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Established at Columbia Business School in 1986 under the direction of
Professor Hugh Patrick, the Center on Japanese Economy and Business
(CJEB) promotes knowledge and understanding of Japanese business and
economics in an international context. The Center not only is a research
organization but also is widely recognized for its programs, which provide
prominent speakers from the public and private sectors and a forum for
collaboration and reflection on Japan, the United States and the global

economy.

In support of its mission, CJEB organizes and supports research projects,
workshops, symposia, conferences, training and curricular development
programs, scholarly and professional exchanges, and library and computer-
based resource initiatives. Core faculty members are Japan specialists
drawn from Columbia’s Business School, Law School, Economics
Department, and School of International and Public Affairs. Funding is

provided by corporate sponsors, foundations, and University sources.
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LETTER FROM THE DIRECTOR AND
ASSOCIATE DIRECTOR FOR RESEARCH

his year the Center has continued to play a

leading role in the exchange of ideas between

academics, policymakers, and business leaders
of Japan and the United States. We mention here a few
highlights, all of which are discussed in more detail in
this annual report.

Throughout the year we welcomed outstanding
leaders in business and public policy, including Koichi
Kato, Member of the House of Representatives of
Japan; Masamoto Yashiro, Chairman of Shinsei Bank;
Shijuro Ogata, former Deputy Governor of International
Relations, Bank of Japan; Robert Fallon, President of
Korean Exchange Bank; and Harvey Goldschmid,
Commissioner of the U.S. Securities and Exchange
Commission.

The Center made good progress in its two major
projects. The research project “Solutions for the
Japanese Economy” was brought to a successful close.
The eleven-chapter volume presenting the results of the
project was published in September 2005, in English as
Reviving Japan’s Economy: Problems and Prescriptions
(MIT Press), and in Japanese as Post Hesei-Fukyou no
Nihon-keizai: Seisaku-Shikou Approach ni-yoru Bunseki
(Nikkei).

The Program on Alternative Investments continued
its excellent development. It organized and hosted a
series of seminars at Columbia, a symposium on hedge
funds in midtown Manhattan, and two roundtables in
Tokyo for invited members of the Japanese institutional
investor community.

In addition to the active involvement of its core
faculty who are extensively involved in Japan, the Center
supports and encourages Business School faculty and
students to travel to Japan on various kinds of study

tours. The Center was asked by Keizai Koho Center to
select outstanding faculty from leading business
schools to spend a one-week program in Japan. Hugh
Patrick was a member of the initial four-person group
in January, and Charles Calomiris, Henry Kaufman
Professor of Financial Institutions and Academic
Director of the Chazen Institute for International
Business of Columbia Business School, was one of the
five participants in the regular June program. The group
met with senior corporate executives, scholars, govern-
ment officials, and politicians to promote their under-
standing of the Japanese economy, corporations and
management methods, and government policy issues.

The Center also supported the student-led Japan
Business Association Japan Study Tour of the Chazen
Institute in March. Thirty-three students spent ten days
making site visits to various company headquarters
in Tokyo.

The success of the Center, now approaching its
20th year since its establishment at Columbia
Business School, is due to the hard work, dedication
and intelligent energy of its core faculty and staff, the
resources provided by the School, and especially fund-
ing provided by Japanese and American corporations,

foundations, and individuals. We thank them all.

e R

Hugh Patrick, Director

David Weinstein, Associate Director for Research
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Research

n summer 2004, many Japanese expressed exuber-

ant optimism that the economy was finally well on the

road to recovery and to a self-sustained, full-employ-
ment economic growth path. By late fall, that optimism
had been dashed. The economy had abruptly stalled,
with three quarters of no growth. The 2.6 percent GDP
growth for 2004 only reflected an excellent first quarter
and the momentum to higher levels begun in 2003 (the
base-year effect).

Optimism once again prevails. The economy has
rebounded well in the first half of 2005 from last year’s
soft patch. Exuberance has been ignited by Prime
Minister Junichiro Koizumi’s overwhelming election vic-
tory on September 11 and the bullish upward revision
of the slightly disappointing second quarter GDP growth
initial estimates. The key question is, how strong and
sustained will this growth be during the rest of 2005, in
2006, and beyond? Will Japan finally break out of its
mediocre cyclical pattern and achieve its feasible
growth path by eliminating excess capacity, or will it sim-
ply repeat its poor performance of the previous fifteen
years? In last year’'s essay | was cautious, awaiting
more evidence before being willing to judge whether the
growth momentum was sufficient to restore the economy
to a self-sustained, full employment growth path. | am
somewhat more optimistic than a year ago, but | remain
cautious and want more evidence that the current
momentum will be sustained and enhanced.

With two or three years of robust growth—3 per-
cent or so annually—Japan could absorb its labor and
industrial slack and return to normalcy. | do not think
that is likely just yet. Alternatively, sustained growth at
2 percent over the next five years would probably also
achieve this, and that seems most likely. However, slower

growth, at less than a 2 percent annual rate, remains a
danger; that would mean the Japanese economy would
continue in its mediocre growth cyclical pattern.

Virtually all of Japan's economic indicators are
improving, albeit mildly. The Japanese economy is in the
best shape it has been since 1990. It is even possible
that this widespread, gradual process at some point will
create a sudden, optimistic shift in expectations that
generates a virtuous circle of significantly increased
business investment, employment, wages, consump-
tion, and price stability instead of mild deflation.
However, serious obstacles could prevent this happy
event: exogenous factors such as slower world economic
growth and sustained high oil prices; slow private
sector and government structural reforms; the huge
budget deficit and abnormally low nominal interest
rates; and, potentially most dangerous, premature tight-
ening of fiscal or monetary policy.

My somewhat cautious stance persists because
despite broad-based improvements, most of Japan’s
major economic problems persist. Aggregate demand
remains inadequate, and deflation has not yet ended.
Considerable labor market slack continues, and house-
hold income growth is modest. Capital is misallocated.
Business borrowing continues to decrease. On the
other hand, the systemic problem of bank excessive
nonperforming loans has been solved, and corporate
restructuring proceeds. Even so, these continue to be
abnormal times.

The results of the Lower House election and their
implications and increasingly optimistic expectations
about Japan’s economic performance dominate
Japanese news headlines in mid-September. Other
issues have also received great media attention this
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year. One is the contrast between the worsening politi-
cal relationship with China and a continuing strong
economic relationship. Another is merger and acquisi-
tions, highlighted by the Livedoor—Nippon Broadcasting
hostile takeover bid melodrama. These and other topics

are considered below.

RECENT ECONOMIC PERFORMANCE

Japan’s recovery in the first half of 2005 from 2004’s
final three quarters of stagnation has proceeded rea-
sonably well. The strong first quarter rebounded at a
5.8 percent annual rate and was followed by a very
good second quarter at a 3.3 percent annual rate. The

deflation did not significantly improve. The GDP deflator,
year on year, was -1.0 percent, and the CPl worsened
slightly to -0.4 percent.

The initial government report on second quarter
growth, at only a 1.1 percent annual rate, was disap-
pointing. The September 12 significant upward revision
to 3.3 percent lifted expectations and forecasts for
2005 and 2006. The good news is that the upward
revision was due mainly to a surge in business fixed
interest, rising 15.4 percent, almost all of the net
increase in domestic demand. Inventory investment
were negative, -0.9 percent, but substantially less than
initially estimated. However, consumption was slightly

These continue to be abnormal times.

evidence indicates broad-based improvements across
the economy.

First quarter growth was driven entirely by private
domestic demand; net exports were slightly negative,
and a modest increase in government consumption was
mostly offset by continuing decreases in government
public works. Consumption—growing at a 4.9 percent
annual rate—was strong, providing half of quarterly
growth. Business fixed investment, a volatile major com-
ponent of aggregate demand, grew rapidly, at 12.8 per-
cent, contributing a third. Inventory accumulation, the
most volatile aggregate demand component, increased
excessively, comprising a quarter of the growth. Corporate
profits increases slowed but remained strong. However,

less though than initially estimated and had slowed
significantly, but even so increased a good 2.4 percent.
Exports grew faster than imports, contributing to about
a fourth of the quarter’s growth in real terms. That said,
in current prices net exports were a significant negative
factor, due to high oil and commodity import prices,
slowing nominal GDP growth by a quarter in the first half
of the year. The CPI improved to a -0.1 percent rate,
and the GDP deflater to -0.9 percent, but both remained
negative.

The most significant improvement this past year
has been in the labor market. Demand for labor, both
employment and wages, drives household income; that
drives consumption. Consumption is the largest compo-

Research
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Young Japanese have disproportionately borne the costs

of mediocre growth and poor employment opportunities.

nent of domestic demand and always is a major factor
in aggregate demand growth.

As | have stressed in previous essays, substantial
labor slack due to inadequate aggregate demand—
unemployment, lower participation rates, the increased
share of part-time and contract workers, and labor mis-
allocation—has been one of the most serious costs of
sustained mediocre performance. Between 1995 and
2004, the labor force participation rate dropped 3.5
percentage points for all males and more for those 20
to 24 and those 65 and over. Female participation rates
have decreased more slowly, by 1.4 percentage points,
and rates actually increased slightly for women 25 to
64. | presume Japanese simply withdrew from the labor
force as job opportunities dried up; they represent
disguised unemployment.

Young Japanese have disproportionately borne the
costs of mediocre growth and poor employment oppor-
tunities. The unemployment rate of those 15 to 24 is
9.1 percent as of May 2005; too many of those
employed worked in parttime jobs, since survey data
suggest some 70 percent want full-time jobs. Japan has
an estimated 640,000 NEETs (people 15 to 34 not in
full-time education, employment, or training). Most live
at home and are supported by their parents, a by-product
of a rich country. About half the NEETs, presumably
mostly women helping their parents at home, do not
intend to enter the labor force. NEETS and “freeters”
(some 2.1 million living an independent, usually part-
time, work lifestyle) are an interesting and perhaps impor-
tant new social phenomena, but in macro perspective
they do not alter the realities of a slack labor market.

Over the past year, and particularly in the past few
months, the employment situation has improved signifi-
cantly. The unemployment rate declined to 4.4 percent
in July from 4.8 percent a year earlier, and 5.5 percent
at its January 2003 peak. The bellwether ratio of job

offers to applicants did rise to 0.97 from 0.85 a year
ago, its highest level since October 1992.

Total employment began to increase from January
2004, but this was entirely in the form of contract and
part-time workers; full-time regular employment contin-
ued to decrease. Now there is some improvement in the
quality of employment: full-time employment has been
increasing, while part-time, contract, and other nonstan-
dard employment growth slowed, and perhaps has even
begun to decline. It still remains some 30 percent of
the labor force, however. Part-time workers continue to
be one-fifth of the total; contract and subcontractor
workers are 5 percent; and dispatched workers (employ-
ees sent to a subsidiary or affiliate) are 2 percent.

The improvement is more modest than it appears:
increases are due basically to shifting part-time and dis-
patched workers to full-time, “regular” status, but not to
“permanent employment” regular status with full bonuses.
Permanent workers continue to decrease as retired
employees are replaced by workers with more limited
benefits. More than a cyclical adjustment, this is a
structural increase in flexibility.

Household income depends both on employment
and on wage and bonus increases. The second piece of
good news in mid-2005 was that regular scheduled
wages and total cash earnings, combining regular wages,
overtime, and bonuses, have been increasing since
April 2005, after having decreased slightly but continu-
ously in both nominal and real terms for several years.
Employee compensation in real terms, at 54.5 percent
of GDR is at its lowest share in more than 25 years. The
peak, slightly below 56 percent, came in the mid-
1990s. As a consequence, real consumption decreased
from about 57.5 percent of real GDP in the mid-1990s
to 55.7 percent in the second quarter of 2005.

Relative to output increases, and especially to the
dramatic profit increases, wages are growing slowly.
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Winners and losers, both across and within sectors, have

become more apparent and more significant.

Labor markets, though strengthening, are still quite
slack. A plus is that winter bonuses for all firms with five
or more employees rose 2.7 percent, the first increase
since 1996; and preliminary survey data suggest that
summer 2005 bonuses rose about 2 percent. Wages
will need to increase at a substantially greater rate if
consumer spending is to become a leading force to sus-
tain good growth over the longer run.

As a huge economy, Japan in the past decade has
depended too much on export and current account sur-
plus growth to bolster aggregate demand. Domestic
demand picked up in the first half of 2005. Export vol-
umes increased modestly in the second quarter of
2005 after three quarters of decline. Exports to China,
which surged in 2003 and early 2004, have dramatically
decelerated to virtually zero growth, despite China’s
continued extremely rapid GDP increases. Imports in
current prices have continued to grow at a double-digit
rate, in substantial part due to the major rises of oil and
other raw material prices.

Even though large listed companies have relatively
small shares of total output, value added, and employ-
ment, much of the analysis of Japanese corporate per-
formance is based on data about them. One reason is
that they are perceived to lead the economy. After all, a
significant portion of smallfirm production of goods
(parts, components) and business services is sold to
larger firms and, in due course, to the largest firms.
Another reason is that the quality of data for large firms
is substantially better than for small and medium-sized
enterprises.

Japanese data coverage is comprehensive and
extensive. However, the quality of much monthly and
quarterly data, as reflected in their considerable volatil-
ity and significant revisions, is mediocre, often because
survey samples are too small or not well constructed.
The government has committed additional resources to

improving data quality, so perhaps short-term forecast-
ing will improve.

Small and medium-sized enterprises (SMEs)
employ 76 percent of employed workers. When self-
employed and family workers are included, large firms
(those with 500 or more employees) comprise only 20
percent of total employment. Despite the opaqueness
of their balance sheets, the available evidence sug-
gests that the performance of most SMEs is improving
substantially, especially in profitability. SME operating
profits for fiscal 2004 (ending March 2005) rose 30.3
percent in manufacturing and 18.4 percent in services,
more than for large firms.

SMEs have paid off debt. While still substantial,
net debt to equity ratios are at their lowest since 1974.
SME ability to service debt is at its highest since 1992;
for large firms, this ability is the highest since 1985.
However, loan interest rates are extraordinarily low, so
the corporate sector is not yet out of the debt woods.

Winners and losers, both across and within sec-
tors, have become more apparent and more significant.
Large urban areas are more productive than rural
regions and small towns. Despite widespread Japanese
self-identification as being middle class, differentials in
household income by age, gender, and occupation have
widened. The OECD estimates that Japan’s income dis-
tribution is among the five least equal of its 30
advanced country members.

KOIZUMI’S ECONOMIC REFORM MANDATE

Prime Minister Koizumi’s decision to call a snap Lower
House election on September 11, when his dominant
economic and political priority, the postal privatization
legislation, was rejected by the Upper House of the Diet
on August 8, was a huge political gamble. It was com-
pounded by his decisive rejection of the 37 Liberal
Democratic Party Lower House incumbent renegades

Research
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Postal privatization, the sole concrete issue of Koizumi’s

campaign, now is certain.

who had voted against the postal privatization as LDP
candidates, instead selecting attractive candidates to
run against them. And Koizumi won. It was a stunning
victory, far beyond the most optimistic projections. The
LDP achieved an absolute majority and, with its Komeito
coalition partner, secured the two-thirds majority suffi-
cient to pass the postal privatization bill and indeed any
legislation regardless of the Upper House.

Koizumi brilliantly cast the election as a contest
between those favoring and those opposing postal pri-
vatization and, by extension, between reformers and
those wanting to maintain the status quo system of
support for a range of vested interests. It was also a
contest between those supporting small versus large
government, those favoring markets versus government
invention, and ultimately those for or against Koizumi
as a leader of change, albeit vaguely specified. It was a
victory for a charismatic, media-savvy, idiosyncratic
leader; the LDP rode in on his coattails.

Koizumi’s fundamental objective has always been
reform of the LDP itself. To that end he has significantly
strengthened top-down party discipline, reduced the
power of traditional party leaders and factions, and
moved the party from maintenance of the status quo
towards reform. The election victory is the culmination
of a longer run process in which pork-barrel public
works spending has been reduced, and authority over
income and resource redistribution has been more cen-
tralized in the Prime Minister’s office, in a Cabinet sup-
porting the Prime Minister’s policy preferences rather
than representing factions, in a vigorous Cabinet Office,
and in a proreform Council on Economic and Fiscal Policy.

Postal privatization, the sole concrete issue of
Koizumi’s campaign, now is certain. The same, substan-
tively somewhat weak legislation earlier rejected will
pass the Diet this fall and become law. Privatization of
Japan Post is important. It is by far Japan’s largest

deposit-taking and life insurance institution, and ineffi-
ciencies abound. As of March—-end 2005, postal savings
deposits were ¥214 trillion ($1.9 trillion), four-fifths of
the deposits of the four major banking groups com-
bined. Postal savings assets are invested overwhelm-
ingly (85.6 percent) in central government bonds, bills
and deposits in the fiscal loan fund. Postal life insur-
ance assets of ¥120.2 trillion ($1.1 trillion) are almost
equal to Japan’s four largest private life insurance com-
panies combined and equivalent to 43 percent of the
assets of all private life insurance companies.

In principle, privatization will make greater efficien-
cies possible in postal fund asset allocation and opera-
tions. While the postal legislation is flawed in some
respects and the specifics of implementation are far
from clear, it is both a fundamental economic reform in
itself and a signaler of further economic reform.
Privatization begins in 2007 and is scheduled to take
ten years. However, the devil lies in the details—to what
degree and in what concrete, specific ways implementa-
tion proceeds will involve an ongoing political economy
process. The strife is not over.

Koizumi now has a public mandate for other eco-
nomic reforms as well. How far and how well Koizumi
will use this mandate is far from clear. He has yet to
define his economic reform agenda, much less their pri-
orities. In his victory press conference, he mentioned
the need for reform of health care, public pensions,
central and local government financial relationships,
government finances, and civil service. Probably an
early reform will be the consolidation of government
financial institutions, since a major report is due out in
October. Relatedly, the government may sell off financial
assets and reduce gross government debt. Health
reform will probably be another reform objective. The
focus will be more micro—how to improve the efficiency
of health care services while lowering costs—than the
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Post-election euphoria has generated further positive expectations

about Japan’s future.

macro issue of how to cover the budget costs of the
universal health care system.

While the longer-run implications of the election on
Japan’s political and economic systems are probably
profound, they are not at all obvious. The election was
a one-off event involving a unique leader, not a political
party victory. To what extent will the LDP become an
urban party of reform? How will the Democratic Party of
Japan reform itself? Half of the newly-elected LDP mem-
bers still represent rural districts. While the urban LDP
victories smashed many DPJ candidates, the margins of
victory were not great, and the impact of nonaffiliated,
floating voters was substantial. The LDP old guard has
been weakened but they have not disappeared. While
the LDP won 61 percent of the Lower House seats, it
garnered only 48 percent of the popular vote for single-
member districts and only 36 percent of the proportional
representation votes, though that was better than the
DPJ’s 31 percent.

Further economic reform will depend fundamentally
on Koizumi’s exercise of leadership, including ongoing
oversight of the implementation specifics as in postal
privatization and unlike the earlier, less successful high-
way corporation privatization reform. In the coming
months, Koizumi will probably define his economic
reform agenda and will make its acceptance and sup-
port a requirement for whomever the LDP elects as his
successor. To accomplish this, Koizumi may have to
extend his term another year. He has repeatedly stated
that he will retire as prime minister when his term as
LDP president expires in September 2006. It is possi-
ble that by next spring Koizumi will change his mind.
Regardless, the key issue will be who his successor is.

Post-election euphoria has generated further posi-
tive expectations about Japan’s future, fueling what
already is a good recovery. Nonetheless, the develop-

ment of government economic reform policies and

especially their implementation is a long-run process,
not a quick fix. Successful reforms will raise productivity,
especially in the public sector. They will also enhance
private sector expectations about Japan’s economic
future. Even so, businesses and households now rely
far less on government leadership than before. The
basic sources of efficient resource allocation and eco-
nomic growth lie more than ever before in the

autonomous actions of the private sector.

ECONOMIC GROWTH PROSPECTS

Will current moderate momentum in domestic demand
and production continue for the rest of the year and
throughout 20067 Will growth be sufficiently strong and
rapid by the end of 2006 to break out of the recurrent
cyclical pattern and restore Japan’s economy to a self-
sustained full employment growth path? Yes to the first,
but probably no to the second, are the simple answers.
But the world is never so simple, even assuming, as |
do, that the election will not fundamentally alter govern-
ment economic policy or overall economic performance
in the near term.

While improvement is widespread, Japan’s basic
problems persist: inadequate aggregate demand; mild
deflation; labor slack; business investment demand not
sufficient to reverse the long-run decline in business
borrowing from banks or financial markets; and the
ongoing need for corporate and public sector restructur-
ing, particularly government enterprises and institutions.
Nationwide land prices are reported to be declining, but
more slowly. In reality, both given time lags and inade-
quate weighting of differently valued land, coupled with
such evidence as the expanding market for real estate
investment trusts (J-REITs), land prices may have
already stabilized. If so, that will be a significantly posi-
tive factor. | expect broad-based, incremental, slow,

improvements in all these dimensions will continue.

Research

7



The most important growth driver will be Japanese household expenditures.

One negative is the increases in tax rates already legis-
lated. | consider these issues here and in following sec-
tions.

Consensus forecasts in early September, prior to
the election, were that Japan will grow about 2.0 per-
cent in fiscal 2005 and 1.8 percent in fiscal 2006. The
election results have generated further optimism about
government economic reform policy and Japan’s eco-
nomic performance. Several respected forecasters in
mid-September projected growth to be close to 2.5 per-
cent in 2005. However, views diverge significantly for
2006, from an optimistic 2.8 percent growth to a pes-
simistic 1 percent. The Bank of Japan’s Monetary Policy
Board April 2005 forecast will almost certainly increase
in its October announcement. | take these expert
projections to mean that recovery will proceed, but how
rapidly and how long remain questionable.

Forecasts of when deflation will come to an end are
important indicators of changing expectations, both of
price movements and the ending of the very easy mon-
etary policy. Japan’s core CPI is expected to continue to
decrease slightly in 2005 or to reach O or even become
slightly positive by year-end. For 2006 a slight increase
on the order of 0.2 percent is expected. The Bol
Monetary Policy Board April CPI forecasts for fiscal
2005 were -0.1 percent with a range of -0.1 percent to
+0.1 percent, and for fiscal 2006 +0.3 percent with a
range of 0.1 percent to 0.5 percent. While sustained
CPIl increases just above O are inadequate because the
CPl measure overstates price increases (or understates
price decreases), nonetheless it seemingly has become
a significant indicator that deflation will end soon.

A number of official surveys provide information of
business confidence, business sentiment, and con-
sumer confidence. The Bank of Japan Tankan quarterly
survey of business conditions and outlook three
months hence is watched closely. The June-end Tankan

was quite positive, though with some cautions. The July
Shoko Chukin survey, while still slightly negative,
showed small improvement in SME business sentiment.
However, the Cabinet Office quarterly consumer confi-
dence index in late June decreased slightly, ending its
steady improvement since the first quarter of 2003. The
monthly economic data and various surveys during the
summer indicate some slowdown in consumption and
production, but expectations are that the economy will
continue to do reasonably well. Presumably, upward
momentum will be reinforced by the election results, but
hard evidence is not yet in. The September-end Tankan was
only moderately positive, a disappointment to optimists.

Good growth in coming months and years depends
predominantly on expansion of domestic demand. While
the yen’s relative weakness is a happy surprise for
Japanese exporters, it seems unlikely that exports will
continue to increase rapidly, even if U.S. and Chinese
growth continue strong. And should the high price of oil
persist, it could reduce Japanese growth on the order of
0.5 percent annually, as world growth slows and the
economy bears further domestic adjustment costs.

The most important growth driver will be Japanese
household expenditures. This means employment has
to rise, its quality improve, and the labor market tighten.
Only then will wages increase sufficiently to underpin
strong consumption. Based on the incremental, gradual
improvements of the past two years, this is not likely to
occur soon. The other important growth driver is rapid
business investment, as the June Tankan suggests is
possible.

Suppose somehow the economy does achieve 3
percent growth this year and next. Such an optimistic
scenario is not probable, but it is not impossible.
Continuing incremental improvements in major vari-
ables might generate a sudden positive shift in market
expectations from deflation to reflation, from moderate
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Increased fiscal drag will be an even greater negative factor for

GDP growth than it has been over the past several years.

to more robust growth, from flat or slowly declining to
rising land prices, from a stagnant to an even more
buoyant stock market. First quarter rapid growth means
that the base year effect for fiscal 2005 will be about
1.1 percent year-on-year growth, even if each quarter
has zero growth, since the economy’s level is higher
than fiscal 2004. Sustained 3 percent growth would
dramatically change Japan’s economic and policy envi-
ronment, with a virtuous circle of positive reinforcing
interactions among the major variables.

However, Japan’s fiscal policy throws cold water on
this optimistic scenario. Tax increases have already
been legislated. From October 2004, as part of pension
reform, social security contributions will increase by a
cumulative 5 percentage points of wages until 2017,
0.354 percentage points per year (0.18 percent of
GDP). Income and residence tax increases, restoring
one-half of the 1995 tax cuts, and amounting to 0.33
percent of GDR will go into effect in January 2006. This,
combined with restrictive fiscal expenditures and tax
revenue increases that are already better than expected,
suggests that increased fiscal drag will be an even
greater negative factor for GDP growth than it has been
over the past several years.

2007 AND BEYOND

The year 2007 will be important symbolically and sub-
stantively. Japan’s population will have peaked and,
each year for five years, over two million baby boomers
will reach the traditional retirement age of 60. While cer-
tainly some will seek continued employment, the labor
force decline will accelerate the process of ending labor
force slack. By the end of the decade, Japan could well
move to a labor shortage. Consumption will rise as
retirees begin to enjoy life more. In 2007, postal priva-
tization will begin. By 2007, the Bank of Japan will have
reduced excess liquidity sufficiently to begin to raise

interest rates, assuming all goes reasonably well.
However, the government may increase consumption
taxes in 2007, which probably would be a major mis-
take. A 2-percentage point rise (from 5 percent to 7 per-
cent) would have a significant negative growth effect of
1 percentage point of GDP

In the medium term, Japan’s growth prospects
depend both on its long-term potential growth rate and
the gradual elimination of the current slack in the econ-
omy (the output gap). The key intermediate growth
issues are the actual degree of slack today; the degree
to which aggregate demand will increase sufficiently to
pull underutilized resources into the economy; and the
degree of restructuring and other productivity improve-
ments. The Japanese government and the OECD esti-
mate quite small output gaps, so their intermediate
possible growth rate estimates are not substantially
greater than the longer term potential growth rate.

My intuition is that the slack is substantially larger.
Industrial output capacity analysis focuses on manufac-
turing, only a quarter of the economy. Services—retail
stores, restaurants, finance—could expand sales and
transactions substantially with only limited increases in
physical capacity. At least equally important, labor is
still substantially underutilized, as already stressed.
Given some 15 years of inadequate demand for labor,
until Japan has a sustained period of strong demand,
we do not know what the full employment equilibrium
will be.

Japan’s long-run potential growth rate depends on
changes in the labor force (the demographic factor and
the participation rate) and increases in output per worker.
Labor productivity in turn depends on increases in cap-
ital per worker, improvement in labor skills, and techno-
logical change (total factor productivity). In the longer
run, labor productivity will probably rise on the order of
1.5 percent, the cautious OECD estimate, to 2 percent
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Japan came close to, but has not actually suffered, a systemic

financial or economic crisis.

annually. Japan’s working-age population will decrease
some 0.7 percent annually. This implies that, assuming
full employment of resources by 2007, Japan’s longer-
run growth rate will be between 0.8 percent, the OECD
estimate for 2007-2010, and 1.3 percent. The IMF
estimate is 1.6 percent. Growth per capita will be slightly
higher as Japan’s population decreases on the order of
0.2 percent annually for some years.

| think the OECD growth estimate for 2007-2010
is too low. The Japanese Cabinet Office in January 2005
forecast an average growth rate between 2005 and
2112 of 1.6 percent, assuming that economic reforms
proceed. Labor productivity could grow more rapidly as
labor and capital are allocated more efficiently through
deregulation, restructuring, better capital, labor, and
land markets, and also rising rates of Japanese and
global technological improvement. The supply of labor
could be increased by importing contract workers or,
indeed, outright immigration. By the end of this decade,
this is likely to be one of Japan’s most important eco-

nomic and social issues.

FISCAL POLICY

Japan’s macroeconomic policy over the past fifteen years
has succeeded in preventing systemic crises but not in
achieving full employment growth and price stability. Four
combined effects—the burst land and stock price bub-
bles in 1990 and 1991, the slow responses by both busi-
ness and government, the institutional and structural
changes required as Japan undergoes transformation
from rapid growth to economic maturity, and demograph-
ic change—have resulted in sustained mediocre econom-
ic performance. This is despite massive macroeconomic
stimulus—huge, sustained government budget deficits
and a Bank of Japan policy of a zero interest rate and
extraordinary liquidity. In this section, | consider fiscal pol-
icy and, in the next, monetary policy.

Why hasn’t the government tackled the aggregate
demand issue more vigorously and proactively? The key
has been that Japan came close to, but has not actually
suffered, a systemic financial or economic crisis.
Incomes on average have risen slightly, not declined.
Unlike other Asian economies, Japan has not had an
external crisis. Indeed, Japan has continued to pile up
current account surpluses and thereby increase its
position as the world’s largest creditor. One lesson is
that rich countries can afford to temporize and delay
taking difficult, painful short-term policies necessary to
overcome powerful interests benefiting from the status
quo. Without a sense of crisis, major reform takes
strong political leadership in democratic societies.

Japanese policymakers—government officials and
politicians alike—do not understand macroeconomic
policy well. Each time recovery has appeared, a degree
of complacency regarding needed reforms has set in,
bolstering unrealized expectations that, this time, the
economy will break out of its mediocre performance
trap. Maybe 2005-2006 will be different.

While large deficits persist, fiscal policy has been
slightly contractionary rather than stimulative for several
years, as government expenditures have been
restrained and a variety of small tax increases—for pen-
sions, health care, and other specific purposes—have
been put in place. While the rate of the consolidated
(central plus local) government deficit has declined
slightly, it was still 7.3 percent of GDP in 2004; the
deficits have politically constrained even short-term fis-
cal stimulus measures.

Gross government debt has burgeoned over the
last fifteen years, to more than 160 percent of GDR
That has raised, quite incorrectly, fears of a future fiscal
crisis. In fact, the government is an immense financial
intermediary, and its debt is partly offset by huge hold-
ings of financial assets, including government debt
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The gross government debt, ongoing huge fiscal deficit, and aging

population provide such an opportunity to create a crisis mentality.

itself. Foreign exchange reserves alone, at $840 billion,
are 18 percent of GDR The net government debt, the
appropriate measure, is about half the gross debt.

In the long run the government will have to raise
taxes, but the timing and size of tax increases are
crucial. It is premature to raise taxes when aggre-
gate demand is insufficient, growth is mediocre,
under-employment exists, and deflation continues.
The annual increases in social security contributions
of 0.18 percent of GDP probably make sense
because it well addresses long-term pension funding
concerns.

The most important fiscal policy decision the new
Koizumi government will face is the type, amount,
and timing of further tax increases. One proposal, not
yet enacted, is to raise income taxes by another 0.33
percent of GDP from 2007. However, the main policy
impetus seems instead to raise the consumption tax
significantly as soon as possible. While Koizumi earlier
rejected increasing the consumption tax, he did not
object to its being considered in 2006 for enactment
from 2007. It appears that a drastic tax reform will be
proposed by 2007. Whether any consumption tax
increase goes into effect in 2007 or 2008, for reasons
of administrative feasibility, may well be significant. It all
depends on how well the economy has progressed and
is doing.

The danger is that further tax increases will be pre-
mature. Nevertheless, the Ministry of Finance, always
the basic force pushing tax increases, apparently
believes it can marshal political support only if there is
a sense of crisis. The gross government debt, ongoing
huge fiscal deficit, and aging population provide such an
opportunity to create a crisis mentality, especially if
economic growth is seen as proceeding reasonably
well. | fear that “reasonably” means a 2 percent rate,
which is not sufficient to reduce slack quickly.

Achieving fiscal sustainability, with a stable govern-
ment debt-to-GDP ratio, is a long-term goal, since it
requires significant tax increases in order to reduce the
budget deficit. The problem is how to achieve private
sector plus foreign aggregate demand sufficient both to
maintain full employment growth and to offset the neg-
ative effects of tax increases.

The government earlier this year, based on quite
optimistic assumptions, projected that budget equilibrium
can be achieved by 2012 or so. That not only is probably
unrealistic but actually undesirable if the required tax
increases choke off growth once again, as in 1997. The
transition process, for both the budget deficit and rising
government pension expenditures, should be spread
over considerably more years, thereby sharing genera-
tional costs more equitably.

Japan’s significant public pension reform, effective
October 2004, in reality goes a substantial way toward
reducing the expected budget difficulties of financing
future old age benefits. Just as important as the
increased employer and employee contributions, bene-
fits will not rise as rapidly as nominal GDP The ratio of
initial benefits to wages at retirement is projected to
decline gradually, from 59 percent now to 50.2 percent
by 2023, and ultimately to 50 percent.

Moreover, after the initial year of retirement, bene-
fits are indexed to price inflation (CPI) rather than to the
presumably larger nominal wage or income growth
rates. Future retirees will not share in the economy’s
productivity increases directly. As with all such projec-
tions, particularly as long term as this, the demographic,
income, discount rate, and other assumptions will not
be completely accurate and will require subsequent
policy adjustments. Japan’s decision whether to have a
big welfare state as in Europe or a small welfare state
as in the United States is fundamentally a political, not

economic, matter.
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The BoJ has correctly signaled it will err on the side of caution.

MONETARY POLICY

The central goal of the Bank of Japan (BolJ) is to main-
tain price stability. Like all central banks, other key
goals are to prevent systemic financial crises and to
maintain the monetary conditions for good growth.

The BoJ has engaged in massive monetary stimu-
lus since the late 1990s. The benchmark short-term
rate, the overnight call rate, was reduced to zero in
1999; this has been termed the “zero interest rate pol-
icy” (ZIRP). Following the mistaken termination of ZIRP
in summer 2000, the Bank in effect returned to it in
spring 2001 by adopting a policy of extreme monetary
quantitative easing. This was done by providing so
much liquidity that financial institutions held official
reserves as current account balances at the BoJ far in
excess of their legal requirements. The BoJ increased
this total reserve target in a series of steps to the
current level of ¥30-35 trillion, far above required
reserves of about ¥5 trillion.

In these abnormal monetary circumstances, a
major policy objective has been to generate positive
market expectations both to prevent a financial crisis
and to bring deflation to an end. Crisis management
has indeed been successful. Bank nonperforming loans
have been reduced from dangerously high to more nor-
mal levels; and the government’s unlimited guarantee
of all deposits (except settlement accounts) was
smoothly terminated this year when demand deposit
guarantees reverted to a ¥10 million limit on March 31.
However, the Bank’s quantitative easing policy has not
yet succeeded in ending mild but enduring deflation;
market expectations have not improved as quickly or to
the degree the authorities had hoped.

The BoJ has made it clear that it will not exit quan-
titative easing and ZIRP until year-on-year core CPI is
positive for several consecutive months, until a strong

majority of its Monetary Policy Board members forecast

that the CPI will continue above zero, and until good
economic performance is achieved. None of these con-
ditions have been met yet but probably will be in spring
2006. A barely positive CPI is too low a barrier. Given
upward bias due to technological change, | am among
those who think price stability should be defined as an
annual CPI increase of about 1 percent, and that should
be BoJ policy, at least implicitly.

One current policy debate focuses on the timing
and process whereby the quantitative target is reduced
from the ¥30-35 trillion range first to a more normal
interim level of ¥10 trillion and then to only holding the
required amount of reserves. The essence of the argu-
ment lies in how market expectations will be affected
as the target and actual amount are reduced.

Another debate is on how the monetary policy exit
process should proceed. One scenario is in three
stages: first, reduction of the quantitative easing tar-
gets; then their termination, explicitly targeting interest
rates instead, with ZIRP continuing; and, finally and
most importantly, ending ZIRP by raising the overnight
interest rate, thereby returning to interest rate changes
as the main monetary policy instrument. One could
argue that since quantitative easing did not seem to
affect price expectations positively as the target was
increased, a decrease in these excess reserves to a
more normal level should not affect expectations nega-
tively. However, any reduction is uncharted, potentially
risky, territory; no other major country since the 1930s
has experienced Japan’s miasma of persistent deflation.

The BoJ has correctly signaled it will err on the side
of caution; it will not end its easy monetary policy pre-
maturely. After all, the CPI could readily move around
from a slight minus to a slight plus without meaning
deflation has ended. Undesirable supply effects, such
as oil price increases, could even dominate demand
affects. (It will be interesting to see how the BoJ reacts
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While a systemic threat has been taken care of, bank NPL

difficulties are not yet fully resolved.

to the expected approximately 0.2 percent decrease in
the CPI index from August 2006 when it shifts from
2000 to 2005 prices.) It now seems likely that the cur-
rent account surplus will be reduced from spring 2006.
The real issue will be when to end ZIRR The ultimate
goal should be not just to end deflation, but also to
achieve sustainable real recovery.

A related policy debate is whether the BoJ should
adopt, explicitly, or at least implicitly, an inflation target,
say, of a CPl annual increase on the order of 2 percent.
A few Monetary Policy Board members presently pro-
pose this. A more sophisticated monetary policy is
initially to set a price level target (for instance, a return
to the 1995 price level) that, once achieved, is followed
by an inflation target. Since quantitative easing appar-
ently did not affect inflation expectations significantly,
the BoJ seems unwilling to use inflation targeting to
overcome persisting deflation expectations. The ques-
tion thus will be whether the BoJ will adopt an inflation
target once a post-deflation environment is achieved.

BANKS
Japan’s most successful economic reform during Prime
Minister Koizumi’s tenure has been in banking, particu-
larly the major banks. The specter of a systemic bank-
ing crisis has been eliminated. The Financial Services
Agency (FSA) required banks to reduce their nonper-
forming loans (NPLs) to one-half their dangerously high
peak levels of 2002 with a March 2005 deadline. Major
banks have achieved this by actively writing off bad loans
and restructuring their worst large borrowers, financed by
raising additional capital and retaining all operating profits.
Bank NPLs had declined to ¥17.9 trillion ($163 bil-
lion), equal to 4.0 percent of loans, by March 2005. The
eleven major banks continued to be the most aggres-
sive, reducing NPLs to ¥7.4 trillion, equal to 2.9 percent
of credit, down from 9.6 percent in March 2002. Given

balance sheet weakness, banks could only deal incre-
mentally with their large, very weak, inefficient major
borrowers (the so-called “zombies”). Of 35 such firms,
30, including two in the IRCJ restructuring process, have
significantly improved their financial conditions through
debt workouts and restructuring. Almost all the most
extreme major cases of corporate distress have finally
been reasonably well resolved.

The 113 regional and secondary regional banks
have lagged. As of March 2005, their NPLs were ¥10.4
trillion ($94.5 billion), equal to 5.5 percent of their
loans. They reported a combined net profit of about
¥800 billion ($7.3 billion), the first in years. However,
the gap is widening between winners and losers. While
90 percent of the 87 listed regional banks reduced their
NPL ratios, the ratio for the ten weakest remained
between 7.9 percent and 13.3 percent. Similarly, reported
capital adequacy ratios diverge widely. The best regional
banks are stronger than the megabanks. Consolidation
among weak banks continues, but slowly. Their best
news is the improved performance of their SME clients.

While a systemic threat has been taken care of,
bank NPL difficulties are not yet fully resolved; some
remain hidden. Banks persist in rolling over loans at low
interest rates to weak borrowers, while charging higher
rates to more creditworthy clients. This retards the develop-
ment of loan and bond markets for below-investment-
grade, mid-level credit risks. Banks are just beginning to
enter these markets.

A year ago a big banking story was the unprecedented
contest between Mitsubishi Tokyo Financial Group (MTFG)
and Sumitomo Mitsui Banking to take over UFJ Holdings.
MTFG won, but the merger of the banking units, scheduled
for October 1, has sensibly been delayed until January
2006 to ensure adequate systems integration. Japan will
then have three megabanks, culminating an amazing
decade-long consolidation and restructuring process.
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Profit growth has been at the expense of workers; while labor

productivity continues to rise, wages have decreased.

While strong domestically, none of these mega-
banks is globally competitive, and none is likely to
become so any time soon. First, their capital base
remains weak. Deferred tax assets are still a quarter of
total capital. The banks are committed to repaying the
capital earlier injected by the government to overcome
the NPL crisis. The government has been willing to
share with the banks about one-half the gains on those
holdings as they are realized, rather than selling its
shares in the market, but the FSA may be changing that
implicit policy. It will take some years of excellent
retained profits to build bank capital to an adequate
level. Second, banks still do not have state-of-the-art
financial technology in either IT hardware or human cap-
ital, and both are expensive. Third, while the mind-set of
senior management is changing, caution and safety still
seem to dominate credit risk-taking.

Like life insurance companies and other financial
institutions, banks are subject to potential government
bond interest rate risk. Megabanks do have two assets
supporting their international business: access to
cheap Japanese savings and Japanese multinational

clients with which they have close relationships.

CORPORATE REFORM

Japanese corporations are in their best shape in years.
Debt-to-equity ratios are at a normal, acceptable level.
Firms are borrowing more money than they are repaying,
for the first time in nine years. However, on balance they
remain savers, by some 3 percent of GDP; their borrow-
ings are being used to invest in financial assets rather
than in expansion of plant and equipment. Good per-
formance has produced a major increase in recurring
profits, up 28.2 percent in fiscal 2004 and projected to
rise another 8 percent or so this year. However, profit
growth has been at the expense of workers; while labor
productivity continues to rise, wages have decreased

until very recently and are only rising modestly now.

Corporate restructuring continues, though more
needs to be done. Firms are focusing increasingly on
core competencies, preparing to shed less profitable
activities through spin-offs and management buy-outs,
often with private equity fund participation. Mergers and
acquisitions (M&A) activity is rising from its historically
low base. Almost every M&A deal in Japan, as else-
where, is friendly.

Hostile takeover bids (TOBs) are exceptional, but
understandably they attract immense media attention
and negative management reactions. Business leaders
used anxiety about foreign takeovers, friendly or not, to
delay until 2007 provisions in the major new corporate
law, which otherwise goes into effect in 2006, which will
enable foreign firms in friendly, triangular, cross-border
transactions to use shares to acquire Japanese firms.

Livedoor’s hostile attempt to take over the estab-
lished Nippon Broadcasting System (NBS) and, thereby,
potentially, its parent, Fuji Television Network, during
February—April 2005 generated huge media and public
excitement. Livedoor is an upstart Internet service
provider; NBS and Fuji TV are core companies in Japan’s
largest media group, Fuji-Sankei. Iconoclastic, young,
brash outsider Livedoor president Takafumi Horie was
cast as a populist symbol of much needed change. He
was pitted against the traditional business establish-
ment, personified by much older Fuji TV chairman
Hisashi Hieda, a symbol of incumbent management
control and stakeholder capitalism.

Which was the good guy, and which the bad,
depended on one’s point of view; there was plenty of
grey on both sides. Both made strategic misjudgments
and mistakes as the contest progressed. The ultimate
result was a standoff involving a somewhat strange
alliance among the contestants. Although Livedoor’s
hostile bid failed, it made some money in the process.
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Takeover bids are a new phenomenon, and the . . . framework assigning

predominance to shareholders rather than stakeholders is still weak.

The Livedoor brouhaha has had several significant
effects. It made clear that listed companies that own a
substantial share of a larger affiliate’s stock are vulnerable
to TOBs. The most immediate consequence was to stren-
gthen management opposition to hostile takeover bids
by making development of defensive measures a high
priority. These include higher dividends, stock buy-backs,
and poison pills, those sophisticated instruments of legal
technology designed to force takeover bidders to negotiate
with management or suffer massive share dilution. Another
effect has been to accelerate reshaping of the Japan-
ese public and legal environment so as to make future
hostile TOBs more feasible. It also accentuated stock-
holder activism in response to the poison pill defenses
that company managements have begun to propose.

Hostile takeover bids are an extreme instrument of
corporate governance, generally occurring only when a
company’s stock price is far below its potential value or
the firm is liquid asset rich. TOBs generate a market for
control of corporations, usually to the benefit of share-
holders. However, some TOBs are harmful to existing
shareholder interests of firms potentially being acquired.
A market rationale for using poison pills is to halt or slow
the process until the bid sufficiently reflects value.

The Ministry of Economy, Trade and Industry (METI)
and the Ministry of Justice in May announced guidelines
for proper and fair defenses against hostile TOBs.
These guidelines essentially adopt Delaware state law
principles and endorse poison pills, although they will
have to be adapted for use in Japan. As the legal home
of many major U.S. corporations, corporate law in
Delaware has been refined over time through many
court cases. Regarding TOBs, the result has been to
increase shareholder value by slowing the TOB process.
However, the legal system is flexible, and implementa-
tion depends significantly on the corporate governance
context within which it operates. In the United States,

the system of poison pill defenses is founded on a com-
bination of legally responsible, powerful, independent
directors, knowledgeable and capable courts, and effec-
tive capital market pressures.

Japanese corporate governance is in a process of
substantial change, with major improvements in trans-
parency and disclosure. Nonetheless, in most compa-
nies management remains in tight control. Boards of
directors consist overwhelmingly of internal directors,
and it is not clear what proportion of the relatively few
outside directors is truly independent. However, stock-
holder activism gathered substantial momentum this
past spring, and at June 2005 annual meetings, stock-
holders in three major companies rejected management
proposals to increase authorized shares because the
boards could have preferentially allocated shares to
friendly stockholders. Stockholder activism now
includes Japanese pension funds as well as foreign
institutional investors.

Poison pills in Japan can benefit shareholders or
they can protect incumbent management. They will
become increasingly important as stable and cross-
shareholding continues to decline. How the poison pill
develops in Japan remains to be seen. TOBs are a new
phenomenon, and the normative and institutional
framework assigning predominance to shareholders
rather than stakeholders is still weak. Indeed, how the
overall market for corporate control will develop is still
far from clear, involving as it does actors reflecting the
interests of incumbent management, the government
ministries, political parties, finance, and the legal pro-
fession in a new, evolving, economic environment. How
the courts rule will be important. In the recent Livedoor
and Nireco cases, the courts have indicated that share-
holders will have to approve management use of poison
pills and other defensive share issuances in order to
ensure that they are legal.
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Once U.S. trade deficits no longer become sustainable, Japan . .

. will

have to replace slowing U.S. import demand with domestic demand.

JAPAN IN THE GLOBAL ECONOMY
Japan, the world’s second largest economy measured
by market exchange rates, continues to be a major,
though somewhat stalled, global economic engine. Its
economic performance is affected by world GDP growth,
trade, foreign direct investment, exchange rates, and
other elements in the globalization process. Japan’s
economy is especially linked to the economic perform-
ance and policies of the United States, EU, and now
China, the other major engines of the global economy.

Alliance with the United States economically, politi-
cally, and in security terms continues to be Japan’s pre-
eminent foreign policy objective. Three big problems in
the Japan-U.S. economic relationship persist: Japan’s
mediocre economic growth; the huge, ongoing U.S.
trade and current account deficits; and, relatedly, low
national savings rate.

| have been surprised by the dollar’s rebound and
concurrent yen and euro weakness, in the first three
quarters of 2005. That has been affected by other
surprises: better than expected world economic growth
despite high oil and commodity prices; and U.S. long-
term interest rates lower than expected as the U.S. cen-
tral bank maintained its steady rise in short-term rates.
Long-run economic fundamentals—a U.S. current
account deficit more than 6 percent of GDP and a
Japanese surplus of 3.5 percent—indicate that the
dollar should weaken. Cyclical forces, such as the
widening of interest rate differentials, attracting finan-
cial flows to the United States from Japan and better
growth in the United States, combined with less good
growth in Japan, have sustained yen weakness without
any need for the Japanese foreign exchange authorities
to intervene.

In real terms, after adjusting for inflation differen-
tials, the yen is now as weak as it was in 1998 when
the rate was 140 to the U.S. dollar. A rate of 110 today

is equivalent to 145 in 1995. Even aside from global
forces weakening the dollar, once the Japanese economy
restores normal growth, the yen should rise.

One factor supporting the dollar has been the
reliance by the rest of the world on running a trade sur-
plus with the United States as a means of sustaining
domestic demand and their willingness to invest saving
and foreign exchange surpluses in U.S. financial and
other assets. Once U.S. trade deficits no longer
become sustainable, Japan and other trading partners
will have to replace slowing U.S. import demand with
domestic demand, pursuing more simulative macroeco-
nomic policies to maintain their growth. These structural
adjustments, in the United States, Japan, and the rest
of the world will not be easily achieved.

China’s recent announcement that it would end its
yuan peg to the dollar, revalue the yuan by about 2 per-
cent, and shift to a Singapore-style “currency basket,
band, and crawl” exchange rate regime is welcome,
especially since it has substantially reduced anti-Chinese
political pressures in the United States. In the longer
run, this desirably enhances the potential flexibility of all
Asian exchange rates, including the yen. Nonetheless,
the short-term economic effects will be minimal, so long
as the yuan does not appreciate significantly.

China’s burgeoning global trade and current sur-
plus, 4.2 percent in 2004 and probably still rising, imply
that the yuan will appreciate substantially in the longer
term. One problem for Chinese monetary authorities is
how to limit speculative capital inflows or sterilize them
without generating domestic inflation. On the other
hand, liberalization of currently restricted capital outflows
by Chinese institutions and households would signifi-
cantly depreciate the yuan. My expectation is that the
yuan will appreciate only very gradually, and the net
impact on the Japanese economy will be modest.

In long-run perspective, the world continues to par-
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Both Japan and China are strong at the same time, a first in history.

ticipate in, and benefit from, the continuing spread of
the industrial revolution to Asia. This is the economic
development story of Japan from the first half of the
twentieth century; Korea, Taiwan, Hong Kong, and
Singapore from the second half; and, more recently,
China, India, and most Southeast Asian countries. As
labor productivity rises rapidly, a nation’s power
becomes much more a function of its total population.
China and India will become the largest economies in
the twenty-first century, although their standards of
living (GDP per capita) will remain substantially below
those of advanced, mature countries such as Japan.
Just as Japanese production systems have become
world class and are emulated globally, China and India
will increasingly shape the process of globalization in
their own ways; it will not be the simple Americanization
of the global economic system.

CHINA AND EAST ASIAN ECONOMIC
COOPERATION

China looms large in Japan’s consciousness, both in the
complex, multidimensional nature of the Japan-China
relationship and in Japan’s ambitions to lead the devel-
opment of mechanisms for government-led East Asian
economic cooperation. China’s sustained, very rapid
growth for a quarter of a century has made it a strong
nation. Both Japan and China are strong at the same
time, a first in history. This poses immense challenges
and opportunities.

The contrast between Japanese and Chinese very
good economic relations and very poor political rela-
tions is remarkable. China has now passed the United
States as Japan’s largest bilateral trading partner, with
one-fifth of total trade. While Japanese exports to China
have slowed significantly over this past year despite
China’s continued rapid growth, they remain larger than
Japan’s imports from China. Earlier Japanese fears of

cheap imports have been replaced by the delight of
exports: electronic and other components to be assem-
bled in Japanese-owned factories, as well as construc-
tion equipment, steel, and machinery in support of
China’s domestic investment boom.

Japanese foreign direct investment (FDI) in fiscal
2004 in China, ¥491 billion ($4.5 billion), was almost
as great as in the United States (¥502.7 billion, or $4.6
billion). It appears that Japanese FDI flows into China
will not decline, even though the risks of worsened polit-
ical relations and the possibility of supply interruptions
due to another SARS-type outbreak provide impetus to
second-sourcing through investment in low-wage Asian
countries.

Their poor political relationship is harmful. The
legacies of World War Il bedevil it. The current flash-
points are: Prime Minister Koizumi’s refusal to renounce
visits to the war memorial Yasukuni Shrine, which
became a particularly charged nationalistic symbol after
the spirits of fourteen convicted Class A war criminals
were enshrined in 1978; Japan'’s treatment of its war with
China in school textbooks; and territorial disputes over
East China Sea gas reserves and maritime boundaries.

Chinese policies and behavior are not without fault;
they have exacerbated these tensions. While significant
in themselves, these disputes are even more important
as indicators of a fundamental structural change in
the bilateral relationship as a consequence of China’s
growth. Japan and China both compete and cooperate
for leadership in East Asia; their mutual efforts are
essential for any region-wide economic cooperation
process.

Japan’s relations with South Korea have been
soured by the same issues, though with somewhat
different nuances. The territorial issue is a small island
between them that Japan calls “Takeshima” and Korea
calls “Dokdo.” It was taken by Japan in 1905 as part of
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Until Japan overcomes such protectionist forces, it will be difficult

to commit to significant FTAs with other Asian partners.

the Russo-Japanese war treaty and for Koreans is a
potent symbol of Japanese oppression. The textbook
issue has to do mainly with Korea’s history as a
Japanese colony.

Every country has to come to terms with its own
history through a process of self-reflection. Horrible
things happen in wars and conquests. Unlike Germany,
Japan has not come to terms with its colonial and
wartime history. Ardent nationalists proclaim that Japan
was not at fault. These are contentious issues, not just
domestically, but also in Japan’s relations with China,
South Korea, and North Korea. These grievances are
very difficult to resolve. This is one of the most onerous
challenges Japan faces. While segmented so far, poor
political relations may well spill over to less-good
Japanese foreign economic relations, especially with China.

Even so, the Chinese and Japanese governments
are actively participating in an East Asian economic
cooperation process through the ASEAN+3 (China,
Japan, South Korea) dialogue for regional financial coop-
eration. Thus far, substantive regional financial coopera-
tion has been small, limited, and non-threatening, and
complementary to, rather than competitive with, the
international financial system based on the IMF and
global financial markets. This dialogue, while heavy on
rhetoric relative to economic substance, is an important
initial phase in what inevitably will be a very long-run
process. The first, current, stage is focused on increas-
ing mutual knowledge, understanding, and trust; the
next will involve significant, incremental, substantive
commitments; and if they reach a final stage, it will
include major commitments.

Japan and other participants are pursuing East
Asian economic cooperation on two tracks, trade and
finance. Market-driven, deeper intraregional trade and
FDI integration have been significant components of
East Asia’s sustained rapid growth. Further market inte-

gration will benefit from government cooperation in
developing trade facilitation measures, capacity
enhancement, and other institution building.

Since 2000, Japan has shifted its trade policy by
adding bilateral (and potentially regional) preferential
trade agreements, popularly termed FTAs (free trade
agreements). Bilateral agreements have been ratified
with Singapore and Mexico and negotiations virtually
completed with Malaysia, the Philippines, and Thailand.
However, negotiations with South Korea have stalled,
and the prospects are not bright.

Japan’s FTA strategy has a serious obstacle and a
major flaw. The obstacle is the persisting power of
Japanese agricultural and, now, health care-vested
interests to prevent significant liberalization of agricul-
tural imports and inflows of foreign health care workers.
Until Japan overcomes such protectionist forces, it will
be difficult to commit to significant FTAs with other
Asian partners. That may not be so bad.

The flaw is that, while FTAs provide short-term
gains for their members, they are likely to create over-
whelming longer-run, systemic costs because they embed
specific, incompatible, bilateral rules and agreements.
Most FTAs are so complex, with so many intertwined
elements, that they are difficult to make sufficiently
general for other countries to join. Rules of origin are a
particularly serious problem. It will be very different to
create a single East Asia-wide FTA from existing and
proposed bilateral FTAs.

Because bilateral and regional FTAs are less effi-
cient than WTO multilateralism, Japan and other East
Asian countries should be pushing the Doha Round
vigorously. East Asian economic cooperation is a nice
phrase, but it is difficult to implement in practice.
Membership is one issue, mutual trust another, and
incompatible national interests yet another. A crucial
issue, not effectively addressed, is where the United
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The greatest risk to achieving sustained growth is that the government

will prematurely adopt an excessively restrictive fiscal policy.

States and India will fit in the Japanese and other Asian
visions of economic cooperation.

Indeed, APEC (the Asia Pacific Economic
Cooperation forum) is the only governmental organiza-
tion that encompasses members representing the
major East Asia, South Pacific, and U.S. and other
Western Hemisphere economies. It may be that its
mid-term review and its annual meeting in Korea in
November 2005 will re-invigorate and restore APEC
momentum and its multilateral commitments, in
contradistinction to incipient East Asian preferential
regionalism.

IN CONCLUSION
Will the Japanese economy grow rapidly enough this
year and next to break out of its cyclical mediocre
growth trap and return to a full employment, sustainable
growth path? Probably not, though for the first time in
many years that is a real possibility. The post-election
positive mood, an optimistic sense that Japan is finally
changing and moving ahead, might provide a sufficient
additional impetus to a decisive, positive shift in busi-
ness and market expectations. That could generate a
virtuous growth circle of a 1-2 percent CPI rise, real
estate price increases, buoyant business investment,
output and employment growth, increases in household
income, and rising tax revenues that reduce the budget
deficit.

| think a more likely scenario is slow gradual
improvements across the economy that eventually
achieve a full employment equilibrium. That could take
as much as five more years. It will be based significantly
on the future reduction in the labor force through baby
boomer retirements, and continued modest declines in
private sector saving rates to bring aggregate saving
and investment into better balance, particularly if com-
panies raise dividends rather than hoarding cash flow.

| need further evidence that the current momentum
will be sustained and enhanced before | judge that the
economy is finally achieving self-sustaining, full employ-
ment growth. Both these scenarios are based on the
assumption that a significant cyclical slowdown will not
occur in 2006 or beyond. The greatest risk to achieving
sustained growth is that the government will prematurely
adopt an excessively restrictive fiscal policy by raising
consumption taxes significantly. That could once again
choke off sustained recovery, as occurred in 1997. A
further concern is that wages, employment, and house-
hold incomes will not soon increase rapidly enough to
sustain sufficiently strong consumption growth.

Good sustained economic growth, utilizing its labor,
capital, and land resources fully and well, is Japan’s
fundamental macroeconomic challenge. As | have
stressed, the economy faces, and on the whole is deal-
ing increasingly well with, a wide range of structural and
microeconomic challenges, including corporate and
public sector restructuring, more efficient markets, and
corporate governance. Internationally, Japan’s greatest
challenge is how to develop constructive, effective rela-
tions with its neighbors, especially China.

We should always remember that Japan’s economy
has a great deal of capital, excellent labor skills, and
sophisticated technology, which combine to generate a
now high standard of living and wealth. Most Japanese
are capable, well motivated, and ambitious. As its long-
run transformation proceeds, the economy will become
more market-based, competitive, and efficient. Japan
has many problems, but | have every reason to believe
that GDP growth per capita will continue to rise, leading
to ever-greater economic well-being.

Hugh Patrick
September 23, 2005
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DIRECTOR

Hugh Patrick is Director of the
Center on Japanese Economy and
Business at Columbia Business
School, Co-director of Columbia’s
APEC Study Center, and R.D.
Calkins Professor of International

Business Emeritus. He joined the
Columbia faculty in 1984 after some years as Professor
of Economics and Director of the Economic Growth
Center at Yale University. He completed his B.A. at Yale
University in 1951, earned M.A. degrees in Japanese
Studies (1955) and Economics (1957), and a Ph.D. in
Economics at the University of Michigan in 1960. He
has been a visiting professor at Hitotsubashi University,
University of Tokyo, and University of Bombay.

Professor Patrick has been awarded Guggenheim
and Fulbright fellowships and the Ohira Prize. His pro-
fessional publications include sixteen books and some
60 articles and essays. His major fields of published
research on Japan include macroeconomic performance
and policy, banking and financial markets, government-
business relations, and Japan-U.S. economic relations.
His most recent book, edited with Takatoshi Ito and
David E. Weinstein, is Reviving Japan's Economy:
Problems and Prescriptions (MIT Press, Fall 2005).
Other publications include Crisis and Change in the
Japanese Financial System (with Takeo Hoshi); The
Japanese Main Bank System (with Masahiko Aoki); The
Financial Development of Japan, Korea and Taiwan (with
Yung Chul Park); Pacific Basin Industries in Distress:
Structural Adjustment and Trade Policy in Nine
Industrialized Economies; Japan’s High Technology
Industries: Lessons and Limitations of Industrial Policy;
and Asia’s New Giant—How the Japanese Economy
Works (with Henry Rosovsky).

Professor Patrick is actively involved in profession-
al and public service. He served as one of the four
American members of the binational Japan-United
States Economic Relations Group appointed by
President Carter and Prime Minister Ohira, 1979-81.
He is on the Board of Directors of the United States
National Committee for Pacific Economic Cooperation,

and the U.S.-Asia Pacific Council. He succeeded Dr.
Saburo Okita and served as Chairman of the
International Steering Committee for the conference
series on Pacific Trade and Development (PAFTAD)
between 1985-2005, having served on the committee
since PAFTAD’s inception in 1968. He was on the board
of the Social Science Research Council, 1982-88, and
served as its Chairman, 1985-88. He was a member of
the Board of Directors of the Japan Society for seven
three-year terms. In November 1994, the Government
of Japan awarded him the Order of the Sacred Treasure,
Gold and Silver Star (Kunnito Zuihosho). He was awarded
an honorary doctorate of Social Sciences by Lingnan
University, Hong Kong, in 2000. He is a member of the
Council on Foreign Relations.

ASSOCIATE DIRECTOR FOR
RESEARCH

David E. Weinstein is Associate
Director for Research of the
Center on Japanese Economy and
Business, Carl Sumner Shoup

Professor of the Japanese

Economy in the Department of

Economics at Columbia, Vice
Chairman of the Department of Economics, Research
Associate and Director of the Japan Project at the
National Bureau of Economic Research, and a member
of the Council on Foreign Relations.

Previously, Professor Weinstein was the Sanford R.
Robertson Associate Professor of Business Administration
at the School of Business Administration, University of
Michigan, as well as an associate professor of
Economics at Harvard University. He served on the
Council of Economic Advisers from 1989 to 1990. He
was a senior economist at the Federal Reserve Bank of
New York while on leave from Columbia in 2003. His
teaching and research interests include corporate
finance, international trade, the Japanese economy, and
industrial policy. Professor Weinstein earned his Ph.D.
and M.A. in Economics from the University of Michigan
and his B.A. at Yale University. He is the recipient of

numerous grants and awards, including two National
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Science Foundation grants, an Abe Fellowship, and a
Japan Foundation Fellowship.

Professor Weinstein is the author of numerous pub-
lications and articles. His recent publications include
“Bones, Bombs, and Break Points: The Geography of
Economic Activity,” American Economic Review; “Market
Access, Economic Geography, and Comparative
Advantage: An Empirical Assessment,” Journal of
International Economics; “The Mystery of Excess (Trade)
Balances,” American Economic Review; “International
Trade as an Integrated Equilibrium: New Perspectives,”
American Economic Review; “An Account of Global
Factor Trade,” American Economic Review; “Do
Endowments Determine the Location of Production?
Evidence from National and International Data,” Journal
of International Economics; “Trade and Growth: Import-
Led or Export-Led: Evidence from Japan and Korea,”
Rethinking the East Asian Miracle (World Bank); “How
Bad Is the Japanese Crisis? Macroeconomic and
Structural Perspectives,” Japan’s New Economy:
Continuity and Change in the Twenty-First Century
(Oxford); and “Main Banks, Creditor Concentration and
the Resolution of Financial Distress in Japan,” Finance,
Development and Competition in Japan: Essays in Honor
of Hugh Patrick (Oxford).

ASSOCIATE DIRECTOR FOR
PROGRAMS

Mark Mason is Associate Director
for Programs and Director of the
Program on Alternative Invest-
ments. He was formerly a tenured
professor of International Business
at Georgetown University and,

prior to that, a professor at the

School of Management, Yale University. His current

research examines the evolving strategies of Japanese

institutional investors in hedge funds and other alterna-
tive investments in Japan and abroad.

Dr. Mason is the author of American Multinationals

and Japan (Harvard University Press) and Europe and

the Japanese Challenge (Oxford University Press), as

well as numerous articles in leading business and

management journals. In addition, he has been widely
quoted in publications such as Business Week, The
Economist, The Financial Times, The New York Times, and
The Wall Street Journal. Dr. Mason frequently speaks
at conferences on alternative investments. He holds a
Ph.D. from Harvard University.

CORE FACULTY

Schon Beechler, Director of the
Columbia Senior Executive Program,
is a specialist in the management
of multinational corporations and
in Japanese management. Profes-
sor Beechler received her Ph.D.

in Business Administration and
Sociology from the University of Michigan. She was a
member of the Management Division at Columbia
Business School from 1989 until 1997, when she
joined Executive Programs. She has taught in the
M.B.A., Executive M.B.A., and Ph.D. programs at
Columbia Business School. She lived in Japan for over
six years and was a visiting associate professor at the
Center for Innovation Research at Hitotsubashi
University in 1998. She currently holds the position of
Chair of the International Management Division of the
Academy of Management.

As a core faculty member in Executive Programs,
she is involved in executive education program design
and teaching. She has directed the Columbia Senior
Executive Program since 1994 and is the Faculty
Director. Professor Beechler has also served as the
Faculty Director of Columbia Business School’s first
executive education program in Japan, Fundamentals of
Management: Asia and for Leading and Managing the
21st Century Law Firm, a joint venture between
Columbia and Hildebrandt International. Professor
Beechler also works with other clients such as Hitachi,
Aventis, Kone, Deloitte Touche Tohmatsu, Alston and
Bird, the Arts Institute of New York, and the Fire
Department of New York City.

In addition to her executive education work and
teaching, Professor Beechler is an active researcher.
She is currently involved in two major research efforts.
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The first, the Columbia Learning Impact Initiative, is a
project to measure the impact of executive education
training on the global strategic leadership and manage-
ment competencies of global senior executives as well
as the barriers and enablers to transferring learning
from the classroom back into the organization. The sec-
ond research project, a large-scale effort involving four
primary researchers around the world, is entitled
“Organizational Competitiveness: Exploring the Roles
of Human Resource Management and Organization
Culture in Multinational Corporations.” Professor
Beechler has received a number of grants for her
research and currently has a National Science
Foundation Research Award for her project on organiza-
tional competitiveness.

Professor Beechler has published a number of
articles on her research that have appeared in leading
academic journals, including the Academy of Manage-
ment Review, the Journal of International Business
Studies, and Human Resource Management. In addition
to academic journal publications, her research has been
published in book chapters and practitioner-oriented
journals. She has also edited two books on Japanese
management: Japanese Business Enterprise (with Kristin
Stucker), published in 1997 by Routledge Limited, and
Japanese Management Overseas: Organizational and
Individual Learning (with Allan Bird), published by Oxford
University Press in 1998. She is currently finishing a
book, People Strategies for Global Firms, to be
published by Routledge.

Lee Branstetter is the Daniel W.
Stanton Associate Professor of
Business and Director of the
International Business Program at
Columbia Business School. He is
also a member of the Weather-

head East Asian Institute at
Columbia. Professor Branstetter joined Columbia
Business School’s finance and economics division in
2001. In his first year, he introduced an M.B.A. course,
Business and Financial Markets in East Asia, which was
awarded the Columbia Business School’s Chazen
Innovation Prize. Prior to his appointment at Columbia,
Professor Branstetter was an assistant professor of

Economics and Director of the East Asian Studies
Program at the University of California, Davis. He
received his B.A. from Northwestern University in 1991
and his Ph.D. in Economics from Harvard in 1996.
Professor Branstetter is a faculty research fellow of the
National Bureau of Economic Research.

Professor Branstetter conducts research in inter-
national economics and industrial organization, with a
thematic focus on the economics of technological
change and a regional focus on East Asia, especially
Japan. Professor Branstetter’s research has explored a
number of aspects of Japan’'s economy, including the
foreign direct investment of Japanese firms, changes in
the focus and effectiveness of corporate R&D in Japan,
the impact of Japanese government policies to promote
innovation, and the effects of changes in Japan’s patent
system. He has also conducted research on trade and
FDI policy in China, the impact of stronger intellectual
property rights on international technology transfer, and
the relationship between academic science and indus-
trial innovation. Professor Branstetter spent the
2003-2004 academic year on leave in Japan as an Abe
Fellow. He has been a visiting fellow of the Research
Institute of International Trade and Industry, a visiting
researcher at the Institute of Economic Research at
Hitotsubashi University, and a research fellow of Keio
University.

Professor Branstetter’s recent publications include
“Do Stronger Patents Induce More Innovation? Evidence
from the 1988 Japanese Patent Reforms,” Rand Journal
of Economics (with Mariko Sakakibara); “When Do
Research Consortia Work Well and Why? Evidence from
Japanese Panel Data,” American Economic Review (with
Mariko Sakakibara); “Trade and Foreign Direct
Investment in China: A Political Economy Approach,”
Journal of International Economics (with Robert
Feenstra); and “Is Foreign Direct Investment a Channel
of Knowledge Spillovers: Evidence from Japan’s FDI
in the United States,” forthcoming in the Journal of
International Economics. In addition to his academic
pursuits, Professor Branstetter has been a consultant
to the U.S. Department of Commerce, the OECD Science
and Technology Directorate, and the World Bank.
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Gerald L. Curtis is Burgess
Professor of Political Science of
Columbia University and Visiting
Professor at the Graduate Research
Institute for Policy Studies in
Tokyo. He served as Director of the

Weatherhead East Asian Institute
at Columbia University for a total of twelve years. His
books include Election Campaigning Japanese Style
(published in Japan as Daigishi No Tanjo), The Japanese
Way of Politics (winner of the Masayoshi Ohira Memorial
Prize in 1989 and published in Japan as Nihongata
Seiji no Honshitsu), Nihon No Seiji O Doo Miru Ka (Comp-
arative Perspectives on Japanese Politics), based on
the 1996 series of twelve half-hour lecture programs he
produced and narrated for NHK television), The Logic of
Japanese Politics (Nagata-cho Seiji No Koubou) and The
U.S. and Japan in East Asia. Professor Curtis has written
extensively on policy issues regarding Japan, U.S.-Japan
relations, and international relations in East Asia. He is
a columnist for the Chunichi and Tokyo Shimbun, senior
adviser to Newsweek for Newsweek Japan, and appears
frequently as a commentator for the mass media in the
United States, Japan, and other countries. He has held
appointments at the Royal Institute of International
Affairs, Chatham House, London, the College de France,
Paris, Keio and Tokyo Universities and the Research
Institute for Economy, Trade, and Industry in Tokyo.

Professor Curtis is the recipient of the Chunichi
Shimbun Special Achievement Award and the Masayoshi
Ohira Memorial Prize for The Japanese Way of Politics. In
2001 he was awarded the distinguished Japan
Foundation Award for his writings on Japanese politics
and society and contributions to cultural exchange. The
awards ceremony was held in the presence of the Crown
Prince and Princess and was followed by an audience
with the Emperor. In November 2004 he was awarded
The Order of the Rising Sun, Gold and Silver Star by the
Emperor of Japan in recognition of his contributions to
strengthening U.S.-Japan relations.

Professor Curtis is a member of the Trilateral
Commission, the Council on Foreign Relations, and the
Board of Directors of the U.S.-Japan Foundation. He is
adviser and consultant to numerous public and private
organizations in the United States and Japan.

R. Glenn Hubbard was named
Dean of Columbia Business School
on July 1, 2004. A Columbia faculty
member since 1988, he is also
the Russell L. Carson Professor of
Finance and Economics. Professor
Hubbard received his B.A. and
B.S. degrees summa cum laude from the University of

Central Florida, where he received the National Society
of Professional Engineers Award. He also holds A.M.
and Ph.D. degrees in Economics from Harvard
University. After graduating from Harvard, Professor
Hubbard began his teaching career at Northwestern
University, moving to Columbia in 1988. He has been a
visiting professor at Harvard’s Kennedy School of
Government and Harvard Business School as well as at
the University of Chicago. Professor Hubbard also held
the John M. Olin Fellowship at the National Bureau of
Economic Research.

In addition to writing more than 90 scholarly arti-
cles on economics and finance, Professor Hubbard is
the author of a leading textbook on money and financial
markets. His commentaries have appeared in Business
Week, The Wall Street Journal, The New York Times, The
Financial Times, the Washington Post, Nikkei, and the
Daily Yomiuri, as well as on television (on PBS’s Nightly
Business Report) and radio (on NPR’s Marketplace).
During this academic year he made eight trips to Japan,
continuing his active interest in Japanese monetary and
financial policy.

In government, Professor Hubbard served as Deputy
Assistant Secretary of the U.S. Treasury Department for
Tax Policy from 1991 to 1993. From February 2001 until
March 2003, he was Chairman of the U.S. Council of
Economic Advisers under President George W. Bush.
While serving as CEA Chairman, he also chaired the
Economic Policy Committee of the OECD. In the corpo-
rate sector, he is currently a director of ADP, BlackRock
Financial, Dex Media, KKR Financial Corporation, and
Ripplewood Holdings.
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Merit E. Janow is Professor in the
Practice of International Economic
Law and International Affairs at
Columbia University’s School of
International and Public Affairs
(SIPA). She is also Director of the
International Economic Policy con-
centration at SIPA and Co-director of Columbia’s APEC
Study Center and serves on the faculty of Columbia’s

Weatherhead East Asian Institute. Professor Janow
teaches graduate courses in international economic
and trade policy at SIPA and international trade law and
comparative and international antitrust at Columbia Law
School. In December 2003, Professor Janow was elected
to the WTO Appellate Body for a four-year term. For two
years, ending in March 2000, Professor Janow served
as Executive Director of a new International Competition
Policy Advisory Committee to the Attorney General
and Assistant Attorney General for Antitrust at the
Department of Justice, Washington, D.C. This was the
first such committee established by the Department of
Justice to consider international antitrust matters.
Before joining Columbia University, Professor Janow
served as a Deputy Assistant U.S. Trade Representative
for Japan and China at the Office of the U.S. Trade
Representative, Executive Office of the President in
Washington, D.C. Prior to her tenure in government, she
was an Associate at Skadden, Arps, Slate, Meagher &
Flom, specializing in corporate mergers and acquisi-
tions. She is the author of numerous articles on inter-
national business issues and is a frequent speaker on
international trade, antitrust and economic issues.
Professor Janow received a B.A. in Asian Studies from
the University of Michigan and a J.D. from Columbia Law

School.

Curtis J. Milhaupt is the Fuyo
Professor of Japanese Law and
Legal Institutions, Director of the
Center for Japanese Legal Studies,
and Chair of the Transactional
Studies Program at Columbia Law

School. His research interests
include comparative corporate governance, Japanese
law, and law and capitalism. He is the author of numer-

ous articles on comparative corporate governance, as
well as a wide range of Japanese law topics, from organ-
ized crime to deposit insurance. He has coauthored or
edited three books: Economic Organizations and
Corporate Governance in Japan: The Impact of Formal
and Informal Rules (Oxford University Press, 2004);
Global Markets, Domestic Institutions: Corporate Law
and Governance in a New Era of Cross-Border Deals
(Columbia University Press, 2003); and a textbook enti-
tled Japanese Law in Context: Readings in Society, the
Economy, and Politics (Harvard University Press, Asia
Center, 2001).

Professor Milhaupt has been affiliated with a num-
ber of think tanks and universities in Asia, including
most recently the Research Institute of Economy, Trade
and Industry in Tokyo, and the Bank of Japan’s Institute
for Monetary and Economic Studies. From 2000-2002
he was project director for a major comparative corpo-
rate governance project sponsored by the Center for
International Political Economy. He served from
1997-2000 as a member of an international project
team charged with creating an “institutional blueprint”
for a unified Korean peninsula, drawing on lessons from
German reunification. Prior to entering academia, he
practiced corporate law in the New York and Tokyo
offices of a major law firm. He holds a J.D. from
Columbia Law School, where he was an editor of the
Columbia Law Review, and a B.A. with high honors in
Studies from the

Government and International

University of Notre Dame.

Joseph E. Stiglitz is University
Professor of Columbia University.
A graduate of Amherst College, he
received his Ph.D. from MIT in
1967, became a full professor at
Yale in 1970, and in 1979 was
awarded the John Bates Clark

Award, given biennially by the American Economic
Association to the economist under 40 who has made
the most significant contribution to the field. He has
taught at Princeton, Stanford, and MIT and was the
Drummond Professor and a fellow of All Souls College,
Oxford. In 2001, he was awarded the Nobel Prize in

Economics.
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He was a member of the Council of Economic
Advisers from 1993-95, during the Clinton administra-
tion, and served as CEA chairman from 1995-97.
He then became Chief Economist and Senior Vice
President of the World Bank from 1997-2000.

Professor Stiglitz helped create a new branch of
economics, “The Economics of Information,” exploring
the consequences of information asymmetries and pio-
neering such pivotal concepts as adverse selection and
moral hazard, which have now become standard tools
not only of theorists, but of policy analysts. He has
made major contributions to macroeconomics and mon-
etary theory, to development economics and trade
theory, to public and corporate finance, to the theories
of industrial organization and rural organization, and to
the theories of welfare economics and of income and
wealth distribution. In the 1980s, he helped revive inter-
est in the economics of R&D.

His work has helped explain the circumstances in
which markets do not work well and how selective gov-
ernment intervention can improve their performance.

Recognized around the world as a leading economic
educator, Professor Stiglitz has written textbooks that
have been translated into more than a dozen lan-
guages. He founded one of the leading economics jour-
nals, the Journal of Economic Perspectives. His most
recent book is The Roaring Nineties (W. W. Norton,
2002). His book Globalization and Its Discontents (W. W.
Norton, 2001) has been translated into 28 languages
and is an international bestseller.

RESEARCH ASSOCIATES

Christina Ahmadjian

Professor

Graduate School of International and Corporate Strategy
Hitotsubashi University

Masahiko Aoki

Henri and Tomoye Takahashi Professor of Japanese
Studies Emeritus

Department of Economics

Stanford University

Jenny Corbett

Professor of Japanese Studies and Executive Director
Australia-Japan Research Centre

The Australian National University

Robert Dekle
Professor of Economics
University of Southern California

Peter Drysdale

Professor of Economics Emeritus

Asia-Pacific School of Economics and Government
The Australian National University

David Flath
Professor of Economics
North Carolina State University

Koichi Hamada
Professor of Economics

Yale University

Yasushi Hamao

Associate Professor

Marshall School of Business
University of Southern California

Masanori Hashimoto
Professor of Economics
The Ohio State University

Takeo Hoshi

Pacific Economic Cooperation Professor of International
Economic Relations

Graduate School of International Relations and Pacific
Studies

University of California, San Diego

Takatoshi Ito

Professor

Faculty of Economics and Graduate School of Public Policy
University of Tokyo
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Anil Kashyap

Edward Eagle Brown Professor of Economics and Finance
Graduate School of Business

University of Chicago

Takao Kato
Professor of Economics and Presidential Scholar
Colgate University

Kenneth Kuttner
Danforth-Lewis Professor of Economics
Oberlin College

Patricia Kuwayama
Vice President
JP Morgan Chase, New York

Edward Lincoln
Senior Fellow
Council on Foreign Relations

Robert Myers
Vice President
Fairfield Resources International, Inc.

Terutomo Ozawa
Professor of Economics
Colorado State University

Adam S. Posen
Senior Fellow
Institute for International Economics

William V. Rapp
Henry J. Leir Professor of International Trade
and Business

New Jersey Institute of Technology

Frances McCall Rosenbluth
Professor of Political Science
Yale University

Gary Saxonhouse
Professor of Economics

University of Michigan

Ulrike Schaede

Associate Professor

Graduate School of International Relations and

Pacific Studies
University of California, San Diego

Michael Smitka

Professor of Economics
Williams School of Commerce
Washington and Lee University

Hong Tan

Lead Economist, Investment Climate Capacity
Enhancement Program

The World Bank Institute

Eleanor Westney

Professor of Management

Sloan School of Management
Massachusetts Institute of Technology

Michael Yoshino
Herman C. Krannert Professor of Business
Administration Emeritus

Harvard University
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SOLUTIONS FOR THE JAPANESE
ECONOMY

This two-year-long research project, jointly administered
by Columbia University and the University of Tokyo, cul-
minated in June 2004 with a two-day public conference
and half-day academic conference in Tokyo. Involving
fifteen Japanese and American economists, “Solutions”
brought together top economists with expertise in the
areas of Japanese monetary and fiscal policy, its finan-
cial system, capital markets, labor markets, business
investment, corporate restructuring, and international
trade policy. The project’s objective has been to have a
substantial impact on the ongoing economic policy
debate in Japan.

With the completion of the research, on November
19, 2004, a conference was held at the Japan Society
to share the research results with the New York busi-
ness, professional, and policymaker communities (see
page 29 for more details).

The results of the project have been published in
11 chapter volumes in English and Japanese in
September 2005. The English volume is Reviving
Japan’s Economy: Problems and Prescriptions (MIT
Press), and the Japanese volume is Post Heisei-Fukyou
no Nihon-keizai: Seisaku-Shikou Approach ni-yoru
Bunseki. See the Center's Web site, http://www.gsb.
columbia.edu/cjeb for information on how to order
these books.

Support throughout this two-year long project was
provided by The Itoh Foundation U.S.A., Toshiba
International Foundation, the Japan Foundation Center
for Global Partnership, and the Weatherhead East Asian
Institute of Columbia University.

THE PROGRAM ON ALTERNATIVE
INVESTMENTS

The Program continued to expand its efforts promoting
understanding of hedge funds, private equity, and other
alternative investments in Japan and the broader East
Asian region. In addition to its active series of research
projects and seminars and symposia in New York, the
Program organized a series of high-level roundtables
on hedge fund and private equity investments for the
benefit of Japanese institutional investors. They are
discussed in the following section of this report.

The major focus of the Program’s fundraising
efforts to date has been to establish a corporate spon-
sorship program with multi-year commitments from
financial institutions and other organizations. The
Program welcomed Nomura Holdings and Daido Life
Insurance as its first two Lead Corporate Sponsors, and
Advantage Partners and Shinsei Bank as its first two
Corporate Sponsors. The Program also received finan-
cial support from Japan’s Ministry of Economy, Trade
and Industry and other organizations.

For more information about The Program on
Alternative Investments, please visit the Web site at:
http://www.gsb.columbia.edu/cjeb/alt_investments.
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Events

CJEB organizes symposia, lectures, and roundtable programs to serve as a means of

communicating current research and business trends in the field of Japanese economy

and business. These programs range from the essentially academic to those with a

strong focus on business and public policy. Complete reports of the following programs

can be found at http://www.gsb.columbia.edu/cjeb.

“American and Japanese Foreign Direct Investments
in China”

July 22, 2004

The recent surge in regionalism in Asia has encouraged
Asian countries to invest in each other more heavily.
Chinese economic development growth, and the role of
foreign direct investment (FDI) in it, has significant impli-
cations both for American and Japanese multinational
firms and for the trade and related policies of their
respective governments dealing with China. This sympo-
sium addressed business and public policy concerns.
Speakers included Philippe Becker, Senior Adviser,
Wasserstein Ventures; Derek Kosti, Finance Director,
Pfizer Inc., Asia Division; Peter Ni, Partner, Ernst &
Young US, Asia Business Group; Alicia Ogawa,
Managing Director of Global Equity Research, Lehman
Brothers; and Daniel H. Rosen, Principal, China

Strategic Advisory.

Co-sponsored by Columbia Business School Asian Alumni
Club of New York and Japan External Trade Organization
(JETRO)

“Japan’s Current Political Economy”

October 14, 2004

This symposium combined the expertise of economists
and political scientists to present a comprehensive
overview, both of the economic problems and range of
policy prescriptions confronting Japan, and also to offer
insight into the social and political realities that under-
lie them. Featured speakers were Gerald Curtis,
Burgess Professor of Political Science, Columbia
University; John Makin, Principal, Caxton Associates
LLC, and also of American Enterprise Institute for
Public Policy Research; Leonard Schoppa, Associate

From left to right: Gerald Curtis, John Makin, Hugh Patrick, Lee Branstetter,
and Leonard Schoppa (October 14, 2004)

Professor, Department of Politics, University of Virginia;
and Hugh Patrick. Lee Branstetter, Daniel W. Stanton
Associate Professor of Business of Columbia Business

School, moderated the discussion.

Co-sponsored by the Weatherhead East Asian Institute of

Columbia University

“Should Hedge Funds Be Regulated?”

The Program on Alternative Investments

November 17, 2004

This symposium debated the pros and cons of govern-
ment involvement in the hedge fund industry with leading
experts from the business, government, and academic
communities. Harvey Goldschmid, Commissioner of the
U.S. Securities and Exchange Commission, currently on
leave from Columbia Law School, delivered the keynote
Presentations followed by John Gaine,
Sudhir
Krishnamurthi, Managing Director of Rock Creek Group;

speech.
President of Managed Funds Association;

Franklin Edwards, Arthur F. Burns Professor of Free and
Competitive Enterprise, Columbia Business School; and
Nobuyuki Kinoshita, Director of Financial Services
Agency of Japan, and Visiting Fellow at the Center on
Japanese Economy and Business. Mark Mason moder-
ated the discussion; Hugh Patrick and Dean Glenn
Hubbard of the Business School gave introductions and

opening remarks.
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From left to right: Mark Mason, Harvey Goldschmid, John Gaine, Sudhir Krishnamurthi, Franklin Edwards, and Nobuyuki Kinoshita (November 17, 2004)

“Solutions for Japan’s Economic Problems:
Implications for U.S.-Japan Relations”

November 19, 2004

The purpose of this half-day sympo-
sium was to make the research
results of the *“Solutions” policy-

oriented project available to a wider

professional audience in the United

Anil Kashyap

States. Five of the fifteen authors
made presentations to discuss the merits and mistakes
of past, present and future economic policies by the
government and the Bank of Japan. Presenters included
Takatoshi Ito, Professor, Faculty of Economics and
Graduate School of Public Policy, University of Tokyo;
Anil Kashyap, Edward Eagle Brown Professor of
Economics and Finance, University of Chicago; Kenneth
Kuttner, Danforth-Lewis Professor of Economics, Oberlin
College; Hugh Patrick; and David Weinstein. The pro-
gram was divided into three sessions: Monetary and
Fiscal Policy Issues, Banking Issues, and Implications
for U.S. Macroeconomic Policy.

Co-organized by and held at Japan Society, New York

“Japan, APEC, and East Asian Economic Cooperation”
A Mitsui USA Symposium

February 14, 2005

The Center on Japanese Economy
and Business and the Mitsui USA
Foundation sponsored the sixth annual
Mitsui USA Symposium at Columbia.
: Presenters were Takatoshi Ito of the
Merit Janow University of Tokyo and Peter Drysdale,
Emeritus Professor of Economics, Visiting Fellow in
Policy and Governance at the Asia Pacific School of
Economics and Government of The Australian National
University. This symposium centered on Japan and
APEC’s role in East Asian financial cooperation, particu-
larly in regional trade agreements. Discussants were
Merit E. Janow, Professor in the Practice of International
Economic Law and International Affairs of SIPA, and
Co-director of Columbia’s APEC Study Center; and Hugh
Patrick. David Weinstein was the moderator.

Co-sponsored by the APEC Study Center of Columbia

University
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Joseph Rice Ill addressing the audience (April 7, 2005)

“The Development of the Buyout Industry: U.S.-Japan
Comparisons”

The Program on Alternative Investments

April 7, 2005

First developed in the United States, the buyout indus-
try is finally emerging in Japan. The emergence of the
Japanese buyout industry naturally raises a number of
important questions. To explore these and related
issues, the Program on Alternative Investments organ-
ized a seminar with two leading buyout practitioners,
one American and the other Japanese, to share their
views with an audience of academic and business par-
ticipants. The first speaker was Joseph L Rice llI,
Chairman, Clayton, Dubilier & Rice, Inc., a leading New
York-based buyout firm. He was followed by Tsutomu
Yoshida, Senior Vice President and General Manager,
Mitsui & Co. (USA), a major Japanese trading firm that
also participates in the buyout field. Mark Mason mod-
erated the discussion.

“New Hostile Takeover Guidelines in Japan”

June 13, 2005

This symposium examined Japan’s planned new
takeover guidelines from the different perspectives of
practitioners, government representatives, and academ-
ics. Yasu Hatakeyama, Managing Director of Lazard
Freres & Co. LLC, presented the guidelines on behalf of
the Japanese Ministry of Economy, Trade, and Industry
(METI) with commentary from George Sampas, Partner,
and Janet Geldzahler, Of Counsel, Sullivan & Cromwell
LLP Comments followed by Charles Calomiris, Henry
Kaufman Professor of Financial Institutions, Columbia
Business School; and, from Columbia Law School, John
C. Coffee Jr., Adolf A. Berle Professor of Law, and Curtis
J. Milhaupt, Fuyo Professor of Japanese Law and Legal
Institutions.

Co-sponsored by the Jerome A. Chazen Institute of
International Business of Columbia Business School and
the Center for Japanese Legal Studies of Columbia Law
School
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“Lecture with Mr. Koichi Kato”

Koichi Kato

Member, Japan House of Representatives
September 15, 2004

Co-sponsored by the Nihon Benkyo Kai/Japan Exchange
Forum seminar of Columbia University

“Shinsei Bank: How to Win with a

New Business Model”

Distinguished Leader Lecture/Program
on Alternative Investments Lecture

Masamoto Yashiro

Chairman, Shinsei Bank, Ltd.

September 22, 2004

“Investing in Commercial Real Estate: Japan Versus

China”

Program on Alternative Investments Seminar

George von Liphart

Managing Director of the Global Commercial Real
Estate Group, Lehman Brothers

October 27, 2004

Co-sponsored by The Paul Milstein Center for Real
Estate, Columbia Business School

The invited audiences to the following roundtables were
representatives of Japanese institutional investors.

“Investing in Hedge Funds and Funds of Funds”
December 9, 2004

The first Columbia Roundtable explored three main
themes: Industry Capacity, Manager Selection, and Risk
Management. There were two sessions: “Public and
Private Pension Funds” and “Commercial and Trust
Life and Nonlife

Organized and moderated by Mark Mason, Program

Banks, Insurance Companies.”
Director, the principal speakers of this roundtable were
David. H. Russ, Treasurer and Vice President for
Investments, University of California; and Bruce
Amlicke, Chief Investment Officer of the Marketable
Alternative Investments (BAAM) group, and Senior

Managing Director of The Blackstone Group.

“ls Japan Changing? An Institutional Analytic

Perspective”

Masahiko Aoki

Henri and Tomoye Takahashi Professor of Japanese
Studies Emeritus, Stanford University

November 11, 2004

Co-sponsored by the Center for Japanese Legal Studies
of Columbia Law School

“Korea’s Financial Revolution:

A Personal Perspective”

Program on Alternative Investments
Seminar

Robert Fallon

President, Korean Exchange Bank

February 28, 2005

Co-sponsored by the APEC Study
Center of Columbia University and
the Korean Business Association of
Columbia Business School

“Investing in Private Equity”

March 11, 2005

Although Japanese institutional investors continue to
favor hedge funds and funds of hedge funds over other
alternative investments, more and more Japanese pen-
sions, banks and insurance companies are now seriously
exploring opportunities in private equity. To examine
these and related questions, the Program hosted its
second seminar and roundtable in Tokyo. Organized and
moderated by Mark Mason, the principal speakers were
Andrew Golden, President of the Princeton University
Investment Company (Princo); John Alouf, Senior
Investment Officer, Private Equity at the Virginia
Retirement System; Toru Masuda, Senior Manager in
the Global Credit Investment Management Department
of The Sumitomo Trust & Banking Co., Ltd.; and Akihiro
Nakamura of the Pension Fund Association of Japan.

Events
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The Center cosponsors a number of informal luncheon seminars held throughout the academic year with the
Weatherhead East Asian Institute at Columbia University. Meetings for 2004-2005 included:

The Best of Times, the Worst of Times
Thomas Berger

Associate Professor of International Relations
Boston University

October 6, 2004

Update on the Japanese Economy

Shijuro Ogata

Former Deputy Governor of International Relations
Bank of Japan

November 4, 2004

Reform of the Japanese Postal Finance System
Mark Scher
Director, Postal Financial Services Development,

and Former Head, United Nations Postal Savings

for Development Project
February 9, 2005

International Assistance to Peace and Reconstruction
in Afghanistan: A Japanese Perspective
Nobutaka Miyahara
Professional Fellow, WEAI, and Former Deputy Chief

of Mission, Japanese Embassy in Afghanistan
March 30, 2005

The Myth of Rural Conservatism in Modern Japanese

History

Ann Waswo

Professor, St. Anthony’s College, and Director, Nissan
Institute of Japanese Studies, Oxford University

April 13, 2005

Hugh Patrick, Masahiko Aoki, and Curtis J. Milhaupt (November 11, 2004)
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WORKING PAPERS AND OCCASIONAL PAPER SERIES

WORKING PAPERS

242 “Challenges for Japanese Universities’
Technology Licensing Offices—What Technology
Transfer in the United States Can Tell Us,”
Robert A. Myers, 2005.

241 “Political Economy of Competition Policy in Japan:

Case of Airline Services,” Takatoshi Ito, 2005.

240 “Stability and Change in Embedded Relation-
ships: Broken Ties in Japanese Automotive
Keiretsu,” Christina L. Ahmadjian, 2005.

239 “The Effect of Bank Credit on Asset Prices:
Evidence from the Japanese Real Estate Boom
during the 1980s,” Nada Mora, 2005.

238 “Corporate Governance in Japan,” Christina L.
Ahmadjian, 2005.

237 “The Role of Preconceived Ideas in Macroeco-
nomic Policy: Japan’s Experiences in the
Two Deflationary Periods,” Koichi Hamada and
Asahi Noguchi, 2005.

236 “Monetary Policy Beyond the Zero Interest Rate
Policy Under Deflation,” Takatoshi Ito, 2005.

235 “Worker Discontent, Voice, and El Programs
in Japan,” Hiroyuki Chuma, Takao Kato, and
Isao Ohashi, 2005.

234

233

232

231

230

229

228

227

“Market Discipline and Deposit Insurance
Reform in Japan,” Masami Imai, 2005.

“Problems and Prescriptions for the Japanese
Economy: An Overview,” Takatoshi Ito and Hugh
Patrick, 2005.

“New Proposals to Regulate Hedge Funds: SEC
Rule 203(b)(3)-2,” Franklin R. Edwards, 2004.

“Monetary Policy in Japan: Problems and
Solutions,” Takatoshi Ito and Frederic Mishkin,
2004.

“The Japanese Recovery and Growth Not Yet
Assured,” Hugh Patrick, 2004.

“Interventions and Japanese Economic
Recovery,” Takatoshi Ito, 2004.

“Happy News from the Dismal Science:
Reassessing Japanese Fiscal Policy and
Sustainability,” Christian Broda and David E.
Weinstein, 2004.

“What Went Wrong: Aggregate Demand,
Structural Reform, and the Politics of 1990s
Japan,” Robert A. Madsen, 2004.

OCCASIONAL PAPER

56

“A Behavioral Risk Management System,”
Shigeyuki Goto, 2004.
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David Weinstein (November 19, 2004)

EVENT REPORTS

To emphasize the importance of communicating research and scholarly exchanges to the students, faculty, and
staff of Columbia and to the wider audience of the international government and business communities, the
Center on Japanese Economy and Business generates a report of each lecture, symposium, and conference held
throughout the year. Please refer to pages 28-32 for listings of these events. These reports can also be down-
loaded from our Web site, http://www.gsb.columbia.edu/cjeb.
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Exchange of Ideas

THE JAPAN ECONOMIC SEMINAR

The Japan Economic Seminar (JES) was founded in
1966 by Professors James Nakamura of Columbia,
Hugh Patrick (then at Yale), and Henry Rosovsky of
Harvard University. With membership of close to 100, it
is an interuniversity forum for faculty, advanced gradu-
ate students, and professionals to discuss ongoing
research in preliminary form by specialists on the
Japanese economy. The Center on Japanese Economy
and Business and the Weatherhead East Asian Institute
of Columbia University and George Washington
University cosponsor the seminars, which meet four
times annually. The Center administers the seminar,
and Professor Hugh Patrick serves as secretary-treasurer.
The following papers were discussed during 2004—
2005:

“Structural Change in the Japanese Economy,”
Arthur Alexander, Georgetown University.

“Happy News from the Dismal Science: Reassessing
Japanese Fiscal Policy and Sustainability,” David E.
Weinstein.

(September 17, 2004, at Columbia University)

“The Monetisation of Japan’s Government Debt,”
David Lebow, Federal Reserve Board.

“Fiscal Remedies for Japan’s Slump,” Laurence Ball,
Johns Hopkins University.

(November 12, 2004, at The George Washington

University)

“Worker Discontent, Voice, and El Programs in Japan:
Evidence from the Japanese Worker Representation
and Participation Survey,” Takao Kato, Colgate
University.

“The Unwinding of Cross-Shareholding: Causes,
Effects and Implications,” Hideaki Miyajima,
Waseda University.

(February 11, 2005, at Columbia University)

“The Lost Thirteen Years: The Return to the Gold
Standard Controversy in Japan, 1919-32/
Masazume Wakatebe, Waseda University.

“Deposit Insurance Reform and Market Discipline in
Japan,” Masami Imai, Wesleyan University.

(April 15, 2005, at The George Washington University)

THE U.S.-JAPAN DISCUSSION GROUP

This is organized as a series of informal meetings
among a small group of senior American and Japanese
business leaders and professionals in the New York area,
together with several core faculty of CJEB. The group
meets four evenings each year to consider issues in
U.S.-Japan business, economic, financial, and political
relations. During the 2004-2005 academic year, the dis-
cussions were led by Hugh Patrick and Atsushi Nishijo,
President and CEO of Sumitomo Corporation of America.

MONETARY POLICY DISCUSSION GROUP
This discussion group includes specialists on the
Japanese financial system and meets five or six times
annually. The participants are: Hugh Patrick and David
Weinstein; Jennifer Dwyer, Assistant Professor of
Political Science, Hunter College; James Harrigan,
Senior Economist, Federal Reserve Bank; Richard Katz,
Editor, The Oriental Economist; Patricia Kuwayama, Vice
President, Economics Group, JP Morgan Chase; Frances
Rosenbluth, Professor of Political Science, Yale
Mineko Sasaki-Smith, Visiting Research
Fellow, Harvard Law School; and Kenzo Yamamoto,

University;

General Manager in the Americas, Bank of Japan.

Exchange of Ideas
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JAPAN PRODUCTIVITY CENTER FOR
SOCIO-ECONOMIC DEVELOPMENT
SEMINARS
In the fall of 2004, three lectures were given at
Columbia Business School to members visiting from
the Japan Productivity Center, Tokyo.

On October 14, Ms. Leanne Lachman, Executive-in-
Residence at the Business School and president of
Lachman Associates, and Hugh Patrick spoke to the

INVITATION PROGRAM FOR LEADING
U.S. BUSINESS SCHOOL EDUCATORS
Hugh Patrick and Charles Wolf Jr., Senior Economic
Adviser and Corporate Fellow in International Econo-
mics, the RAND Corporation, are responsible for select-
ing faculty for the Invitation Program for U.S. Business
School Educators, a one-week program in Japan organ-
ized and financed by the Keizai Koho Center (KKC), an
arm of Nippon Keidanren. KKC arranges a week of
meetings and visits with senior corporate executives,
scholars, government officials, and politicians with the
intent of promoting understanding of the Japanese
economy, corporations, and management methods.
Patrick and Wolf joined Henry Rowen, Edward B.
Rust Professor of Public Management, the Graduate
School of Business, and Senior Fellow, the Hoover
Institution, Emeritus, Stanford University; and Yasheng
Huang, Associate Professor of International Manage-

group about corporate governance and differences
between American and Japanese management.

On November 17, Dr. Rita McGrath, Associate
Professor of Executive Education at the Business
School, lectured during a morning session on a compar-
ison of American and Japanese management. In the
afternoon, Professor Michael Feiner, Professor of man-
agement, lectured on leadership.

ment, MIT Sloan School of Management January
17-21, 2005, to inaugurate the restructured program of
KKC. The theme was “Securing a Competitive Edge in
the Global Economy.”

The annual spring group was in Tokyo from May 30
to June 3, 2005. The participants were Andrew Bernard,
Professor of International Economics, Tuck School of
Business, Dartmouth; Charles Calomiris, Henry
Kaufman Professor of Financial Institutions, Columbia
Business School; Benjamin Hermalin, Willis H. Booth
Professor of Banking and Finance, Walter A. Haas
School of Business, University of California; James
Hosek, Professor, Pardee Rand Graduate School; and
Theodore Marmor, Professor of Public Policy and
Management, Yale School of Management. The theme
of the program was “Sustainability of the Japanese

Economy.”
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The Center annually supports a number of student organ-
izations and research institutes to enhance dialogue
between Japan and the United States and with the
Columbia community. During 2004-2005, the Center
supported the student-run Japanese Business Associa-
tion (JBA) and Asian Business Association (ABA) of Columbia
Business School by co-sponsoring various programs.
CJEB also provides administrative and financial
support for Columbia Business School’s Japan Study
Trip, which is organized by a committee of M.B.A. stu-
dents under the direction of the JBA and the Chazen
Institute. Some highlights of the March 2005 trip were
meetings with Masamoto Yashiro, Chairman and CEO of
Shinsei Bank, and Ernest Higa, CEO of Higa Industries.
The 36 students also met with representatives of

The Center on Japanese Economy and Business provides
select fellowship support for research and participation
in academic programs related to Japanese economic and
business fields for Columbia University students with
proven outstanding academic ability and demonstrated
specific interest in Japan and the Asia-Pacific economies.

The Sumitomo Fellowship Program was established
by the Center as part of an initial operating grant from
Sumitomo Corporation of America. The program pro-
vides support to recent Ph.D.'s and Ph.D. candidates

Kikkoman Corporation, Sony Media World, NTT DoCoMo,
Toyota, and the Industrial Revitalization Corporation of
Japan (IRCJ).

specializing in some aspect of U.S.-Japan economic
and business relations. Fellowship recipients typically
spend a period in residence at the Center to engage in
their own research and participate in Center programs.
The recipient for 2005 was Ruslan Bikbov.

The Center annually conducts a University-wide
competition on behalf of the Mitsubishi Trust Yamamuro
Scholarship and nominates one Columbia University
student to receive tuition and living expenses for a one-
year program of graduate study in Japan.

Exchange of Ideas
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APEC STUDY CENTER OF COLUMBIA UNIVERSITY

Columbia University established the APEC Study Center
in 1994 at the request of the U.S. Department of State
in response to the APEC Leaders’ Education Initiative pro-
posed by President Clinton and endorsed by the leaders
of the other APEC member nations at their historic meet-
ings on Blake Island and in Seattle in November 1993.
This Initiative calls on institutions of higher education in
the United States and throughout the Asia Pacific to col-
laborate on Asia Pacific policy research, and through
exchanges, joint research, conferences and other con-
tacts, to help establish an emerging region-wide network
of personal and institutional relationships for all member
economies.

Columbia University has long been a leading center
for the study of China and Japan, with one of the oldest
and most highly regarded programs of study in these
areas, including one of the nation’s largest concentra-
tions of specialists in East Asian affairs. Over the years,
the University has built upon its global reputation for

The Center on Japanese Economy and Business serves
as the American liaison office of PAFTAD in association
with the PAFTAD Secretariat based at the Australian
National University. Since its inauguration in 1968,
PAFTAD has held 30 policy-oriented academic confer-
ences on major topics and policy issues involving various
dimensions of the economic interactions among the Asia-

academic excellence and policy relevance in these
areas, adding the study of Korea, Southeast Asia, and
U.S. relations with the countries of East Asia to its core
expertise in China and Japan studies.

Jointly administered by the Center on Japanese
Economy and Business (CJEB) at Columbia Business
School and the Weatherhead East Asian Institute (WEAI)
of Columbia University, the APEC Study Center at
Columbia University enhances the Business School’s
rich tradition of research and teaching on the Asia-
Pacific region by serving as the focal point of study on
issues of economic importance for the region. The
Center links, coordinates, and expands the reach of
existing University programs organized by a variety of
institutions, which in turn provide it with important infra-
structural support. A complete list of APEC Study Center
activities held at Columbia University during the
2003-2004 academic year is available at http://www.
gsb.columbia.edu/apec.

PACIFIC TRADE AND DEVELOPMENT (PAFTAD)

CONFERENCE SERIES

Pacific economies, including trade, foreign direct invest-
ment, technology transfer, regional institutional arrange-
ments, environment and development, and competition
policy.

PAFTAD participants, especially the International
Steering Committee members, are actively involved as
academic participants in PECC (the Pacific Economic
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Cooperation Council) and especially its policy task
forces and study groups. In a number of countries, they
also serve as advisers to their respective government’s
participation in APEC (the ministerial Asia-Pacific
Economic Cooperation forum). Professor Hugh Patrick

PECC is a unique international organization. It was estab-
lished in 1980 as a policy-oriented forum through the
efforts of several PAFTAD leaders, notably Sir John
Crawford of Australia and Saburo Okita of Japan. Today
some 25 Asia-Pacific economies are members. Each
member has a unique tripartite national committee con-
sisting of academics, business leaders, and government
officials in their private capacity. PECC works closely with

Based in Washington, D.C., the Japan Information Access
Project is a trusted member of the U.S. policy communi-
ty interested in Japan and Asia. The Project specializes in
introducing to Washington the best “outside-the-Beltway”
scholarly research and analysis on critical Asia policy
issues. The goal is to strengthen international under-
standing of Japanese and Northeast Asian science, tech-

International
Steering Committee from 1985-2005. For more infor-
mation on PAFTAD, please see the Web site at

served as chairman of the PAFTAD

http://apseg.anu.edu.au/paftad.

the governmental Asia-Pacific Economic Cooperation
forum (APEC). PECC holds general meetings biannually.
PECC is the only nongovernmental official observer of
APEC since APEC’s formation in 1989.

Professors Janow and Patrick are members of the
U.S. National Committee of PECC, and Hugh Patrick is
on its board. Please visit the Web site at http://
WWW.PEecc.org.

nology, economic and security policy. Through a range of
programs and publications, the Project educates its
members, policymakers, and the public to use knowledge
of Japan and Asia to increase national strategic compet-
itiveness and security. The Center on Japanese Economy
and Business supports this worthy project.

PACIFIC ECONOMIC COOPERATION COUNCIL (PECC)

JAPAN INFORMATION ACCESS PROJECT

CJEB Connections
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Resources

In addition to its core faculty and research associates, the Center depends critically
upon other human resources without which its activities would not be possible. These
include the Center’s professional and administrative staff, Japanese visiting fellows and
scholars, and part-time administrative interns.

il wmeniidl | Jeffrey Lagomarsino
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':||iIT‘| '.."_'ll . Wi | Program Officer
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B.A., International Affairs, The George Washington
University

Emiko Mizumura

Program Officer

B.A., American and English Literature,
Otsuma University

Jennifer Olayon

Program Officer

B.A., Transnational Perspectives in Design,
University of Connecticut

HEANEY S

Front row, left to right: Mark Mason, Hugh Patrick, David Weinstein, Yvonne Thurman. Back row, left to Alton Wanning
right: Alton Wanning, Wendy Himmelsbach, Emiko Mizumura, Jennifer Olayon, Matthew Brummer, Jeffrey .
Lagomarsino Program Officer

B.A., Lafayette College

OFFICERS
Yvonne Thurman

INTERNS
Peter Anthony

Associate Director for Administration B.A., Columbia College

B.A., City University of New York, Staten Island
M.L.A., International Finance and Business,
School of International and Public Affairs,

Susanna Giboni

B.A., Columbia College
Columbia University

Hea Lyun Lee

Matthew Brummer B.A., Columbia College

Financial Officer
B.S., Business Administration, and minor
B.A., Business Economics, Bucknell University

Eri Yoshida

B.A. Candidate, Columbia College

Wendy Himmelsbach

LIAISON, JAPAN REPRESENTATIVE OFFICE
Terumi Ohta

B.A., Tsukuba University

Administrative Officer

B.A., State University of New York, Old Westbury

M.A., Organizational Psychology, Teachers College,
Columbia University
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VISITING FELLOWS

Each year the Center accepts a small number of professional fellows and scholars
to spend a period in residence at Columbia Business School. They contribute
significantly to the Center environment and serve as important sources of experience and
information for faculty, students, and administrators.

Center fellows engage in a wide variety of activities during their stay, including audit-
ing courses at the University, pursuit of individual research projects under the direction
of Business School faculty, and monthly discussion groups with Business School faculty.
During 2004-2005, the Center hosted the following seven visiting fellows from academic
and professional communities in the fields of business and economics:

Takuma Okamoto
Mitsubishi Trust and Banking Corp.

Hiroshi Ichinose
ITOCHU Financial Services

Satoru Suzuki
Mitsui Sumitomo Insurance Co., Ltd.

Nobuyuki Kinoshita
Financial Services Agency of Japan

Kiyoto Koyama

Development Bank of Japan
(Joint Fellow with Weatherhead
East Asian Institute)

Hiroshi Tanaka
Hosei University

Nada Mora
American University of Beirut
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A professional fellow appointment
recognizes former government officials
and business leaders who have had
distinguished careers in economics-

related ministries or business corpora-

Shijuro Ogata

tions. This position facilitates his or her
ongoing involvement with CJEB and its activities.

The current appointee is Shijuro Ogata. Mr. Ogata
served the Bank of Japan from 1950 to 1986, mostly in
Tokyo but also in Osaka, London, Okayama, and New
York, culminating as its deputy governor for internation-
al relations. From 1986 to 1992, Mr. Ogata was Deputy
Governor of the Japan Development Bank. During this
period, he served in governmental councils on ship-
building and shipping, navigation, coal mining, energy
research, and education. In addition to serving as an

PROFESSIONAL FELLOW

adviser to a number of financial institutions, Mr. Ogata
is active in public service as former Chairman and mem-
ber of the Asia Pacific Advisory Committee of the New
York Stock Exchange, Japanese Deputy Chairman of the
Trilateral Commission, and a member of the Group of
Thirty. In addition, he currently is a non-executive direc-
tor of Fuji Xerox Co., Ltd., and Horiba, Ltd.; a member of
the International Advisory Council of Chase Manhattan
Corporation; a Swire Group adviser in Japan; an adviser
to Imperial Hotel, Tokyo; and a special adviser to
Barclays Asset Management Group in Japan. A graduate
of the University of Tokyo and the Fletcher School of Law
and Diplomacy, Mr. Ogata is a co-author of International
Financial Integration: The Policy Challenges (Trilateral
Commission, 1989) and has written numerous articles,
mainly on international monetary issues.

INTERNATIONAL ADVISORY BOARD

The International Advisory Board of the Center on Japanese Economy and Business provides overall guidance for the

Center. Members are distinguished leaders in the fields of Japan-U.S. economic, business, and political relations.

Shinji Fukukawa

Chairman and Chief Executive Officer

Dentsu Institute for Human Studies

Former Vice-Minister

Japanese Ministry of International Trade and Industry

Robert S. Ingersoll

Former Ambassador to Japan
Former Undersecretary of State
Former Chairman, Japan Society, Inc.

Yotaro Kobayashi
Chairman and Chief Executive Officer
Fuji Xerox Co., Ltd.

Yuzaburo Mogi
Chairman and CEO
Kikkoman Corporation

Atsushi Nishijo
President and Chief Executive Officer
Sumitomo Corporation of America

Joseph G. Tompkins
President
Saga Investment Co., Inc.

Akio Utsumi
Chairman
The Mitsubishi Trust and Banking Corporation
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FACULTY ADVISORY BOARD FOR THE PROGRAM ON

ALTERNATIVE INVESTMENTS

CJEB relies on the guidance of faculty members of the Business School to strengthen the research aspect of the Program on

Alternative Investments. The current board members are:

Franklin Edwards

Arthur F. Burns Professor of Free and Competitive
Enterprise

Director, Center for the Study of Futures Markets

Larry Glosten

S. Sloan Colt Professor of Banking and International
Finance

Chair of Finance and Economics Division

Robert Hodrick
Nomura Professor of International Finance

R. Glenn Hubbard
Dean and Russell L. Carson Professor of Finance
and Economics

Columbia University is home to one of the largest collec-
tions of Japanese- and English-language materials in the
United States. The Center evaluates Columbia University
library resources and commits funding to procure new
materials on Japan and the Asia-Pacific economies.

The Center maintains a small working collection of
materials on the Japanese and Asia-Pacific economies,
including statistical resources, academic journals, and
periodicals. The Center continues to develop its major
computer-based databank on the Japanese economy,
with emphasis on financial markets, under the direction
of Professor David E. Weinstein. The databank is a com-
pilation of statistical resources available for use by

Christopher J. Mayer

Paul Milstein Professor of Real Estate and Director,
M.B.A. Real Estate Program and The Paul Milstein
Center for Real Estate

Hugh Patrick

R. D. Calkins Professor of International Business
Emeritus and Director, Center on Japanese Economy
and Business

David E. Weinstein

Carl Sumner Shoup Professor of the Japanese Economy,
Vice Chairman, Department of Economics, Columbia
University; Associate Director for Research, Center
on Japanese Economy and Business

faculty and students conducting relevant research. It
includes time-series and cross-section data on financial
markets, institutions and macroeconomy from Nikkei
NEEDs and other sources. Nikkei is an online news and
data retrieval system that provides essential corporate
and economic data as well as leading newspaper and
journal articles from Japan and other Asia-Pacific
economies.

These resources are available to all Columbia
faculty and students; appointments to use them can
be made through our Web site at http://www.gsb.
columbia.edu/cjeb.
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CORPORATE SPONSORSHIP PROGRAM

Columbia University and its Business School provide basic support for the Center by covering faculty salaries
and providing office space, library and administrative support and other necessary services. At the same time,
the Center relies on external sources of financial support from foundations, corporations, and individuals for its
programs and activities. Income is derived from the Center's endowment, operating and project grants, and
especially from the Corporate Sponsorship Program, established in 1995. These funds are utilized effectively
and managed prudently and indeed have been essential in the expansion and deepening of Center activities
over the years. Academic independence has not been an issue; there are no restrictions attached to any of
these gifts.

The Center’s Corporate Sponsorship Program, established in early 1995, has been instrumental in fund-
ing expansion of its activities and guaranteeing financial support for them over the long term. The Center will
continue to expand the Corporate Sponsorship Program of annual contributions and welcomes inquiries.

Major Corporate Sponsors
($50,000+ annually)
Sumitomo Corporation of America

Corporate Sponsor Leaders
($25,000-$49,999 annually)
Kikkoman Corporation

Saga Investment Co., Inc.
Takata Corporation

Tsuchiya Co., Ltd.

Corporate Sponsors

($10,000-$24,999 annually)

AFLAC

Caxton Associates, LLC

Japanese Chamber of Commerce & Industry of
New York, Inc.

The Mitsubishi UFJ Trust and Banking Corporation

Mitsui Sumitomo Insurance Co., Ltd.

Mitsui & Co., U.S.A.

The Tokyo Electric Power Company, Inc.

Individual Sponsors

($10,000-$24,999 annually)

Robert Feldman, Chief Economist and Managing
Director, Morgan Stanley Japan, Ltd.

Shigeru Masuda, Chairman, Zeron Capital, Ltd.

Friends of the Center

(up to $9,999 annually)
Sumitomo Chemical Corporation
Hugh Patrick

Mr. and Mrs. John Davey
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SPONSORSHIP OF THE PROGRAM ON ALTERNATIVE INVESTMENTS

The Program is actively soliciting financial support from a select group of leading institutions in Japan, the United
States and Europe to cover the costs of its expanding range of activities. Sponsors receive a range of benefits in
return for their support.

Lead Corporate Sponsors Corporate Sponsors

($100,000 or more per year for three years) ($50,000 per year for three years)
Daido Life Insurance Company Advantage Partners, Inc.

Nomura Holdings, LLC Shinsei Bank, Limited

FOUNDATION SUPPORT

The following foundations have provided financial support to the Center during the 2004-05 academic year for the
“Solutions for the Japanese Economy” research project. The Center is grateful for their support.

The Itoh Foundation, U.S.A.
The Japan-U.S. Friendship Commission
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