the traditional paradigm

A

Practicability
of BCP
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Reduced motivation ?

Revised damage assumptions

Changes in the
environment
surrounding the
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Measures for continuous enhancement are depleted

* No matter how robust and detailed a BCP is at
its initial stage, its practicability deteriorates due
to factors such as: (1) changes in preconditions
based on revised damage assumptions, (2)
financial limitations (cost pressure) and (3)
changes in the environment surrounding the
business.

< elfthe goal is to simply formulate and
disseminate a BCP, unless minor improvements
are continuously made on a BCP or unless
revised damage assumptions are published,
measures for continuously maintaining
motivation as well as for continued efforts to
facilitate dissemination tend to become
depleted, which might eventually cause a BCP
to be reduced to a mere shell.

| Time
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Figure 2. Varying definitions of a BCP adopted by different companies
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Note: ISO22301 is the international standard for business continuity management.

on the rapid restoration of the status quo. On the other
hand, least prevalent are those companies that adopt the
approach indicated in Item A, whereby emphasis is
placed on “strategy and planning theory.” The Cabinet
Office of the Government of Japan sees a BCP as a “plan
that pursues business continuity.” If this definition is fol-
lowed, the BCP must cover not only initial responses but
also all of the other elements shown in Figure 2, includ-
ing a plan for pursuing business continuity.

(2) BCP as a strategy for enhancing an
organization’s business continuity capability

Nonetheless, even when initial responses are identified,
or even if a strategy/plan to ensure business continuity is
merely created in a pedantic manner, the business conti-
nuity plan does not function properly. Therefore, in this
paper, a BCP is defined as “a strategy for enhancing an
organization’s business continuity capability.” Assum-
ing that the practicability of a BCP degrades over time,
this paper discusses measures for improving business
continuity capability. Furthermore, the management of
these measures, that is, “management to implement a
strategy/plan for enhancing an organization’s business
continuity capability” is defined as “business continuity
management (BCM).”

Traditionally, reviewing and improving a BCP under
the PDCA (establishing a basic policy, formulating a
BCP, evaluation and review) cycle is considered BCM.
However, BCM in this paper focuses on how best to
manage business during “normal times” to enhance an
organization’s business continuity capability. This is a
new paradigm in which approaches taken by each com-
pany vary from company to company, and major differ-
ences arise in business continuity capability depending
on the strategy/plan adopted.

2 What is business continuity capability?

(1) What is business continuity capability?

In this paper, an organization’s business continuity ca-
pability is not regarded as merely meeting requirements
related to the abilities necessary to undertake recovery
operations, which has traditionally been considered a
business continuity capability. Rather, in order to en-
hance a business continuity capability, the behavior and
custom of people, the culture of a company, and the con-
cept of a company in its capacity as an entity conducting
economic activities must be deeply understood. Based
on such understanding, a strategy/plan must be estab-
lished.

Improving Business Continuity Capability through Business Reforms in Normal Times
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At Nomura Research Institute (NRI), we believe that if
a BCP is not rational from the perspective of managing
and operating an organization, it is unlikely that such an
organization will ever be capable of achieving business
continuity. A BCP based on a traditional paradigm of-
ten causes problems in terms of managing an organiza-
tion.

(2) Dilemma with a traditional BCP

@ Irrational behavior

Regardless of how precisely an initial response manual
is developed, the employees of a company will not be
able to act as instructed in the manual in the event of a
disaster. This inability is referred to as “irrational behav-
ior.”” Let’s consider the idea that “if actions to be taken
are specified in the manual in detail, people will act as
specified” is “rational behavior.” Based on this thinking,
unconscious behavior and behavior based on previous
experience and learning, which is expected to be exhib-
ited by corporate executives and employees in the event
of a disaster, is close to irrational behavior.

Many companies have begun to deeply recognize that
there is a limit to the degree to which the actions to be
taken by their employees in response to a disaster can be
laid down in a manual. These companies believe that
there is no point in spending a great deal of time and
labor to specify any more than the barest minimum ini-
tial response to be adopted in the event of a disaster.

@ Paternalism

The issue of paternalism derives from the fact that the
responsible department creates everything from initial
responses to a BCP and exercises control over them as
well. Employees are seen as being passive and are not
allowed to contribute anything to the formulation pro-
cess. If this is seen from the perspective of governance,
the paternalism can be thought of an extremely central-
ized approach to the formulation of a BCP.

A major problem with this approach is that the facto-
ries responsible for resuming operations and ensuring
employee safety, as well as the employees who interact
with customers, are less involved. Essentially, it is im-
portant for employees who are responsible for the fac-
tory lines and customer contact to be familiar with how
to respond at the initial stage and how to ensure the con-
tinuity of business.

® Mental accounting

“Mental accounting” is defined as “rough accounting
that is done in a person’s head” and is another issue re-
lated to the formulation of a BCP. That is, it is extreme-
ly difficult (or, one is unwilling) to calculate the
incentives for preparing human resources for a natural
disaster that simply cannot be forecast, as well as for
investing in backup information systems and produc-
tion facilities or in disaster management measures. The
restoration of production facilities and information

systems is extremely expensive if they suffer damage.
Having said that, the provision of redundancy and the
relocation of a data center in preparation for a disaster
that has not yet occurred are costly.

Simulation provides the only means of overcoming
this problem. If detailed estimates can be made, it would
be possible to calculate the cost of providing redundan-
cy for production facilities and information systems as
well as for relocating a data center. However, if the cost
is estimated without identifying specific damage as-
sumptions or a specific location to which a data center
would be moved, the majority of discussions tend to boil
down to “high cost” and “taking a great deal of time and
labor”” Why should this be so? Given the large number
of assumptions that have to be made to enable simula-
tion, many corporate executives see the process of con-
ducting such simulation as being meaningless, regardless
of how precise the simulation is. “Pulling numbers out
of the air” gives rise to the problem of “mental account-

2

ing.

3 Measures for improving business
continuity capability

How should the dilemmas that arise in the formulation
of a BCP be addressed?

(1) Honing the action guidelines

As described above, it can be assumed that when a di-
saster strikes, neither corporate executives nor employ-
ees would act rationally. At such time, employees would
tend to act on their instincts or go along with what those
around them do, rather than act as prescribed in the
manual. This tendency can be addressed from two main
perspectives. The first involves separating initial re-
sponses from a BCP, while the second centers on mini-
mizing the initial responses and simply instructing
employees to follow the action guidelines. It would be
virtually difficult to teach employees exactly what they
should do in response to a disaster. Rather than attempt-
ing to impress on them exactly what they should do,
demonstrating a “way of thinking” based on which em-
ployees are encouraged to act — as companies gain more
and more experience in responding to accidents and
conducting recovery work, there is a tendency to return
to this approach.

(2) Changing the system of governance

People act irrationally. Under this assumption, how
should highly practical initial responses and BCPs be
developed? The paternalism that is associated with a
conventional BCP tends to lead to the creation of initial
responses and BCPs that are inappropriate for actual
situations by being overoptimistic in assuming that peo-
ple will act rationally. Therefore, there is movement
away from the paternalism and instead there is a trend
towards thinking that a BCP “should be formulated by
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employees who work every day on site, and a system of
corporate governance should be confined to simply pro-
viding guidelines for formulating a BCP”

There are cases in which initial responses and BCPs
are formulated as special documents as part of company-
wide rules and regulations, and are at odds with other
rules and regulations or with the manuals created by
each production site, sales office or department. Under
no circumstances should the goal be confused with the
means such as by thinking that “creating a document
constitutes a BCP.” Furthermore, it makes little sense for
a specific department to formulate a BCP for appear-
ance’s sake by calling it a “company-wide” BCP. To
avoid such a faulty approach, the matters that must be
clarified include the person who formulates initial re-
sponses and a BCP, the person who is responsible for the
formulation of such documents, and how these docu-
ments are managed so that the practicability of such
documents does not deteriorate. At production sites and
departments that have direct contact with customers
other than administrative departments, the maintenance
of documents for which the rules for maintenance have
not been defined tends to be neglected. If such a corpo-
rate governance system is left as is, it will be very diffi-
cult to fundamentally resolve the issues as represented
by the fact that the answer to the very basic question of
“where is our BCP” is not known by all employees.

(3) Rethinking a BCP as part of business and
structural reforms

In this paper, a BCP is defined as “a strategy for enhanc-
ing an organization’s business continuity capability.”
Engaging in work to study disaster management and
mitigation measures to ensure business continuity
means using employees’ time that should essentially be
spent for the improvement of profitability and making
investment to protect a company, which leads to con-
cerns over a company’s weakened competitiveness.
Then, where is the source of such concerns? The answer
lies where the issue of mental accounting that stems
from the fact that there are insufficient incentives to deal
with a BCP is not properly addressed.

What are specific incentives? The answer to this
question is a “non-zero-sum’ approach that is realized
through “ensuring business continuity (one win) and
“achieving advantages through reforms (another win).”
Specifically, business and structural reforms are facili-
tated through the process of formulating a BCP, simul-
taneously enabling reduced cost and increased added
value. As such, a single incentive can bring about two
advantages. Of course, costs should not be reduced to a
point where lives would be endangered. How can a
company’s business continuity capability be enhanced
under a situation involving diverse restrictions with the
protection of lives being a major prerequisite? The au-
thors believe that discussions along this path are essen-
tial.

4 Common areas where business/
structural reforms and BCPs interact and
the enhancement of business continuity
capability

(1) Identifying common areas where business/
structural reforms and BCPs interact

Where can chances for incentives be found? As shown

in Figure 3, common areas where the process of formu-

lating a BCP interacts with business and structural re-

forms can be found in the following four areas:

* Company-wide areas

* Areas of corporate management functions

* Areas of sales functions

* Areas of product development, manufacturing and
distribution functions

In order to identify the possible approaches to business
improvement and structural reforms in each of these
four areas, consideration is given to reform cases for
which reports have already been published as well as to
areas that present the possibility of reform.

(2) Reform cases involving common areas where
business/structural reforms and BCPs interact
Company-wide areas: Office location
Office relocation based on the “evaluation of the
possibility of reaching the disaster management
headquarters” and with the aim of “cost reduction”
Consideration should be given to whether the offices
that have some head-office functions, branch functions
or shared functions (integrated back office work) abso-
lutely must be in their current locations. In the process
in which an appropriate location for a disaster manage-
ment headquarters in the event of a disaster is examined,
the relocation of offices that have branch and shared
functions merits attention not only from the perspective
of formulating a BCP but also from the viewpoint of
business/structural reforms aimed at reducing cost.

When a major disaster strikes, most companies set up
a disaster management headquarters led by the presi-
dent. However, here, the question of “can members of
the headquarters staff actually reach the headquarters
location” arises. Although many companies set up their
disaster management headquarters at their head-office
buildings, it is not unusual for all members of the head-
quarters staff to find that the location of such headquar-
ters is remote from their homes.

Immediately after the Great East Japan Earthquake,
the idea of decentralizing head-office functions was a
much-discussed topic. However, in reality, there are
very few companies that have sufficient management
resources to own and operate surplus head-office func-
tions.

There is little sense in stubbornly locating a disaster
management headquarters in a head-office building under
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Figure 3. Areas of business and structural reforms from the perspective of a BCP
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Areas of product development,
manufacturing and distribution functions

29. Sale/wholesale policy 37. Setting prices
30. Customer development 38. Personnel training
31. Customer management 39. Establishing offices
32. Work flow, business 40. Cost management
productivity 41. Numerical data management
33. Labor (regular and temporary 42. Providing motivation
employees) management 43. Evaluating performance
34. Inventory and fixed asset
management
35. Management of accounts
receivable

36. Credit management

44.
45.
46.
47.
48.
49.
50.

Training and development (product development)
Identifying customer and on-site needs

Technical strengths (in the strong/key technology areas)
Distribution

Relationships with suppliers

Production

Utilizing outsourcing services

Notes: B/S = balance sheet, C/F = cash flow statement, P/L = profit and loss statement.

the circumstances where the percentage of corporate ex-
ecutives who can reach such headquarters is less than 10
percent. With the aim of reducing cost as part of business/
structural reforms, one idea is to split off the functions of
or relocate a disaster management headquarters to branch
offices and/or shared function offices.

Areas of corporate management functions:
Information systems

“Considering backups” versus “improving
operations”

In formulating a BCP, discussions usually focus on in-
vestments in backups and redundancy for information
systems. However, because investments in preparative
measures, rather than positive measures such as those
for increasing productivity, might lead to weakened
competitiveness, an examination should be made into a
trade-off between information system investment op-
tions and the desired level of business continuity (ser-
vice level). In other words, by analyzing and evaluating
the existing information systems, efforts should be made
to identify measures to achieve both goals, that is, mini-
mizing investment and developing a BCP.

For example, in the case of a company in the service
industry, which relies on interacting with customers, an
investigation should be made into the extent to which
the service level declines if some of the customer infor-
mation processing and work data processing is done

manually, as compared to normal computer operations.
It would be possible to determine if such a reduced level
is acceptable in consideration of a company’s corporate
vision and simulated damage caused by a disaster.
Moreover, if the method of regularly recording impor-
tant information on paper and storing it, which is reli-
able but inefficient, is partially adopted, it is possible to
determine the possibility of reducing the information
system investment related to a BCP. To do this, it is im-
portant to evaluate the possibility of substituting manual
operations for those provided by existing information
systems.

Areas of corporate management functions: Intra-
industry responses
“Responses made solely by a single company”
versus “responses shared within the industry”
When the Great East Japan Earthquake struck, there
were cases in which inconvenience was caused to many
customers. One case stemmed from limits on funds in a
situation where responses were made within a company.
The example of this case is a company being unable to
provide full backups for a data center. Another case in-
volved a situation where responses were made solely by
a single company. An example of this case has been seen
in the financial industry.

Specific measures to deal with these issues would in-
clude a partial joint ownership of a data center within an
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industry. Furthermore, in the case of the financial indus-
try, closer intra-industry relationships should be estab-
lished so that the industry can exercise control over
clerical work that differs from company to company as
well as over the environment where competitive advan-
tages are secured by prioritizing customer conditions.
Such closer relationships within the industry will strike
a balance between business continuity, cost reduction
and the protection of consumers.

Areas of product development, manufacturing and
distribution functions: Inventory management
“Holding inventory” versus “reducing inventory”
For the manufacturing and distribution industries, mini-
mizing the amount of stock and work in progress, while
being able to maintain a supply of products/goods in the
event of a disaster, can be said to be one of the ultimate
challenges. How can such a trade-off be attained? An
important point to attain such a trade-off is how to re-
duce the extra burden that is incurred by a BCP through
day-to-day operations.

If the production functions of a company or any of its
affiliates suffer catastrophic damage, how much time
would be needed for recovery? The amount of time
needed for recovery would be equal to the longest peri-
od during which inventory must be held. However, if the
length of time needed for recovery is overestimated, ex-
cessive inventory would be kept on hand, which would
place an extra burden on the company during normal
operations. Cooperation within the existing supply chain
can go some way toward reducing the amount of inven-
tory that has to be kept on hand, making it important to
strengthen the ties between a company and its suppliers
and retailers. Rather than only the company whose name
appears on manufactured products/goods holding inven-
tory, a movement has already been started toward coop-
eration among companies constituting a supply chain
including suppliers, wholesalers and retailers, thus re-
ducing the burden on companies during normal opera-
tions.

Areas of product development, manufacturing and
distribution functions: Purchase management
“Strengthening relationships with suppliers”
versus “reorganizing suppliers”
While suppliers can help a company reduce the amount
of stock needed to keep on hand, they can also offer in-
valuable help in continuing vital operations. In the case
of companies that do not have strong affiliations (such
strong affiliations are often seen in the manufacturing
industry), the prerequisite for a company to be able to
continue to produce and sell its important products/
goods is that the company must be selected by suppliers
as an important customer and that materials and compo-
nents must be delivered within a designated period.
There is a movement towards entering into stronger
agreements and/or contracts between companies and

their primary suppliers. If this trend is viewed from a
different angle, it implies the possibility of reviewing
the relationships if a company does not meet the require-
ments of a BCP. Whether business continuity is possible
varies depending on the power relationship with the sup-
plier. For those companies that are thought to have a
relatively weak interrelationship, it is important that
they strengthen the relationships with their suppliers and
business partners during normal operations.

(3) Areas that present the possibility of reform
Areas of corporate management functions:
Employee benefits and welfare system

“Making structures earthquake resistant” versus
“rethinking an employee benefits and welfare
system”

For example, it appears that dormitories and company
housing belong to a domain that is different from a
BCP. However, a total approach to risk management re-
quires assessment of the earthquake resistance of old
dormitories and company housing to determine wheth-
er earthquake-resistant construction or reconstruction is
necessary. That is, evaluating and reviewing assets and
operations that are likely to be exposed to risk, as well
as rethinking the existing employee benefits and wel-
fare system based on such evaluation results, consti-
tutes a vital topic in corporate management.

In addressing this topic, again the ultimate goal is the
protection of lives. Nevertheless, a comparison cannot
be made between people’s lives and the budget needed
for earthquake-resistant construction, reconstruction or
relocation. Instead, a comparison should be made be-
tween (1) the projected investment required for earth-
quake-resistant construction or reconstruction if the
existing employee benefits and welfare system is main-
tained and (2) the estimated cost incurred by the revision
of the system and operational cost if the system is to be
revised. A company should maintain a cost-optimal sys-
tem or should review an employee benefits and welfare
system from an overall perspective including the wage
system. Rather than addressing this issue simply with
“mental accounting” (rough accounting that is done in a
person’s head), a company must take a very broad view
of the overall situation in order to circumvent the great-
est risk of losing people’s lives.

Areas of sales functions: Sales structure
succession plan

“Sales structure after a disaster” versus “sales
structure in normal times”

Regarding the process in which a company restores its
business after a disaster, many companies have begun to
discuss strategies to recover sales functions — how they
will support their customers in the event of a disaster.
One of the matters discussed is how much time is re-
quired for a sales representative to visit his/her custom-
ers. The important point here is that the follow-up
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system for key customers should be incorporated into
the sales process in normal times.

Even if a sales representative responsible for a key
customer lives in a remote location and is unable to get
to that customer as a result of a disaster, another em-
ployee who lives near that customer should be selected
in normal times as a member of the post-disaster follow-
up system. Such measures that are arranged for a disas-
ter during normal operation would prove to be well
balanced and practical. Setting up a special follow-up
system for only the period following a disaster would
result in the system failing to function successfully.

5 Future prospects for improving an
organization’s business continuity
capability

Discussions under a conventional BCP tend to focus on
how to recover a company’s vital operations within a
target time. As such, how quickly a company can restore
operation after the occurrence of a large-scale disaster
has been regarded as a key indicator of the level of its
business continuity capability.

However, the authors consider a BCP under the as-
sumption that corporate and organizational behavior as
well as the behavior of people is not that simple, but in-
stead is complex. Even if rules specifying initial respons-
es are set up, it would be difficult for people to act as
specified. Similarly, even if such rules call for making
preparations for disaster management and mitigation,
available resources are limited. Efforts must be made to
identify the incentives that can motivate people and orga-
nizations in consideration of people’s custom and instinc-
tive behavior. Only when the identified incentives can
actually be provided, can a BCP with a high practicability
that can motivate people and organizations be formulated.

Given the inevitability of another massive earthquake
striking Japan, a pressing question is how companies
can use their ideas and wisdom to improve their busi-
ness continuity capabilities and to undertake business
and structural reforms. We will continue to follow the
trends among companies as we move towards the fu-
ture.

Note:

1 “Business Continuity Guidelines Second Edition—Reduc-
ing the impact of disasters and improving responses to di-
sasters by Japanese companies,” which was published by
the Cabinet Office, Government of Japan, defines a BCP as
follows: “Even if damage is inflicted on a company by a
disaster or an accident, its stakeholders such as customers
want the company’s vital operations to not be interrupted
or, even if interrupted, that such operations can be resumed
within the shortest time possible. Furthermore, a company
itself should regard the issue of business continuity as a
strategic challenge at the management level in order to pre-
vent the company from experiencing a migration of cus-
tomers to other companies, reduced market share or
declined value in company valuation, all of which might
result from the interruption of vital operations. A plan to
pursue such business continuity is called a business conti-
nuity plan (BCP).”
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