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LETTER FROM THE DIRECTOR AND
ASSOCIATE DIRECTOR FOR RESEARCH

Dear Friends,

The Center on Japanese Economy and Business was
established in spring 1986 at Columbia Business School,
twenty-one years ago. We began our twentieth anniversary
celebration last year and held a special anniversary confer-
ence, "Japan's Future Economic Directions,” with Bank of
Japan Governor Toshihiko Fukui as a keynote speaker, in
Tokyo on May 15, 2006. Our second commemorative
anniversary conference, "Japan's Economic Future: Policy,
Politics and Producers,” was held here in New York on
October 26, 2006, with Timothy Geithner, President and
CEO of the Federal Reserve Bank of New York, and Glenn
Hubbard, Dean of Columbia Business School, delivering
keynote addresses (see page 17 for more details). Both

conferences were attended to capacity.

The mission of the Center has always been to promote
knowledge and understanding of the Japanese economy
and its business systems in domestic, East Asian, and
global contexts, with a special focus on the Japan-U.S.
relationship. CJEB supports the research of individual
faculty members, organizes joint research projects
of American and Japanese scholars at Columbia
and elsewhere, and engages in a wide range of
conferences, symposia, and informal discussion
meetings. Information on these activities is available at
www.gsb.columbia.edu/cjeb. Full reports on programs are
available in print and at DigitalCommons@Columbia,
http://digitalcommons.libraries.columbia.edu/japan.
In these last twenty-one years, CJEB has grown from a
staff of one director, one program officer, and one part-
time secretary to the present team of two directors, two
associate directors, one assistant director, five full-time

officers, and several student interns.

The Center successfully initiated its Program on
Alternative Investments five years ago under the leader-
ship of Mark Mason. Now directed by Alicia Ogawa, the
Program continues its development by contributing objec-
tive approaches, perspectives, and analyses to benefit
Columbia students, business practitioners, policy makers,
and academics. We are following developments in the fixed
income markets, given the government'’s deficit reduction
targets, the changes in regional government budget
financing, and the Japanese banks’ moves to comply with
Basel 2. All of these trends should give rise to broader
corporate bond issues, both prime and high yield, as well
as to greater ranges of derivative products. In the equity
markets, we are studying the impacts of Japan's moves to
become an international financial center for alternative

investment funds and institutional investor asset allocation.

The dedication, hard work, and intelligent energy of Center
core faculty and staff, the resources provided by the
Business School, and the funding provided by corporate
sponsors, foundations, and individuals all contribute to the

ongoing success of the Center. We thank them all.

e R

Hugh Patrick, Director

David Weinstein, Associate Director for Research
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Research

JAPAN'S ECONOMY: THE IDIOSYNCRATIC RECOVERY
CONTINUES by Hugh Patrick

apan's march toward stable, full-employment

growth has continued. While progress has been sus-

tained, the path has been idiosyncratic and the pace
erratic. In many respects, Japan's economy is now a good
story. Per-capita growth is comparable to the United
States and the European area, and the 3.7 percent June
unemployment rate is the lowest, especially relative to
France (8.0%) and Germany (9.0%).

However, despite these predominant similarities, Japan's
economic situation has several significant differences.
First is the persistence of mild deflation for a decade, and
inflation expectations continue to be very low. Second, the
labor market has been tightening, yet nationwide average
wages have not been increasing; indeed, the total cash
earnings index again slightly decreased in the first half of
2007. Third, interest rates are extraordinarily low. Fourth,
the yen has been weak in terms of economic fundamentals.
Moreover, given relatively elastic supply conditions, inade-
quate aggregate demand continues to be the major con-
straint on more rapid growth. The Liberal Democratic
Party's huge losses in the July Upper House elections
increase economic policy uncertainty.

The August shock of a global credit crunch and financial
turbulence has created significant financial and economic
uncertainty. Even though Japanese exposure to U.S. risky
financial assets is relatively low, its financial markets are
being roiled since financial markets are so integrated glob-
ally. The biggest impact has been yen appreciation; a sharp
reduction in the yen carry trade has been one element in
the global flight to safety. | expect a return soon to stability
in financial markets as much-needed adjustments in the
pricing of risk are made. Nonetheless, the possibility of
significant, sustained yen appreciation has now moved to
the forefront of issues Japan faces.

But there are always problems and challenges, and Japan
has managed to prevail. | remain fundamentally optimistic
about Japan's ability to solve its basic problems, albeit at
its own pace and in its own ways.

In the following sections, | consider recent economic per-
formance; the decoupling of growth and inflation; Prime
Minister Abe's economic policies; macroeconomic policy;
corporate restructuring, control, and governance; and
external economic relations.

Recent Economic Performance

GDP growth in 2006 was 2.2 percent: respectable though
not exciting, and below the consensus expectation of 2.5
percent a year ago. Growth slowed in the spring and summer
quarters but then achieved a dramatic 5.4 percent (sea-
sonally adjusted annual rate) in the final quarter and was a
strong 3.3 percent in the first quarter of 2007. However,
growth slowed significantly in the second quarter.

Since the early 2002 trough, the major sources of aggre-
gate demand have been business investment and exports.
The hope has been that private consumption would sup-
port demand, but it increased at only a 1.3 percent annual
rate, and its share of GDP has continued to decline. This
reflects very low increases in wages. Reduction of the
extraordinarily high government deficits has reduced
demand growth by 0.5 percent a year.

Even more than in previous years, 2006 growth was pro-
pelled by business fixed investment (increasing 7.5% and
contributing 50% of aggregate demand growth) and
exports (up 9.6%, with net exports 36% of demand
growth). Consumption disappointingly rose only 0.8 per-
cent (23% of demand). Government spending continued to
be a modest negative factor, as a decrease in public invest-
ment outweighed a small increase in ordinary (consump-
tion) expenditures. Employment and hours worked have
risen modestly, and labor productivity per hour continued
its 2 percent average annual increase.

It is unsettling that growth slowed in 2007 spring and
summer, though, as usual, the monthly data are mixed,
imprecise, and rather volatile. The August 13 first esti-
mate of April-June growth is a 0.5 percent annual rate, a
slowdown somewhat worse than expected. Business
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investment slowed but to a good 5.6 percent annual rate,
and consumption continued to rise at a 1.4 percent rate, but
net exports were flat and government investment was neg-
ative. While slow growth will probably persist in the third
quarter, | think this is no more than another soft patch.

Private-sector forecasts of GDP growth are 2.2 percent to
2.4 percent (average 2.3%) for 2007, and about that
again for 2008. Both are a bit better than the Bank of
Japan's April forecast of 2.1 percent for fiscal 2008, and
what was projected a year ago. Expectations are that busi-
ness investment and export growth will slow, consumption
growth will improve somewhat, and the reduction of the
government deficit will slow.

About 90 percent of household disposable income comes
from worker compensation. While wage rates will remain
flat, employment will increase slightly, and baby-boomer
lump-sum retirement allowances will start to kick in,
amounting to half of the 1.6 percent projected gain in
employee income in 2007. Rising interest and dividend
income will contribute a further 0.7 percent, but taxes will
be a negative 0.3 percent. If this projected 2 percent rise
in 2007 disposable income and an even slightly greater
projected increase in 2008 are realized, and if households
do not increase currently low savings rates, this will be
good news for consumption and GDP growth.

Deflation Has Persisted

The big idiosyncrasy in Japan’s ongoing economic perform-
ance is the combination of sustained good growth and per-
sistent mild deflation. Even though labor markets have
been tightening and full employment is close, wages for
the economy as a whole are not rising, consumption
growth lags, and mild deflation has not ended. The only
good price news is that the deep, traumatic decline in
Japanese asset prices finally ended in the mid 2000s,
though regional disparities in land price movements continue.

An ongoing policy debate is how to define price stability
and how to measure it accurately. The major policy meas-

ure of price stability is the core Consumer Price Index
(CPI), defined in Japan as the overall (headline) CPI exclud-
ing the highly volatile movements of food prices. The Bank
of Japan (BoJ) position since early 2006 is that price
stability is defined by a O percent to 2 percent range of
core CPI. This is about a percentage point lower than U.S.
Fed and European Central Bank (ECB) definitions.

The BoJ asserts there is no upward measurement bias in
the CPI. Like many economists, | feel there is: my guess
has been about 0.5 percent in core CPI. Core CPI rose only
0.1 percent in 2006, has been very slightly negative for the
first six months of 2007, and is expected to be essentially O
percent for the year. Forecasts for 2008 are very low, only
0.5 percent by the BoJ and 0.4 percent in August 2007
Economist and ESP surveys. In other words, an end of
deflation will not actually be achieved until sometime in 2008.

My colleague David Weinstein and Christian Broda have
recently jolted the debate on CPl measurement and, by
implication, on monetary policy. They find that Japan's core
CPI estimate has an even greater upward bias than previ-
ously thought. This means deflation has been greater than
currently estimated. By applying the more comprehensive
U.S. estimation methodology to Japanese data, they conclude
the bias is about 0.8 percent. Moreover, they estimate the
U.S. CPI has an upward bias of 1.0 percent. This implies
Japan's true cost-of-living index growth has an upward
bias of 1.8 percentage points. (See Broda and Weinstein,
“Defining Price Stability in Japan: A View from America,’
Center Working Paper 252, June 2007.) Like many coun-
tries, Japan underinvests in data collection and especially
in highly qualified statisticians; the United States spends
ten times as much as Japan to estimate its CPI.

This is unwelcome news for the BoJ and others who think
Japan's extended mild deflation is finally ending. But it also
means that real GDP, productivity (both labor and total
factor), and real wages have been growing somewhat
faster than officially estimated. How much faster is
unclear, as the personal consumption expenditure compo-
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nent of Japan's GDP deflator is estimated by a different
methodology—and has been more negative than core CPI
movements. This poses a puzzle important for policy: how
can the economy have been recovering and growing so well
when mild deflation persists?

Why mild deflation has not been more harmful to growth
since 2002 is unclear. It has not significantly impeded
business investment, but it has had other consequences.
Low interest rates have made structural reform easier but
sometimes have delayed it, especially by small businesses.
Mild deflation may have made it politically possible to
reduce government employee wages and to constrain
other government expenditures, even though growth since
2002 has generated significantly increased corporate and
other tax revenues. The most significant cost of deflation
may be long run: it is undermining the assumptions the
2004 pension-tax increase was based on.

Growth and Inflation Decoupled

Japan's economic expansion since 2002, accompanied by
mild deflation, is contrary to standard textbook analysis.
There are a number of explanations, mostly complementary,
for this growth-without-inflation phenomenon.

Economic slack was substantial, but it has now narrowed;
labor markets have tightened significantly, and the govern-
ment output-gap estimate has become positive. However,
both the output gap and potential growth are difficult to
measure; | put greater emphasis on employment, wages,
prices, and consumption. The still-flat CPI, minor wage
increases, and slow growth of consumption suggest full
utilization of labor and capital has yet to be achieved.

Profits were very low during the 1990s, and recovery was
slow because firms were under price pressures. However,
productivity growth enabled firms to hold prices down and
now to increase profits. Labor productivity has risen 2 per-
cent annually since 2002, from the 1991-2001 average
of 1.5 percent. Unit labor costs continued to decline in
2006 and at a slightly more than 2 percent annual rate in
the first half of 2007. Still, while corporate structural
reforms have been important, productivity acceleration is
due also to cyclical recovery.

The explanation for decoupling that | stress here is the
ongoing transformation of the labor market. It is my
conjecture that, for the next several years, growth and
inflation will continue to be decoupled, primarily because
of ongoing major structural changes in labor markets.

Employment and Wages

With unemployment at its lowest level since February
1998, it is surprising that economy-wide wages (total
cash earnings) have not been rising. Instead, total cash
earnings and total hours worked in establishments with
five or more employees have been essentially flat since
2003—that is, throughout the recovery from the 2002
trough. Total cash earnings increased only 0.3 percent in
2006, decreased 0.7 percent in the first quarter of 2007,
and fell again in the second quarter.

The annual spring wage increases in 2006 were 1.79 per-
cent in large firms and 1.47 percent in small and medium
enterprises (SMEs). However, adjusting for sex, educational
level, age, and years of service, an index of wage increases
has been negative. While performance has been given
greater weight in total compensation, seniority continues
to be the dominant component of annual wage increases.
Semiannual bonuses continue to comprise a large share of
total compensation, particularly for large firms. Large-firm
summer 2007 bonuses rose by 3.0 percent, continuing a
five-year pattern of increases; bonuses, which are flexible,
have continued to substitute for basic wage increases.
SME bonuses apparently decreased 2.3 percent.

Starting salaries for new college and high school gradu-
ates in 2006 rose slightly but were essentially the same as
in 2003. Even in today's competitive labor market, large
firms have not increased wage offers. To do so would raise
base salaries throughout their seniority-based wage struc-
ture: employees aged 50 to 54 in large firms earn three
times what young new entrants earn. Their response to
labor market tightness has been to cast their recruiting
nets more widely.

Wage stagnation is due primarily to changes in labor force
composition. This has two major aspects: substitution of
lower-wage contract, part-time, and temporary workers

4 CJEB Annual Report 2006-2007 | www.gsb.columbia.edu/cjeb



for full-time regular, lifetime employees; and replacement
of retiring workers by young workers. Only the central and
local governments have cut employee wages. In periods of
poor performance, companies have reduced overtime or
semiannual bonuses but—with few exceptions—not basic
hourly wage rates for existing employees.

Of Japan's 2006 labor force of 66.6 million, 63.7 million
were employed. After earlier declines, the labor force
participation rate of those aged 15 to 64 has remained
at 60.4 percent since 2004. Most Japanese work as employ-
ees; the share of self-employed and family workers has
continued its steady, gradual decline and is now 14.3 per-
cent of total employment. Total employment increased
by 0.4 percent in 2006, with employee numbers rising
1.4 percent.

The share of full-time regular workers among those
employed has continued to decrease and is now 67
percent. As to the other 33 percent, two-thirds are part-
timers, the rest temporary workers, contract employees,
and workers dispatched from temporary labor agencies.
Nonregulars have lower hourly wage rates, fewer benefits,
and less job security. The share of such workers has risen
dramatically since 1990.

More than half (52.8%) of female employees do not have
full-time regular employment, though most are in relatively
stable part-time jobs. More than a sixth (17.9%) of male
employees, disproportionately young and older workers,
do not have regular full-time positions.

In addition to the 2.8 million counted as unemployed, 4.8
million (3.5 million women) have said they wish to work. A
major social and economic cost of more than 15 years of
mediocre economic performance has been the creation of
a large cohort of young people 25 and older who never got
on the bottom rung of the traditional job-advancement lad-
der and now will be among the last to obtain good jobs.

The good news is that temporary employment agencies
are having difficulty attracting new recruits, are losing
some employees to regular employers, and are having to
increase wage-related benefits. Those not in the labor
force but wishing to work decreased 500,000 from 2004

to 20086, further evidence of labor market tightening. Still,
there is a supply overhang of young, unemployed, tempo-
rary, and part-time workers who want full-time jobs. This
has held down the starting salaries of those entering the
labor force from school.

Assuming the economy continues to grow at better than 2
percent, labor market tightening will persist. This suggests
the shift from regular to nonregular workers has reached
its limit and may even gradually reverse.

However, even if the changing labor composition effect
ends or reverses slightly as labor demand generates higher
proportions of regular and full-time workers, an aging effect
—replacing retiring workers with low-wage young workers
—will become larger at least until 2010. Between now and
2010, some 3.6 million males will be retiring at the company-
mandated age of 60. Many will continue working, often
with their same employer, but for lower wages and bene-
fits, and for fewer hours. To the extent that a higher propor-
tion of those over 60 continue to work at relatively low
wages, this demographic effect will persist even longer.

The greater diversity in type of employment reflects, in
part, changes in worker composition and preferences—
married women, part-timers, freeters, and contract skilled
specialists such as computer programmers. However,
much is the consequence of companies’ policies to replace
departing full-time regular workers with nonregular work-
ers from the 1990s period of mediocre growth, cost cut-
ting, and labor market slack.

Macroeconomic Implications

The combination of structural changes in labor force uti-
lization and baby-boomer retirements suggest that overall
average wages (total cash compensation) will not increase
significantly for several years. The macroeconomic impli-
cations of this are significant. If individual household
income growth is constrained by flat cash earnings, and
aggregate increases are primarily from modest employ-
ment growth, then consumption expenditure will grow only
slowly for the next several years. This means consump-
tion's share of GDP will continue to decline. Japan could
well have an aggregate demand problem.
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Slow growth in wage income and consumption imply that
inflationary pressures will not emerge in Japan as growth
proceeds, in stark contrast to the United States and Europe.
Indeed, in this scenario the CPI will not rise significantly
but rather, at best, reach the lower end of the price stability
policy range, which | define as 1 percent to 2 percent. Mild
deflation may even persist for a considerable period.

Accordingly, market interest rates will remain low. On
August 24, the yield on the 10-year Japanese Government
Bond (JGB) was 1.60 percent and on 20-year JGBs, 2.07
percent. The enduring persistence of at least a 2-percentage
point gap between JGBs and foreign government ten-year
bond yields is telling. My best guess is that neither a modest
narrowing of the interest rate differential through monetary
policies nor global capital market hiccups are likely to halt
Japanese capital outflows; and the yen carry trade will pick
up again. | do not think that the August global credit crunch
will result in yen appreciation to anywhere near what its
economic fundamental estimates imply but admit to some
uncertainty. A relatively weak yen will continue to support
Japan's ongoing export boom in this scenario.

Prime Minister Abe’s Economic Policies

Prime Minister Abe readily inherited Koizumi's economic
reform policies and programs and benefited from an econ-
omy no longer in crisis and seemingly well on its way to full
recovery. This initially enabled him to focus more on
longer-run issues, notably raising the GDP growth rate and
improving the education system. Koizumi's definitive,
charismatic, idiosyncratic leadership has been a hard act
to follow, even though Abe's early visits to China and South
Korea achieved a major improvement in relations.

Abe's economic policies have been long on rhetoric and
short on concrete proposals, specific targets, and imple-
mentation measures. Abe has continued Koizumi's efforts
to centralize decision-making power in the Prime Minister's
official residence (Kantei) and away from the major min-
istry bureaucracies, which have considerable autonomy
and strongly defend their turf.

Abe's major economic policy strategy was laid out in the
Cabinet's June 19 “Economic and Fiscal Reform 2007

A major goal is to increase Japan's potential growth to
about 2.5 percent over the coming five years by a range of
approaches to boost labor productivity growth to 2.4 per-
cent. The focus is on the supply side, with little concern
about sustaining aggregate demand. The 2006 commit-
ment to ongoing reduction in the fiscal deficit is continued,
but without specifics. The guidelines are disappointing in
that they lack a clear, coherent, concrete strategy and
process for implementation. In part this reflected LDP
unwillingness to enunciate specific targets, or even address
important but sensitive issues, until after the Upper House
election. However, that only enhanced the perception that
Abe's commitment to economic policy is weak.

The devastating July 29 Upper House election loss has
seriously weakened Abe and the LDP. However, most
power resides in the Lower House, where the LDP plus
Komeito continue to hold a two-thirds majority. While a
series of scandals and gaffes by Cabinet members were
important, the pension system fiasco hijacked the LDP
agenda for the Upper House election. The Social Insurance
Agency's incompetence and mismanagement in the han-
dling of individual pension payments took place over several
decades and were not of Abe's making, but his mishandling
of this increasingly prominent issue contributed to his
election failure. More fundamentally, the LDP was defeated
in the least urbanized, least prosperous prefectures, its
traditional stronghold. The Democratic Party of Japan
(DPJ) promises of support for farmers, construction work-
ers, and SMEs in the provinces may have not only won an
election but created new priorities in formulation of the
government budget.

The fundamental nature and thrust of economic policy are
unlikely to change significantly in the near term. However,
the reform process will probably slow further, caught in
policy gridlock between the LDP and the DPJ. Much
depends on how Abe, or his successor, responds to the
election’s implication that bread-and-butter economic
policy is top priority. The 2008 budget negotiations will
test LDP fiscal austerity against DPJ proposals.
Paradoxically, this might make possible a major shift in
agricultural support to a system of direct subsidies of farm
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family incomes for some years, coupled with significant
import liberalization, but | would not bet on it.

Macroeconomic Policy

The residue of inadequate aggregate demand and
mediocre growth in the decade to 2002, despite unprece-
dented macroeconomic policy ease, continues to be a
huge overhang. Even with good GDP growth since 2002,
interest rates are still abnormally low, monetary policy is
very easy; the government budget deficit is still large,
gross government debt is extraordinarily high, the yen is
relatively weak, and mild deflation persists.

How to achieve adequate rates of aggregate demand
growth continues to be Japan's most important macroeco-
nomic policy issue. The basic fiscal policy objective is to
reduce the primary deficit to zero by 2011 and achieve a
budget surplus by 2015. Good progress has been made:
corporate tax revenues have increased more than antici-
pated and 1999 income tax cuts were reversed last year
and this year. The IMF projects that Japan's budget pri-
mary deficit, 5.7 percent of GDP in fiscal 2003, will be
reduced to 2.1 percent in 2006 and 1.3 percent in 2007.
The budget deficit of the general government (central plus
local) will drop to 3.6 percent in 2007.

However, these trends probably will not persist. Govern-
ment current expenditures will continue their small rise,
public works investment cuts may be approaching a
plateau, and tax revenue increases will slow. The DPJ
victory adds the possibility that public works and other
expenditures will rise, rather than being cut further. The
government in early August stated that January fiscal con-
solidation projections are too optimistic because they
were based on assumptions that the GDP deflator would
turn sufficiently positive and that high nominal GNP
growth (at current prices) would be achieved.

The ongoing debate on budget deficit reduction, termed
fiscal consolidation, supposedly will come to a head this
fall when tax reform, notably increasing the consumption
tax, is supposed to be addressed. The majority LDP view
has been that, in the long run, government expenditures on
health care and pensions will have to increase as the pop-

ulation ages, so taxes as a share of GDP must eventually
rise. An increase in the consumption tax in 2009 had seemed
likely. However, the DPJ and the Komeito oppose an increase,
so consideration will almost certainly be postponed.

Pension financing, presumably substantially taken care of
in the 2004 reform, is becoming a major, though still not
widely recognized, problem again. The projected income
and expenditures earlier used to formulate the reforms are
increasingly unrealistic. Demographic assumptions regard-
ing fertility rates, and hence the pace of population decline
and the share of those under 65, were too optimistic.
Probably more important, the forecasts of nominal GDP
and CPI increases were too high. Already, the long-run fis-
cal burden probably is significantly greater than projected.

Most media and capital market discussion has focused on
monetary policy: the timing of BoJ increases in short-term
interest rates. Given the huge size of Japan's bond and
other fixed asset markets, expected and actual changes in
BoJ interest rates have immediate asset price effects.
However, the precise monthly timing of increases has little
overall significance, given the state of Japan's economy.

Like other economists, and the IMF and OECD, | prefer
that the BoJ not raise interest rates until it is clear that
deflation has been conquered. | consider a 1-percent or so
annual increase in an unbiased measure of core CPIl a
desirable economic lubricant. The BoJ may be too
concerned about the possibility of excessive inflationary
pressures two to three years hence, rather than the per-
sistence of mild deflation now. Global financial turbulence
precluded any BoJ decision to raise its overnight call rate
of 0.5 percent at its August 23 meeting, even though only
weeks earlier a 0.25 percent increase had been widely
expected. While the BoJ longer-run objective to raise inter-
est rates gradually to more normal levels is unchanged,
increases will be delayed until both financial markets and
underlying economic conditions make them feasible.

The Prime Minister's decision as to who will replace Toshihiko
Fukui as BoJ Governor when his five-year term expires
March 19, 2008, will be important, especially if the new
governor has very different views about monetary policy.
The appointment must be approved by both houses of the
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Diet, so the DPJ will have an important role in the selection.
It has already rejected at least one of the front-runners.

Corporate Restructuring, Control, and Governance

Japan’s business environment continues to improve quite
rapidly, due to sustained recovery and growth and to struc-
tural changes in the institutional environment. Balance
sheets have been restored, prolonged attrition has sharply
reduced redundant labor, and profits have soared from
earlier low levels. Financial markets and institutional
shareholders are more actively pressing management to
give higher priority to profitability, to provide more infor-
mation, to be more responsive, and to restructure.
Corporate reform and other structural changes related to
corporate law, governance, and markets, including these
for corporate control, have proceeded rapidly, but from a
low base; they still have a considerable way to go. Such
broad generalizations are of course subject to qualification.

Corporate performance varies among industries and
among firms within industries. Despite considerable busi-
ness complacency, the reality is that many firms, large and
small, have not completed restructuring and continue to
use assets inefficiently. Even when large firms have distin-
guished between core and noncore activities in principle, in
practice many have not dealt effectively with noncore
assets. Many firms hoard cash resources or underutilized
land. Some 450 (22%) of 1,729 companies in the TOPIX
(Tokyo Stock Price Index) have market capitalizations
below book value. In contrast, while not strictly comparable,
the ratio for the U.S. Russell 1000 index is 1.4 percent
and for the Europe Dow Jones Stoxx 600 Index 1.5 percent.

Most of Japan's output, and even more employment, is
generated by SMEs, all privately owned. SME restructuring
has proceeded more slowly than for large firms and has
much further to go. Returns on assets are now positive,
but still low. Sales per worker are flat and so, too, are
wages. Productivity growth is slow. Many of the smallest
firms are in deep trouble. There is extraordinary variance
among SME performance, and levels of transparency and
disclosure are low. The widening economic gap between
urban, industrial areas, and the rest of the country is
particularly exemplified among nonmanufacturing SMEs.

The Japanese management system continues to be one of
deep entrenchment at most, though certainly not all, listed
companies. The president, chair, and other members of the
board of directors still are almost all internally promoted.
Many firms now have one or two outside directors, but in
practice they have little independent power. Typically, they
are not well briefed: management provides limited informa-
tion, and that only shortly before meetings.

Now that reductions in employees and labor costs have
approached their limit, restructuring primarily involves
divestitures, mergers, and acquisitions (M&A). Many
opportunities exist for divestment of noncore activities; for
acquisition of firms with a market value below book value
or of private firms whose owning families are willing to sell;
and for mergers between strong and weak firms within
many industries. This is especially true in electronic
components, machinery, construction, department stores,
and pulp and paper.

M&A and private equity are growing rapidly, but from very
low bases; they remain far below U.S. and European levels.
In the first half of 2007, 338 M&A deals involving publicly
traded companies took place, a record high and 20
percent greater than a year earlier. Some 46 tender offers
for listed companies reflected a 60 percent increase over
ayear earlier. The average tender premium was 24.4 percent,
but with a wide dispersion, including four offers at a discount
to market price. By far, most M&A activities were friendly.

Shareholder Activism

Although most restructuring programs are initiated by
management, activist institutional shareholders have
played an increasing role. Shareholder activism is generated
by both domestic and foreign institutional investors and
takes various forms. While unfriendly efforts have generally
not been successful, they have attracted extensive media
coverage. The message is clear, and managements are
responding in ways they never have before.

Activism has been led by foreign institutional investors. As
of March 2007, the share of foreign ownership of all listed
companies had inched up to 28.0 percent from 26.7 per-
cent a year earlier. The proportion held by friendly, stable
shareholders has declined significantly over the past
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decade. The largest stable Japanese shareholders are
industrial corporations and trust banks, including their
fiduciary management of pension funds. Cross-shareholding,
which was 32.9 percent of shareholding in March 1991,
declined every year until 2006, when it rebounded very
slightly to 11.2 percent, with some notable new cases of
company shareholding alliances.

Activist investors proposed large dividend increases and
related measures at a record 30 shareholder meetings; all
were rejected. Even so, many firms have been increasing
dividends, though pay-out ratios continue to be lower than
in the United States or Europe. And more stock buy-backs
are taking place. Managements have gone on the offensive
to defend themselves. Poison pills were approved at 210
companies at June shareholder meetings, though in some
instances with significant negative votes. While manage-
ment won the 2007 round at annual stockholder meetings,
what is important is that for the first time a substantial
number of such contests have been initiated.

Government messages have been mixed. The Minister of
Economy, Trade, and Industry (METI) applauded the
passage of antitakeover defensive measures. However, the
Cabinet Office Annual Report on Japanese Economy and
Public Finance, issued in early August, expressed concern
that the introduction of defensive measurements by ineffi-
cient managements could negatively affect productivity
and fail to raise corporate efficiency.

Both domestic and foreign institutional investors have ini-
tiated some M&A cases that have been high profile, with
immense media coverage. While each has its own unique
aspects, they are exemplary of the rapidly changing,
mixed, complex environment and market for corporate
control.

For example, Toshiba Ceramics in spring 2007 carried out
a successful management buyout (MBO) from Toshiba,
with the participation of one Japanese and one foreign
private equity firm. In April, All Nippon Airways divested its
hotel and property management businesses to Morgan
Stanley. At Tokyo Broadcasting System’s (TBS) June stock-
holders meeting, Rakuten was thwarted in its attempt to
elect two outside board members and increase its share-

holding in TBS, but that saga has yet to end. In May, Hoya
finally succeeded in taking over Pentax, with the assis-
tance of Sparx Asset Management, a major Pentax share-
holder. In a friendly transaction, Citigroup bought deeply
troubled Nikko Cordial, a major securities company; it had
to increase its initial offer to persuade hedge fund and
institutional investors to sell. Following the founder Otani
family's unsuccessful MBO for its TOC Company, the
Japanese investment group DaVinci Advisors made a hostile
bid for the property developer. Despite a considerably
higher valuation, in July it failed. A significant hostile
takeover bid (TOB) has yet to succeed in Japan.

U.S.-based Steel Partners is the best-known activist
investor in Japan. Its Japan Strategic Fund holds shares in
some 30 listed companies, most rather small. It has vigor-
ously proposed dividend increases and share buybacks in
several highly publicized cases. Its effort to buy Bull-Dog
Sauce failed in July following court rulings that Bull-Dog's
antitakeover defense of warrant issues, for which Steel
would receive only cash rather than new shares, is legal.

Japanese courts are in the early stages of making case law
for hostile takeover bids and antitakeover defenses. The
Bull-Dog case is important because Steel Partners was
held to be an “abusive acquirer," a concept requiring further
definition. Without addressing the “abusive acquirer” issue,
the Supreme Court rejected Steel Partners' appeal on the
grounds that an overwhelming majority (83%) of share-
holders approved the warrant defense measure at the June
stockholders meeting.

In another, perhaps more important case, the court ruled
that Yoshiaki Murakami illegally engaged in insider trading.
His behavior and practice seem to many to be little differ-
ent from what many institutional investors have been doing
in talking privately with company managements. Another
controversial court decision was to allow TOC to not pro-
vide its shareholder list to DaVinci, even though Japanese
law provides that right to a 10 percent shareholder, which
DaVinci affiliate Algeve was.

Given management control, by far most mergers and
acquisitions will continue to be friendly, despite the media
hoopla about unsolicited, competing, or hostile bids. The
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likelihood of triangular MA involving foreign company
shares is very low because of still unresolved tax and legal
ambiguities. If they do take place, they almost certainly will
be on friendly terms with management.

As in Western markets, the most serious risk for share-
holders is management buyouts, as both management and
potential institutional investors have an incentive to set
a low purchase price. Because of management’s high
commitment to its employees, the terms of Japanese
MR&A deals are likely to constrain acquirers to commit
not to fire workers and to maintain employment and keep
management.

Managers are sufficiently entrenched to ensure that the
Japanese management system will persist as the domi-
nant form of big business organization, even though firms
now have available a wider range of organizational models.
The primary commitment of managers is still to them-
selves and their (now more narrowly defined) regular
employees. However, managers have become more
responsive to shareholder, market, and other business-
environment signals than in the past, and the Japanese
system will evolve in its specifics.

External Economic Relations

Export growth continues to be a major source of aggregate
demand and corporate profits. In real terms, exports of
goods and services, 10.9 percent of GDP in 2002, expanded
to 15.3 percent in the second quarter of 2007, while
imports increased from 9.6 percent to 11.0 percent.
Adding to the trade surplus has been increasing financial
inflows of dividend, interest, and profit income. Japan's
current account surplus, 2.9 percent of GDP in 2002, steadily
rose to 4.1 percent in 2006 and is expected to be 4.6 percent
in 2007. More than half is net financial income receipts.

Japan's exports and imports continue their shift away from
the United States to Asia, notably China—which has
become Japan's largest trading partner. A decade after the
1997-98 financial crisis, afflicted Asian economies have
recovered well: growth throughout the region (excluding
Japan) has been averaging better than 7 percent. Led by

China, Asia is now a major force in the growth of the world
economy and international trade.

Japan's export growth has been propelled not only by
Asian and global growth, but also by the weak yen. With
Japanese interest rates continuing at least 2 percentage
points below other industrial countries, home bias has
been weakening as Japanese have invested significantly in
foreign financial assets. To that is added the yen carry
trade: domestic as well as foreign institutions borrow yen,
convert it to other currencies, and invest in higher-yield
assets elsewhere. The big question is whether these
trends will persist once the current credit crunch is over.

Low Japanese interest rates will persist. The new uncer-
tainties are U.S. and European interest rates, given the
fall-outs from the credit crunch and the slower growth of
the U.S. economy. My guess is the interest rate gap will
continue to be sufficiently large that capital (yen) will con-
tinue to flow out of Japan and that, while the yen may
bounce around within a moderate range, it will not appreci-
ate significantly (say to 100 yen/dollar) any time soon.

Japan continues to push its recent trade policy of
preferential trade arrangements (misnomered free trade
agreements—FTAs), but with only limited success. That
probably is not bad, as bilateral trade agreements are a
third-best, after regional trade agreements. The first-best,
the WTO Doha Round, has not yet been successful.

Japanese officials are promoting East Asian economic
cooperation more for political than economic reasons. In
August 2006, Japan proposed the Comprehensive
Economic Partnership in East Asia, to include not only the
ten ASEAN nations plus China, Japan, and South Korea
(ASEAN+3) but also India, Australia, and New Zealand (the
East Asian Summit members). The contrast between
China's ASEAN+3 approach and Japan's East Asian
Summit approach is indicative of their competition for East
Asian leadership, as is Japan's new foreign policy slogan of
an "arc of freedom and prosperity” across Asia and to
Europe. However, Japan and China's deep, mutually bene-
ficial trade and FDI relationship moderate the inevitable
political tensions between them as China ascends.
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Nonetheless, Japan is now in its best position in some two decades and within a few

years will once again become a normal economy.

An East Asian regional preferential trading agreement is
unlikely: the economic, political, cultural, and institutional
obstacles are too great. Japan is so handicapped by
domestic agricultural, forestry, fishing, and health care
vested interests that it cannot negotiate adequate FTAs
bilaterally, much less regionally. Further small steps of
regional financial cooperation are more likely, and desir-
able. | doubt that Japan and others will be willing to give up
control of significant amounts of their foreign exchange
reserves to any new regional authority.

Tokyo is not a global, or even major regional, financial cen-
ter and is unlikely to become one, even though it is a major
national center. Its financial markets are very large
because Japan is the world's second largest economy, has
high domestic saving and investment rates, and home-
country bias remains strong. But Japanese markets are
too regulated and the corporate tax rate too high to be
internationally competitive. It is not surprising that many
hedge funds involved in Japanese markets are based in
Hong Kong and Singapore. Because Japanese is the
language of Japan’'s financial markets, it is expensive to
issue foreign IPOs and bonds. English is the global
language of finance; and an international financial center
requires language skills, institutions, regulatory systems,
infrastructure, and a life environment that Tokyo is unlikely
to achieve.

Conclusion

Japan's comeback from the stagnation and malaise of the
1990s has continued, and while it has been a sustained
recovery since 2002, the path has been idiosyncratic and
the pace erratic. The evolving mixture of good growth,
significant structural change, persistent though mild
deflation, quarterly economic slowdown each year, and
fluctuations in Japanese moods and expectations have
tempered my optimism from year to year. The effects and
implications of the current global credit crunch shock
increase near-term uncertainties. Nonetheless, Japan is
now in its best position in some two decades and within a
few years will once again become a normal economy.

But what if my optimistic expectations are wrong about
the yen, exports, and aggregate demand? Suppose the yen
does appreciate significantly in coming months, as eco-
nomic fundamentals imply is possible. That will be bad for
exports and for the corporate profits of export producers.
Given Japan's reliance on exports, aggregate demand
inadequacy will become more serious. Macroeconomic pol-
icy once again will have to confront a slowing, poorly per-
forming economy.

In addition to these new political, financial, and economic
uncertainties, Japan's longer-run challenges are formidable
and are too many to consider here. Aging and population
decline are a given. Productivity and income gaps continue
to widen everywhere—between urban and rural areas,
between sectors, industries, and by firm size. Narrowing
these gaps constructively will accelerate labor productivity,
which is essential for sustained, full employment growth.
Innovation and technical change are key, not only in cutting
costs but also in creating new products and industries.
Maintenance of sufficient aggregate demand, Japan's
problem for some 15 years, will be as important as
improvements on the supply side.

Japan is a stable democracy and society. Its economy is
technologically sophisticated and capital intensive, well
founded on a high degree of human skills. Japan has a high
standard of living, with a GDP per capita in purchasing
power terms of about $32,620. Japanese are able, ambi-
tious, hard working, and creative. Incremental improve-
ments will proceed; history demonstrates that has been a
good path. Thus, | remain fundamentally optimistic about
Japan'’s ability to solve its basic problems, albeit at its own
pace and in its own way.

August 24, 2007
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== _rom time to time, CJEB develops multiyear joint

=== rgsearch projects involving one or more Center

core faculty and other scholars from both the
United States and Japan. The last of such major projects
culminated in the book Reviving Japan's Economy:
Problems and Prescriptions edited by Takatoshi Ito, Hugh
Patrick, and David Weinstein. Additionally, in 2006 CJEB
became an active cosponsor of the National Bureau of
Economic Research (NBER) annual conference on the
Japanese economy in Tokyo, the foremost annual gather-

ing of international specialists on the Japanese economy.

Inevitably, and desirably, CJEB research is initiated and
carried out by core faculty, typically on an individual basis
but at times also with colleagues. Core faculty often obtain
their own financial support for research. CJEB also

provides financial and administrative support as needed.

Current research activities of core faculty include the

following:

Professor Gerald Curtis continues to divide his time
between Columbia University in the fall semester and
Tokyo for most of the rest of the year. He is currently
engaged in research on the evolution of Japanese politics,
in particular Abe's performance and position, and events
leading up to and following the July 29 Upper House elec-
tion, which was disastrous for Prime Minister Abe and the
Liberal Democratic party. Inevitably, he has been particu-
larly active as a commentator for Japanese television and
the Japanese and foreign press. He is completing a book-
length study about his experience in Japan over the past
40 years and the social and political changes he has
observed. He also continues his research on U.S. foreign
policy, as reflected in his article “The U.S. in East Asia: Not
Architecture, But Action,” forthcoming in the new journal
Global Asia.

Professor Merit Janow's primary academic project for the
past two years has been to organize and hold a major con-
ference and project at Columbia University on the World
Trade Organization (WTO) and its dispute settlement
mechanism. The conference took place in spring 2006.

Since then, Professor Janow has edited and supervised

the editing of papers for a massive volume titled The WTO:

Governance, Dispute Settlement, and Developing
Countries, comprising 51 contributions in 11 different
sections. The book includes essays by leading political
leaders, academics, and practitioners from around the
world. It went to press in July 2007. Professor Janow has
continued with her regular teaching and other professional
commitments at SIPA and Columbia Law School while
commuting to Geneva as a member of the Appellate Body

of the WTO dispute settlement mechanism.

Professor Curtis Milhaupt's recent research has revolved
around two significant projects. In June 2007, he coau-
thored a working paper with Benjamin Liebman entitled
"Reputational Sanctions in China's Securities Market”
This paper traces China's attempt to strengthen its stock
market and specifically examines the role of public criti-
cism of publicly listed companies as it relates to China's
evolving scheme of securities regulation. Additionally,
Professor Milhaupt and Katharina Pistor have coauthored
a book titled Law and Capitalism: What Corporate Crises
Reveal about Legal Systems and Economic Growth around
the World. This book explores the relationship between
legal systems and economic development by examining a
series of high profile corporate governance crises around
the world over the past six years. It seeks to understand
why countries as diverse as the United States, Germany,
Japan, Korea, China, and Russia have all experienced
corporate governance crises in recent years and to analyze
the different institutional responses to these crises. The
book will be forthcoming from the University of Chicago
Press in 2008.

As evidenced by his essay in this annual report, Professor
Hugh Patrick continues research on the current Japanese
economic performance. He also focuses on participating in
the planning of larger research projects and commenting
on research as a discussant in conferences and other
venues. He is currently chair of the advisory committee for
the Asian Development Bank project on emerging economic
regionalism in Asia and is participating in a project organ-
ized under Pacific Economic Cooperation Council (PECC)
auspices on international competition among Asian finan-

cial centers.
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Professor David Weinstein is currently engaged in three
main projects. The first aims at understanding biases in the
Japanese Consumer Price Index. Japanese monetary and
fiscal policymakers use the consumer price index as a met-
ric for price stability. Despite a major effort to improve the
index, the Japanese methodology of calculating the CPI
seems to have a large number of deficiencies. Little atten-
tion is paid in Japan to substitution biases and quality
upgrading. This implies that important methodological dif-
ferences have emerged between the United States and
Japan since the United States started to correct for these
biases in 1999. If Japan adopted the U.S. methodology, it
is possible that Japan's deflation would be measured by
1.2 percent per year since 1999. This is more than twice

the deflation suggested by Japanese national statistics.

He is also engaged in a joint project with Tsutomu
Watanabe at Hitotsubashi University, using scanner data
to develop better measures of inflation in Japan. Currently,
Affairs and
Communications builds the CPI with 95,000 price quota-

the Japanese Ministry of Internal
tions. Scanner data allows researchers to work with
datasets that are ten times larger. Since these data are
available in Japan for a seventeen-year period, it will be
possible to examine the sensitivity of Japanese measured

prices to the methodology used in Japan.

Third, Professor Weinstein is currently engaged in a project
that focuses on import prices and the role of imports from
China in Japanese deflation. This work highlights the impor-

tance of using the same methodology across price indexes

he Center encourages dissemination of research
results in written form, from within and outside
Columbia University. Most research affiliated with
the Center is published in scholarly books and professional
journals, and the preliminary research results can be found
in the Center's Working Paper Series. The original print ver-
sions of the CJEB publications will continue to be available
at CJEB and at Columbia Business School's Watson

when making economic comparisons between them. It is
commonly argued that import prices in Japan fell faster than
the CPI. This argument overlooks the fact that the Japanese
CPl is constructed using a different methodology from the
Import Price Index. This project shows that if the Import
Price Index had been constructed with the same methodolo-
gy as the CPI, it would have shown 20 percent inflation
between 1992-2002 as opposed to deflation of 9 percent.
This undermines statements that suggest a very strong
component of import prices on the overall CPI deflation in
Japan. The paper also shows that Japan's proximity to China
has meant that Japanese trade patterns have changed dra-
matically over the past fifteen years. The United States is no
longer Japan's primary trading partner as Japan trades far
more with China than with the United States. Much of the
growth in Chinese exports can be traced to rapid quality per
unit price improvements. However, these very substantial
changes in quality and expansion of China in new markets do
not appear to have produced much of an impact on aggre-
gate Japanese prices. In short, China does not seem to be

exporting deflation to Japan.

In addition, Professor Weinstein, together with Professor
Anil Kashyap of Chicago and Koichi Hamada of Yale, is a
member of an international advisory committee for the
Japanese Cabinet Office of Economic and Social Research
Institute's (ESRI) major project titled “Japan's Bubble,
Deflation, and Long-term Stagnation.” The project focuses
on Japan's economic future in light of the “lost decade” of
the 1990s. He is currently organizing a workshop for ESRI
to be held at Columbia in spring 2008.

Library. These papers are available for free download
through DigitalCommons@Columbia: http://digitalcommons.

libraries.columbia.edu/japan.

The Center on Japanese Economy and Business has
become the first academic group within the University to
contribute electronic versions of its publications to

DigitalCommons@Columbia, the new University Libraries-
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sponsored “institutional repository” pilot program (soon to
be known as Academic Commons). This system provides
powerful full-text indexing, searching, and browsing of
content in an easy-to-use interface. The system also
allows for automatic submission of content to Google
Scholar and to other commercial and noncommercial

indexing and aggregation services.

The CJEB Working Papers published this year are:

247
Ulrike Schaede
The Strategic Logic of Japanese Keiretsu, Main Banks

and Cross-Shareholdings, Revisited

This paper introduces recent fundamental changes in
Japan’'s political economy and analyzes how these have
affected the country's industrial architecture in terms of
business group organization. Whereas previously, long-term,
stable relations with other firms, banks, and shareholders
afforded great advantage to many companies, the new
dynamic environment has led more and more banks and
companies to turn away from stable “insurance” arrange-
ments. The paper shows that a revision of corporate law
towards more managerial flexibility paired with broader pow-
ers by shareholders matches this shift towards greater
transparency, accountability, and competitive strategic
positioning. Therefore, processes of corporate governance
are also greatly altered. Our perceived wisdom of Japanese

business organization needs to be updated.

248
Ulrike Schaede
Competition for Corporate Control: Institutional Investors,

Investment Funds, and Hostile Takeovers in Japan

The recession and banking crisis of the 1990s have
triggered a complete reorientation in corporate strategy
by large Japanese firms, away from the previous goal
of diversification financed by bank loans, and towards
market-financed concentration on select core businesses.
The transition has necessitated corporate reorganization
by almost all large firms, causing a wave of spin-offs,
mergers, and acquisitions. Extensive legal reforms have
enabled this reorganization and introduced more stringent
rules on accounting and disclosure. The confluence of

these two events—access and transparency—has paved

the way for a market for corporate control, fueled by
institutional investors and investment funds, including
foreigners, as major players. While the M&A boom of the
early 21st century may partially be attributable to a
window of economic opportunity, the systemic changes in
Japan's financial markets are irreversible and therefore
constitute a strategic inflection point. Contested corpo-
rate control has become an indelible part of Japanese

finance and corporate governance.

249

Hugh Patrick

Japan’'s Economy: Finally Finding Its Way to Full
Employment and Sustained Growth

(also published in CJEB's 2005-2006 Annual Report)

With 2005 recording the best economic performance in
the past decade, continued growth in 2006, and only a
moderate slowdown likely in 2007, Japan finally is escap-
ing its mediocre performance trap. The economy is moving
reasonably well from recovery to full employment and
sustained growth. GDP grew 3.2 percent in fiscal 2005,
ending March 2006. The consensus is that growth will
probably be at least 2.5 percent in fiscal 2006, and then
slow to a slightly better than 2 percent rate in fiscal 2007.
Both optimism and concerns persist, and near-term uncer-
tainties are greater than usual. | address Japan's recent
economic performance; near-term prospects; government
economic policy, with special focus on the monetary and
fiscal policy components of macroeconomic policy;
increasing income inequality; the financial sector; corpo-
rate management and governance; Japan in the global
economy; and implications of economic maturity and
declining population in the long run. Major international
concerns include the future price of oil; slowing growth of
the United States economy; incipient global inflationary
pressures; the global trade imbalances centering on the
huge and increasing U.S. trade and current account
deficits and Chinese surpluses; and the implications for
the yen-dollar rate. A different type of concern is that
Japan's current economic success will generate compla-
cency among public and private decision makers such that
still-needed public and private sector reforms are not fully
carried out. Despite these concerns, | anticipate that
Japan will indeed achieve sustained growth with full

employment over the course of the next two to three years.
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250
Hiroki Yamakawa
A Practical Analysis of Transfer Pricing Methodologies for

Bilateral Advance Pricing Arrangements

| was previously Director of Mutual Agreement Procedures
of Japan's National Tax Agency. This paper was written
during my stay at Columbia University as senior visiting
research scholar. | hope that this essay will lead to further
discussion of practical aspects of Transfer Pricing
Methodologies for Bilateral Advance Pricing Arrangements.
The opinions expressed herein are my personal views and do

not necessarily reflect organizational or state positions.

It is desirable for multinational enterprises to minimize the
risk of economic double taxation arising from transfer pric-
ing adjustments. Such economic double taxation should, if at
all possible, be addressed through rational income allocation
between countries. For this purpose we need practicable
Transfer Pricing Methodologies. Furthermore, it is better if
we have an efficient bilateral framework in which to settle
transfer-pricing disputes. There is some possibility that
Bilateral Advance Pricing Arrangements (BAPAs), where
Transfer Pricing Methodologies (TPMs) are mainly based on
profit methods, can be a reliable way of resolving these dis-
putes. Looking to the past, actual results of BAPA between
Japan and the United States may be viewed as a successful
model whereby tax authorities have reached agreement in a
considerable number of cases of various types related to
both inbound and outbound transactions. In this paper,
which is intended to be highly supportive of BAPA, | enumer-
ate the practical points at issue, after taking note of world
currents in transfer pricing taxation. | also examine some

important items for the development of BAPA.

251

Terutomo Ozawa

Professor Kiyoshi Kojima's Contributions to FDI Theory:
Trade, Structural Transformation, Growth, and Integration

in East Asia

Professor Kojima of Hitotsubashi University is a leading
Japanese economist in international economics. Two of his
major ideas are reviewed: a theory of pro-trade FDI and an
extended “flying-geese” theory of industrial development.
Professor Kojima's pro-trade FDI (which rests on the

doctrine of comparative advantage) leads to the surprising

discovery of David Ricardo's failure to see that the doctrine
applies as much to FDI flows as to trade flows. The recent
phenomenon of production fragmentation is also built on the
mechanism of pro-trade FDI. In Professor Kojima's extended
flying-geese theory of industrial development, the sequence
of imports—domestic production-exports—further expands
to the next phase of exports—outward FDI-imports—
thereby completing a full circle from imports to imports. Its
theoretical and policy implications are discussed against
the backdrop of the rapid catch-up of Japan's neighboring
countries that capitalize initially on inward FDI, and

subsequently on outward FDI, as an engine of growth.

252
Christian Broda and David Weinstein
Defining Price Stability in Japan: A View from America

Japanese monetary and fiscal policy uses the consumer
price index as a metric for price stability. Despite a major
effort to improve the index, the Japanese methodology of
calculating the CPI seems to have a large number of defi-
ciencies. Little attention is paid in Japan to substitution
biases and quality upgrading. This implies that important
methodological differences have emerged between the
United States and Japan since the United States started
to correct for these biases in 1999. We estimate that
using the new corrected U.S. methodology, Japan's defla-
tion averaged 1.2 percent per year since 1999. This is
more than twice the deflation suggested by Japanese
national statistics. Ignoring these methodological differ-
ences misleadingly suggests that American real per capita
consumption growth has been growing at a rate that is
almost two percentage points higher than that of Japan
between 1999 and 2006. When a common methodology
is used, Japan’s growth has been much closer to that of the
United States over this period. Moreover, we estimate that
the bias of the Japanese CPI relative to a true cost-of-living
index is around 2 percent per year. This overstatement in
the Japanese CPl in combination with Japan'’s low inflation
rate is likely to cost the government more than 69 trillion
yen—or 14 percent of GDP—over the next ten years in
increased social security expenses and debt service. For
monetary policy, the overstatement of inflation suggests
that if the BOJ adopts a formal inflation target without
changing the current CPI methodology, a lower band of less

than 2 percent would not achieve its goal of price stability.
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Programs

stablished in 2002, the Program provides
substantive, objective information and analysis
concerning hedge fund, private equity and other
alternative investments as they relate to Japan and the
broader East Asian region. From its inception, the Program
has involved the practitioner community in its activities, to
stimulate greater dialogue between academics and busi-
nesspeople in the alternatives field and to forge closer ties
between Columbia Business School and the business

world.

Since 2006 the Program has been led by Alicia Ogawa,
Associate Director for Program Development at the Center
on Japanese Economy and Business. She succeeded Mark
Mason as Director of the Program (he was director and
founder). Ms. Ogawa has had a distinguished career in
equity research and its management, including fifteen
years in Japan and most recently as a managing director at
Lehman Brothers. In addition to further developing the
Program on Alternative Investments, she is developing
research and program activities on Japanese financial

institutions and markets more broadly for the Center.

PROGRAM ON ALTERNATIVE INVESTMENTS: OVERVIEW

Working Papers in progress include a study of the develop-
ing credit derivatives market in Japan and a comparison of

the unwinding of cross-shareholding in Japan and China.

This past year, the Program further updated, expanded,
and reorganized its Web site in both English and Japanese.
The template and other design features were modified to
reflect the newly-redesigned Center template, and the

URL was changed for similar reasons.

The Program also continued to expand its e-mail list of
interested parties from the business, government, and
academic communities. The list now contains well over
1,500 individuals based in Asia, the United States, and

Europe.

For further information on the Program, please visit

www.gsb.columbia.edu/cjeb.
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Events

Twentieth Anniversary Celebration
Conference:

Japan’s Economic Future: Policy,
Politics, and Producers

This past fall, CJEB closed its year-long
celebration of its 20th anniversary,
which began spring 2006. “Japan's
Economic Future: Policy, Politics, and

Producers” was the Center's second

From left to right: Hugh Patrick, Timothy F. Geithner, and Lee C. Bollinger commemorative international conference
and was held at Columbia University on
Thursday, October 26, 2006.

With Japan now well into recovery from
its more than fifteen years of economic
difficulty, speakers and panelists

addressed issues such as the dramatic

; structural, micro, and macro changes
Glenn Hubbard Susumu Kato which Japan's economy and business
systems have been undergoing and still
have yet to approach. Keynote speeches
were delivered by Timothy Geithner,
President and CEO of the Federal
Reserve Bank of New York, and Professor
Glenn Hubbard, Dean of Columbia
Business School.

The program agenda appears on the next

page.

From left to right: Joseph Stiglitz, Paul Sheard, David Weinstein, Robert Hodrick, and Takatoshi Ito
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Japan'’s Economic Future:

Policy, Politics, and Producers

Columbia University, New York
Casa ltaliana (1161 Amsterdam Avenue)
October 26, 2006

Welcome and Opening Remarks

Hugh Patrick, Director, Center on Japanese Economy and Business, Columbia Business School
Lee C. Bollinger, President, Columbia University

Keynote Speech
Timothy F. Geithner, President and CEO, Federal Reserve Bank of New York

Session |: Monetary Policy and Exchange Rates
Chair: David Weinstein, Carl S. Shoup Professor of the Japanese Economy, Columbia University
Panelists:
Takatoshi Ito, Professor, Faculty of Economics and Graduate School of Public Policy, The University of Tokyo
Robert Hodrick, Nomura Professor of International Finance, Columbia Business School

Paul Sheard, Global Chief Economist, Lehman Brothers
Joseph E. Stiglitz, University Professor, Columbia University

Session ll: The Political Economy of China-Japan-U.S. Relations
Chair: Hugh Patrick
Panelists:
Akihiko Tanaka, Professor of International Politics, The University of Tokyo

Shulong Chu, Visiting Fellow, The Brookings Institution
Gerald Curtis, Burgess Professor of Political Science, Columbia University

Keynote Luncheon

Glenn Hubbard, Dean and Russell L. Carson Professor of Finance and Economics, Columbia Business School

Session lll: New Approaches to Doing Business: Innovation Japanese Style

Chair: Alicia Ogawa, Director of the Program on Alternative Investments, Center on Japanese Economy
and Business, Columbia Business School

Panelists:

Ernest Higa, President and CEO, Higa Industries; M.B.A. 76

Susumu Kato, President and CEO, Sumitomo Corporation of America
Hiroshi Ukawa, Vice President and General Manager, Canon U.S.A., Inc.

Closing Remarks

David Weinstein

Reception
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Operational Restructuring: New Strategies of
Japanese Corporate Leaders

On May 29, 2007, the Program on Alternative
Investments held a conference in Tokyo titled “Operational
Restructuring: New Strategies of Japanese Corporate
Leaders! Conference panels, comprised of senior business
leaders, addressed the impact of the bold new strategies
they have pursued to make their firms more competitive.
Specific topics included the consolidation of product
lines, MBOs, public listings, divestitures, and mergers. ST 0 AP e A Stk hiasa

A% SR FHALN

Approximately 130 people attended, and presentations

were delivered in Japanese with simultaneous English

interpretation. Welcoming remarks were given by Alicia

oy

Ogawa, Director, Program on Alternative Investments,

Center on Japanese Economy and Business, and Taisuke . R0
h =t

...' | ek - !
. LY -
Sasanuma, Representative Partner, Advantage Partners, Tomen Vrnts " : il Fmt
i | et
LLP. The sessions were as follows: .3.. 4 i !

From left to right: Tomoo Tasaku, Kazuhiko Toyama, Akira Takada, Robert Grondine, and John Ehara

mew
_HI--

Operational Restructuring:
New Strategies of Japanese Corporate Leaders

Session I: Restrengthening the Core Business
Moderator: Hugh Patrick, Director, Center on Japanese Economy and Business
Panelists:
Takayuki Katayama, Executive Vice President, CSO, and CSRO, Teijin Ltd.

Susumu Kohyama, President and CEO, Toshiba Ceramics Co., Ltd.
Kunihiko Yogo, Representative Director and CEO, Aruze Corporation; Former CEO, Kanebo Cosmetics, Inc.

Session ll: Managing Global and Mega-mergers
Moderator: Alicia Ogawa
Panelists:
Shuhei Abe, President and CEO, SPARX Group Co., Ltd.

Norimichi Kanari, Deputy President, The Bank of Tokyo-Mitsubishi UFJ, Ltd.
Naoteru Miyato, President, TRD Holdings, Inc.

Session lll: Views from the Outside: Key Strategic Advisers
Moderator: Tomoo Tasaku, Partner, PwC Advisory Co., Ltd.
Panelists:

John Ehara, Partner, Unison Capital, Inc.
Robert Grondine, Partner, White & Case LLP

Akira Takada, Managing Director, Head of IB Consulting, Nomura Securities Co., Ltd.
Kazuhiko Toyama, CEQ, Industrial Growth Platform, Inc.

Closing Remarks
Hugh Patrick
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Investors Unleashed: Rise of Shareholder Activism
in Japan

Nearly 200 people gathered for the Eighth Annual Mitsui
USA Symposium held on January 30, 2007. Koji Fusa,
CEO and Founder of Sandringham Capital Partners
Limited, and Anthony Miller, Executive Managing Director
of Ramius Capital Group, LLC and President of RCG Japan
Ltd., discussed the increasing power of value investors to
set prices for publicly traded shares of Japanese compa-
nies and its impact on managers of those companies.
Professor Curtis Milhaupt, Fuyo Professor of Law and
Director of the Center for Japanese Legal Studies of
Columbia Law School, served as commentator, and
Alicia Ogawa, Director of the Program of Alternative

Investments at CJEB, was the moderator.

Assessing the New Abe Administration in Japan

On September 26, 2006, the Center and the Weather-
head East Asian Institute, Columbia University, presented
a special lecture with Gerald Curtis, Burgess Professor of
Political Science of Columbia University. Professor Curtis
shared his insight on Prime Minister Abe and his adminis-
tration to a packed audience. Professor Curtis was joined
with comments by the moderator, Hugh Patrick, Director of
the Center on Japanese Economy and Business, Columbia

Business School.
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From left to right: Curtis Milhaupt, Alicia Ogawa, Anthony Miller, and Koji Fusa

This event was cosponsored by the Mitsui USA
Foundation; the Program on Alternative Investments of
CJEB; the Center for Japanese Legal Studies, Columbia
Law School; and the student-led organization, Japan

Business Association, Columbia Business School.

‘Weatherhead
East Asian Institute

&N

Gerald Curtis
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KKR in Asia: A Strategic View
The Center presented an insightful talk by Sir Deryck

Maughan, Chairman of KKR Asia and former Chairman
of Citigroup International to an audience of Columbia
M.B.A. students and industry professionals . The Program
on Alternative Investments event was held on February
13, 2007. After briefly indicating how private equity is
becoming an increasingly important financing source and

outlining KKR's business philosophy, Sir Deryck focused

his talk on the private equity opportunities in China and

Deryck Maughan

Japan. His talk underlined the cultural differences
between Asia and the Western world as they impact
business, while emphasizing that Asia needed to be

viewed as a series of heterogeneous individual markets.

his year the Center has developed a new forum in the Business School for M.B.A. students to have informal
discussions with leading experts in the field of Japanese business and economics. The zadankai are held in Uris
Hall during lunch hours and are also open to faculty, staff, and to the public by invitation. These events were

cosponsored by the student-run Japanese Business Association of Columbia Business School.

Economic Policies and Issues for the Abe Administration Resurgence of the Japanese Economy:
October 27, 2006 A Conversation with Takehiko Nakao

March 15, 2007
Takatoshi Ito

Professor, Faculty of Economics and Graduate School of Takehiko Nakao
Public Policy, The University of Tokyo; Member of the Minister (Finance Section), Embassy of Japan,
Council on Economic and Fiscal Policy (CEFP) under Washington, D.C.

Prime Minister Shinzo Abe

Hugh Patrick
Director, Center on Japanese Economy and Business,
Columbia Business School

David Weinstein
Carl S. Shoup Professor of the Japanese Economy,
Columbia University
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ASIAN INSTITUTE BROWN BAG SERIES

hroughout the year the Center collaborates with the Weatherhead East Asian Institute of Columbia to cosponsor

a number of luncheon seminars held at the School of International and Public Affairs. Those held during

2006-2007 include:

“Update on the Japanese Economy”

Shijuro Ogata

Former Deputy Governor of International Relations,
Bank of Japan

September 13, 2006

“Japan, China, South Korea, Taiwan, Hong Kong,
Vietnam, Singapore—A Survey of Mutual
Perceptions”

Akihiko Tanaka

Professor of International Politics, The University of Tokyo
October 25, 2006

“The New Big Challenges in East Asia”

Michael Green

Japan Chair, CSIS, and Former Senior Director for Asian
Affairs, National Security Council

November 1, 2006

“Lost in Transition: Dolls, Trainmen, and the Electric
City in Millennial Japan”

Susan Napier

Professor, Tufts University

April 5, 2007

Cosponsored by the Donald Keene Center of
Japanese Culture, Columbia University

Weatherhead Policy Forum

“Japan’s UN Diplomacy and Security Council
Reform”

Kenzo Oshima

Permanent Representative of Japan to the United Nations
April 4, 2007

Cosponsored by the Columbia Center on International
Organization
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Resources

LEADERSHIP AND STAFF

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, The
University of Tokyo, and University of Bombay. Professor
Patrick has been awarded Guggenheim and Fulbright fel-
lowships and the Ohira Prize. His professional publications
include sixteen books and some sixty 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,
coauthored and coedited with Takatoshi Ito and David
Weinstein, is Reviving Japan's Economy: Problems and
Prescriptions (MIT Press, 2005). Other books 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); and Asia's New
Giant-How the Japanese Economy Works (with Henry
Rosovsky).

Professor Patrick is actively involved in professional 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, 1979-1981. He is on the Board of

Directors of the U.S. Asia Pacific Council and is a member
of the Council on Foreign Relations. He was chairman of
the International Steering Committee for the conference
series on Pacific Trade and Development (PAFTAD)
between 1985 and 2005, having served on the
Committee since PAFTAD's inception in 1968. He was on
the Board of the Social Science Research Council,
1982-1988, and served as its chairman from 1985 to
1988. 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.

Alicia Ogawa is Associate Director for
Program Development of the Center
and Director of the Program on
Alternative Investments at the Center
on Japanese Economy and Business.
Until

Director at Lehman Brothers, where she was responsible

2006 she was Managing

for managing the firm's global equity research product.
One of her important responsibilities was implementation
of the so-called “Spitzer Settlement” at Lehman. Prior to
joining Lehman Brothers, Ms. Ogawa spent fifteen years in
Tokyo, where she was a top-rated bank analyst and
Director of Research for Nikko Salomon Smith Barney,
having managed the original Salomon Brothers Research
Department through three mergers. An authority on the
Japanese financial system, she was called to testify in
Congress and has published extensively in professional
journals in addition to equity research reports. Prior to

moving to Japan, she worked as a research assistant to the
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Japanese Ministry of International Trade and Industry on a
number of U.S.-Japan trade negotiations. She is on the
advisory board of the Japan Society Innovators’ Project
and is a frequent speaker on the topic of analyst conflict of
interests. Her current research focus is on developments
in the fixed income markets and the impact on Japanese
corporate governance of alternative investment funds.
She graduated from Barnard College and earned a mas-
affairs at Columbia

ter's degree in international

University's School of International and Public Affairs.

David Weinstein is Carl S. Shoup
Professor of the Japanese Economy
at Columbia. He is the Associate
Director for Research at the Center on

Japanese Economy and Business,

Research Associate and Director of
the Japan Project at the National Bureau of Economic
Research, and a member of the Council on Foreign
Relations. When on leave, Professor Weinstein was Senior
Economist at the Federal Reserve Bank of New York,
where he continues to serve as a consultant. Prior to
joining the Columbia faculty, Professor Weinstein was the
Sanford R. Robertson Associate Professor of Business
Administration at the School of Business Administration at
the University of Michigan and an Associate Professor of
Economics at Harvard University. He also served on the
Council of Economic Advisors from 1989 to 1990. 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 three National Science Foundation
grants, an Abe Fellowship, and a Japan Foundation
Fellowship.

Professor Weinstein is the author of numerous publications
and articles. His recent publications include “Globalization
and the Gains from Variety,” Quarterly Journal of
Economics; “Variety Growth and World Welfare,” American
Economic Review; “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; and “Happy News from
the Dismal Science: Reassessing Japan’s Fiscal Policy and

Sustainability," in Reviving Japan’'s Economy: Problems and

Prescriptions, which he co-edited with Takatoshi Ito and
Hugh Patrick.

Yvonne Thurman is Director for
Administration at the Center on
Japanese Economy and Business.
She joined the Center in 1999 and
was promoted to Associate Director
in 2004. She worked as a Center
program officer while pursuing graduate studies at

Columbia University's School of International and Public
Affairs with a concentration in International Finance and
Business and East Asian Studies. She received her Master
of International Affairs degree in 2002. Prior to coming to
Columbia, Ms. Thurman was at the Japan Society of New
York from 1998 to 1999, supporting the Vice President
and Director for Corporate Programs. From 1996 to
1998, she was Coordinator for International Programs at
the Central Office of the City University of New York and
managed a financial aid project that allowed more than one
hundred low-income household students to participate in
one of the University's fifty-two overseas study programs.
In 1994-1995 she taught English to high school
students and coordinated cultural exchange programs in
Kagoshima-ken, Japan, as a participant in the JET (Japan
Exchange and Teaching) Program. Ms. Thurman served as
President of the JET Alumni Association, New York
Chapter, from 1998 to 1999, and as Treasurer from 1997
to 1998. She received her B.A. from the City University of
New York.
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Tamaris Rivera, Jeffrey Lagomarsino, Emiko Mizumura

Officers

Matthew Brummer
Senior Financial Officer
B.S., Business Administration, Minor Economics,
Bucknell University
M.I.A. Candidate, School of International and Public Affairs,
Columbia University

Jeffrey Lagomarsino

Senior Research and Publications Officer

B.A., International Affairs, The George Washington
University

M.A. Candidate, Graduate School of Arts and Sciences,
Columbia University

Emiko Mizumura
Assistant Director for Programs
B.A., American and English Literature, Otsuma University

Jennifer Olayon

Program Officer

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

Tamaris Rivera
Administrative Officer
B.A., English, Wesleyan University

X "N

Front row (left to right): Yvonne Thurman, David Weinstein, Hugh Patrick, Alicia Ogawa. Back row (left to right): Matthew Brummer, Jennifer Olayon, Andy Wanning,

Andy Wanning
Senior Program Officer
B.A., Lafayette College

Japan Representative

Terumi Ohta
B.A., Tsukuba University

Interns

Derrick Bejasa
B.A. Candidate
Economics and Neuroscience, Columbia College

Elizabeth Ichniowski
B.A., Economics, Columbia College

Daniel Park

B.A., Political Science, University of California, San Diego
M.A., East Asian Studies

Graduate School of Arts and Sciences, Columbia University

Adriana Sein
B.A., Economics, Columbia University
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CORE FACULTY

Gerald L. Curtis is Burgess Glenn Hubbard was named Dean
of Columbia Business School on
July 1, 2004. A Columbia faculty

member since 1988, he is also the

Professor of Political Science at
Columbia University, concurrently
Visiting Professor at Waseda
University, and former Director of Russell L. Carson Professor of

Columbia's Weatherhead East Asian Finance and Economics. As a faculty

Institute. Professor Curtis is the member at Columbia University's

author of The Logic of Japanese Politics, Nihon No Seiji O Doo Graduate School of Arts and Sciences, he is professor of
Miru Ka (Comparative Perspectives on Japanese Politics), economics. Professor Hubbard received his B.A. and B.S.
based on a series of twelve half hour programs he pro- degrees summa cum laude from the University of Central
duced and narrated in Japanese for NHK television, and Florida, where he received the National Society of

numerous other books and articles written in both English Professional Engineers Award. He holds A.M. and Ph.D.
and Japanese and translated into Chinese, Korean, Thai, degrees in economics from Harvard University, where he
and other languages. He currently divides his time between received fellowships from the National Science Foundation
Columbia University and Tokyo, where he is active as a and the Alfred P. Sloan Foundation. He has been a visiting
columnist, speaker, writer, and consultant. Professor professor at Harvard's Kennedy School of Government and
Curtis has held appointments at the Royal Institute of Harvard Business School, as well as the University of
International Affairs, Chatham House, London; the College Chicago. Professor Hubbard also held the John M. Olin
de France, Paris; the Lee Kwan Yew School of Public Policy Fellowship at the National Bureau of Economic Research,
in Singapore; and in Tokyo at Keio and Tokyo University, the at which he remains affiliated with research programs in
Research Institute for Economy, Trade and Industry, the monetary economics, public economics, corporate
Graduate Research Institute for Policy Studies, and the finance, and industrial organization. Additionally, he is a
International Institute of Economic Studies. He has written visiting scholar at the American Enterprise Institute in
a syndicated monthly column for the Chunichi/Tokyo Washington and a member of the International Advisory
Shimbun since 1984. He also writes often for newspapers Board of the M.B.A. Program of Ben-Gurion University.
and magazines in Japan and abroad and is well known to After graduating from Harvard, Professor Hubbard began
Japanese television audiences as a frequent commentator his teaching career at Northwestern University. He moved
on Japanese politics and international relations. He is the to Columbia in 1988 and served as Senior Vice Dean of
recipient of numerous prizes and honors including the the Business School from 1994 to 1997 and Codirector
Chunichi Shimbun Special Achievement Award and the of the Entrepreneurship Program from 1998 to 2004. His
Masayoshi Ohira Memorial Prize. In 2001 he was awarded research spans tax policy, monetary economics, corporate
the distinguished Japan Foundation Award in a ceremony finance, and international finance. In addition to writing
held in the presence of the Crown Prince and Princess and more than one hundred scholarly articles in economics and
followed by an audience with the Emperor. In 2004 finance, Professor Hubbard is the author of two leading
Professor Curtis was awarded the Order of the Rising Sun, textbooks on money and financial markets and principles

Gold and Silver Star by the Emperor of Japan, one of the of economics, as well as coauthor of Healthy, Wealthy, and

highest honors bestowed by the Japanese government. Wise: Five Steps to a Better Health Care System. His com-
Professor Curtis is a member of the Trilateral Commission, mentaries appear frequently in Business Week, the Wall
the Council on Foreign Relations, and the board of direc- Street Journal, the New York Times, the Financial Times,
tors of the U.S.-Japan Foundation and serves as adviser to the Washington Post, Nikkei, and the Daily Yomiuri, as well
numerous public and private organizations in the United as on television (on PBS's Nightly Business Report) and
States and Japan. Professor Curtis received his Ph.D. radio (on NPR's Marketplace). In government, Professor
from Columbia University in 1969 and has been on the Hubbard served as deputy assistant secretary of the U.S.
Columbia University faculty since 1968. Treasury Department for Tax Policy from 1991 to 1993.
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He supervised administration efforts on revenue esti-

mates, tax reform, and health policy. From February 2001
until March 2003, he was chairman of the U.S. Council of
Economic Advisers under President George W. Bush. His
duties included advising the president on economic policy,
tax and budget policy, emerging market financial issues,
international finance, health care, and environmental policy.
He was the official responsible for dealing with Japanese
macroeconomic and monetary policymakers. While serving
as CEA chairman, he also chaired the Economic Policy
Committee of the OECD. In the corporate sector, he is cur-
rently a director of ADP, BlackRock Closed-End Funds,
Capmark Financial Corporation, Duke Realty, KKR
Financial Corporation, Met Life, and Ripplewood Holdings.
Professor Hubbard has also served on the advisory boards
of several organizations, including the Council on
Competitiveness, the American Council on Capital
Formation, Resources for the Future, the Tax Foundation,
and the Center for Addiction and Substance Abuse. He is a
trustee of Resources for the Future, the Economic Club of
New York, and the Fifth Avenue Presbyterian Church of
New York, and a member of the Big Apple District

Committee of the Boy Scouts of America.

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
concentration at SIPA and Codirector of Columbia's APEC

Study Center. 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. She serves on the faculty
of Columbia's Weatherhead East Asian Institute and the
Center on Japanese Economy and Business at Columbia
Business School. In December 2003 Professor Janow was
elected to serve as the North American Member of the
Appellate Body of the World Trade Organization (NTO) for
a four-year term. The Appellate Body hears final appeals

on issues of law and legal interpretation in international

trade disputes between countries that are members of the
WTO. 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, from 1989 to 1993,
Professor Janow served as the 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. She was responsible for
developing, coordinating, and implementing U.S. trade
policies and negotiating strategies towards Japan and
China. Prior to her tenure in government, she was an
Associate at Skadden, Arps, Slate, Meagher & Flom, spe-
cializing in corporate mergers and acquisitions. She is the
author of numerous articles and several books. Professor
Janow serves on the Board of Directors of the Japan
Society, NASDAQ Stock Market Inc., and two mutual
funds of the American Funds. Professor Janow received a
B.A. in Asian Studies from the University of Michigan and a
J.D. from Columbia Law School. She is fluent in Japanese.

Curtis J. Milhaupt is the Fuyo
Professor of Law and Director of the
Center for Japanese Legal Studies
at Columbia Law School, as well
as a member of the University's
Weatherhead East Asian Institute.

Professor Milhaupt is a leading
authority on the legal systems of East Asia, particularly
Japan, as well as comparative corporate law and gover-
nance. His other primary research interests include law
and economics, and law and development. In addition to
numerous scholarly articles, he has coauthored or edited
five books: Law and Capitalism: What Corporate Crises
Reveal about Legal Systems and Economic Development
Around the World (University of Chicago Press, forthcom-
ing, 2008); The Japanese Legal System: Cases, Codes,
and Commentary (Foundation Press, 20086); Economic

Organizations and Corporate Governance in Japan: The
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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
Japanese Law in Context: Readings in Society, the
Economy, and Politics (Harvard University Press, Asia
Center, 2001). From 2000 to 2002, Professor Milhaupt
directed a large comparative corporate governance proj-
ect sponsored by the Center for International Political
Economy. He served from 1997 to 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 unification. Professor
Milhaupt has been affiliated with numerous think tanks and
universities in Asia and Europe. Most recently, he was the
Paul Hastings Visiting Professor in Corporate and
Financial Law at Hong Kong University in spring 2007, and
will serve as the Erasmus Mundus Fellow in Law and
Economics at the University of Bologna in 2008. He has
also taught or researched at Tsinghua University in Beijing,
The University of Tokyo, the Institute for Monetary and
Economic Studies of the Bank of Japan, the Research
Institute of Economy, Trade and Industry, and the
University of Amsterdam. Prior to entering academia,
Professor Milhaupt practiced corporate law in New York
and Tokyo. 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 Government and International

Studies from the University of Notre Dame.

Joseph Stiglitz is University Pro-
fessor of Columbia University and
Chair of Columbia University's
Committee on Global Thought. He is
also the cofounder and Executive
Director of the Initiative for Policy
Dialogue at Columbia. In 2001, he
was awarded the Nobel Prize in Economics for his analyses

of markets with asymmetric information. A graduate of
Ambherst 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 forty who has made the most significant contribu-
tion to the field. He has taught at Princeton, Stanford, and

MIT and was the Drummond Professor and a fellow of All
Souls College, Oxford. Professor Stiglitz was a member of
the Council of Economic Advisers from 1993 to 1995,
during the Clinton administration, and served as CEA
chairman from 1995 to 1997. He then became Chief
Economist and Senior Vice President of the World Bank
from 1997 to 2000. Professor Stiglitz helped create a new
branch of economics, “The Economics of Information/
exploring the consequences of information asymmetries
and pioneering 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 monetary
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 interest in the economics of
R&D. His work has helped explain the circumstances in
which markets do not work well and how selective govern-
ment intervention can improve their performance.
Recognized around the world as a leading economic edu-
cator, he has written textbooks that have been translated
into more than a dozen languages. He founded one of the
leading economics journals, The Journal of Economic
Perspectives. His book Globalization and Its Discontents
(W. W. Norton, 2001) has been translated into thirty-five
languages and has sold more than one million copies
worldwide. Other recent books include The Roaring
Nineties (W. W. Norton), Towards a New Paradigm in
Monetary Economics (Cambridge University Press) with
Bruce Greenwald, and Fair Trade for All (Oxford University
Press), with Andrew Charlton. His newest book, Making
Globalization Work, was published by W. W. Norton and
Penguin/Allen Lane in September 2006.

Hugh Patrick and David Weinstein are also members of the

Center's core faculty; their profiles are on pages 23 and 24.
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VISITING FELLOWS

Katsunobu Hayashi
Mitsui Sumitomo
Insurance Co., Ltd.

John Houng
Kwansei Gakuin University

Fumiharu Mieno
Kobe University

Midori Munechika
Toyo University

Ryuchi Nakagawa

Kansai University

Joint Fellows with the

Weatherhead East Asian Institute of
Masatsune Okada Columbia University
Mitsubishi UFJ Trust &
Banking

Shihoko Fujisawa
The Sankei Shimbun

Hiroyuki Okamoto
Nihon University

Yasuaki Okita
Development Bank of Japan

Kazuhiko Takeda
Ministry of Finance

Hiroki Yamakawa
Ministry of Finance

Takumi Takeda
Meiji University

JaiLin Zhao
Reitaku University
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RESEARCH ASSOCIATES

he Center also benefits from ongoing collaboration with Japan specialists from institutions other than Columbia,

principally within the United States. Research Associates are invited to communicate their research through partici-

pation in Center projects, programs, and lecture events, and by contributing to the Center's Working Paper Series.

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

Schon Beechler
Executive Director
Corporate Education
Duke University

Lee Branstetter
Associate Professor of Economics and Public Policy
Carnegie Mellon 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
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
The University of Tokyo

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
Professor
Leonard N. Stern School of Business, New York University

Robert Myers
Vice President
Fairfield Resources International, Inc.

Terutomo Ozawa
Professor of Economics
Colorado State University
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Joseph Peek

Gatton Chair in International Banking and
Financial Economics

University of Kentucky

Adam S. Posen
Senior Fellow
Peterson 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

Ulrike Schaede

Associate Professor

Graduate School of International Relations and
Pacific Studies

University of California, San Diego

Professional Fellow appointment at the Center
recognizes former government officials and busi-
ness leaders who have had distinguished careers in

economics-related ministries or business corporations. This
position facilitates his or her ongoing involvement with CJEB

and its activities.

Shijuro Ogata is the former Deputy
Governor of the Japan Development
Bank and the former Deputy Governor
for International Relations of the Bank

of Japan. He also served as the Non-

Shijuro Ogata

executive Director of Barclays Bank,

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

PROFESSIONAL FELLOW

Fuji Xerox Co., Ltd. and Horiba Ltd., a member of the
International Advisory Council of JP Morgan Chase, adviser
to the Imperial Hotel, Tokyo, a member of the Advisory
Board of the New Perspective Fund, the Vice President of
the America-Japan Society, Inc., and a member of the
Asia-Pacific Advisory Committee of the New York Stock
Exchange, Inc. Currently, Mr. Ogata is the Deputy
Chairman of the Trilateral Commission and a member
emeritus of the Group of Thirty. He has an ongoing
appointment as a Professional Fellow of the Center on
Japanese Economy and Business. Mr. Ogata received his
B.A. from The University of Tokyo and received his M.A.
from the Fletcher School of Law and Diplomacy.
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INTERNATIONAL ADVISORY BOARD

T he International Advisory Board provides overall guidance for the Center. Members are distinguished leaders in the fields

of Japan-U.S. economic, business, and political relations.

Shinji Fukukawa
Senior Adviser

Yuzaburo Mogi
Chairman and CEO

Dentsu Inc. Kikkoman Corporation

Former Chairman and Chief Executive Officer J h G. Tompki
Dentsu Institute for Human Studies osepn . fompiins

) - President
Former Vice Minister

L . Saga Investment Co., Inc.
Japanese Ministry of International Trade and Industry 9
Akio Utsumi
Chairman

The Mitsubishi UFJ Trust and Banking Corporation

Robert S. Ingersoll
Former Ambassador to Japan, Former Undersecretary of
State, and Former Chairman, Japan Society, Inc.

N Y: hi
Susumu Kato oboru Yamaguchi

President and CEO
Sumitomo Corporation of America

Senior Executive Adviser

Fiduciary Services Research Center,
Nomura Securities Co., Ltd.

Yotaro Kobayashi

Chief Corporate Adviser

Fuji Xerox Co., Ltd.

FACULTY ADVISORY BOARD FOR THE

PROGRAM ON ALTERNATIVE INVESTMENTS

C JEB 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 Christopher J. Mayer

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

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

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

Associate Director for Research, Center on Japanese
Economy and Business
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Value Added to the Columbia Community

FACULTY EXCHANGE

Invitation Program for U.S. Business School Educators

Hugh Patrick and Charles Wolf Jr., Senior Economic
Adviser and Corporate Fellow in International Economics
of the RAND Corporation, are responsible for selecting
faculty from Columbia and other top-tier academic institu-
tions to participate in the Invitation Program for U.S.
Business School Educators, a one-week program in Japan
organized and financed by the Keizai Koho Center (KKC),
an arm of Nippon Keidanren. KKC arranges a week of
meetings and visits in Japan with corporate executives,
scholars, government officials, and politicians, with the
intent of promoting understanding of the Japanese economy,
corporations, and management methods.

Student Associations

This year the Center collaborated with and supported the
School’s student-run groups, including the Japan Business
Association (JBA), the Asian Business Association (ABA),
and the Black Business Student Association (BBSA), to
enhance the student experience at Columbia Business
School (see listings of cosponsored events on pages
20-21).

As it does every year, CJEB cosponsored the Chazen
International Study Tour to Japan, organized by the JBA
and the Jerome A. Chazen Institute of International
Business, March 3-13, 2007. A group of 40 Columbia
Business School students traveled to Japan for a week to

The annual spring group was in Tokyo from June 4-8,
2007. It culminated in a symposium at Keidanren on the
final afternoon by the program participants. Amir Ziv, Vice
Dean and Professor of Accounting, was the participant
from Columbia Business School. The other participants
were Frederick D.S. Choi, Distinguished Service Professor
of Business, Stern School of Business, New York
University; Dawn Lacobucci, John J. Pomerantz Professor
in Marketing, Wharton School, University of Pennsylvania;
Roberto Rigobon, Associate Professor, MIT Sloan School
of Management; and Victor Stango, Associate Professor
of Economics, Tuck School of Business, Dartmouth
College. The theme of the symposium was “New
Challenges for the Japanese Economy.”

ENHANCING THE M.B.A. EXPERIENCE

witness the country through a variety of perspectives and
experiences. The trip included stays in the cities of Kyoto
and Tokyo. The itinerary mixed tours of a cross-section of
Japanese corporations, including Kyosera Corporation,
Panasonic (Matsushita Electric Industrial Co., Ltd.), and
Toyota Motor Corporation, with a number of educational
and cultural excursions such as a kaiseki traditional dinner
with maiko and the Tsukiji fish market. The trip was also
highlighted by a reception and panel discussion organized
by the Columbia Business School Alumni Club of Japan.
The Chazen Japan trip has been bringing students to
Japan for more than fifteen years. Since 1989, CJEB has
been an intellectual and financial contributor to the study
tour.
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Fellowship and Scholarship Programs

The Center on Japanese Economy and Business provides
selected fellowship support for outstanding student
research and participation in academic programs related
to Japanese economic and business fields.

The Sumitomo Fellowship Program was established by the
Center as part of an initial operating grant from Sumitomo
Corporation of America. The program provides support to
recent Ph.D’s and Ph.D. candidates 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 partici-
pate in Center programs.

The Center annually conducts a University-wide competi-
tion on behalf of the Mitsubishi UFJ Trust Scholarship and
nominates one Columbia University student to receive
tuition and living expenses for a one-year program of
graduate study in Japan. The scholarship recipient for
2006-2008 was Omar Yusef Baker.

This year, the Center inaugurated its CJEB Graduate
Student Fellows Program. Each semester two M.B.A. or
Ph.D. students are selected to serve as rapporteurs at
Center events and assist CJEB in expanding its outreach to
more student groups. They are given the opportunity to meet
with the Center's high profile speakers and conduct inter-

he Center maintains a small working collection of

hard-copy materials on the Japanese and Asia-

Pacific economies, including statistical resources,
academic journals, and periodicals. The Center also con-
tinues to develop its databank on the Japanese economy,
with emphasis on financial markets, under the direction of
Professor David Weinstein. The databank is a compilation
of statistical resources for faculty members and students
conducting relevant research. It includes time-series and
cross-section data on financial markets, institutions, and
the macroeconomy from sources including Nikkei NEEDS
(Nikkei Economic Electronic Databank System), an online

Japan Business Association members at CJEB's Twentieth Anniversary
Conference

views for publication on the CJEB Web site and in the School
newspaper, The Bottom Line.

Graduate Student Conference on East Asia

CJEB continued its annual support of the Graduate Student
Conference on East Asia, which provides a forum at Columbia
for graduate students from various institutions and diverse
disciplines to share ideas and to discuss work in progress with
their peers. This interdisciplinary conference offers a glimpse
of the future of research in East Asian Studies and accepts
applications from graduate students engaged in research on
topics of East Asian history, economics, business, political
science, literature, art history, and religion.

news and data retrieval system that provides essential
corporate and economic data as well as leading newspaper
and journal articles on Japanese and other Asia-Pacific
economies.

The Center makes available to Columbia students, faculty,
and other affiliates Nikkei NEEDS Financial Quest, in
English and Japanese, and Nikkei Telecom 21, which
provides convenient access to most services from round-
the-clock news to corporate data on all Japanese listed
and OTC companies.
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Exchange of Ideas

NBER Japan Project

The Center on Japanese Business and Economy has joined
in cosponsoring the National Bureau of Economic
Research (NBER) Japan Project, of which David Weinstein
is cochair with Anil Kashyap. The annual meeting was held
in Tokyo, Japan, June 26-27, 2007. The meeting had ten
sessions in which contemporary scholarship and issues
related to the Japanese economy were discussed. Alicia
Ogawa organized the panel session on private equity. The

program was as follows:

Session I:
Paper: “The Industry Origins of the U.S.-Japan
Productivity Gap”
Authors: Dale Jorgenson, Harvard University; and Koji
Nomura, Keio University
Discussant: James Harrigan, Federal Reserve Bank of
New York and NBER

Session |l

Paper: “Revisiting the Level Playing Field: Domestic
and International Implications of the Divergences in
Japanese Bank Capital Requirements from the
Basel Accord”

Authors: Linda Allen and Suparna Chakraborty, City
University of New York

Discussant: Joe Peek, University of Kentucky

Session llI:

Paper: "A New Approach to Measuring Competition in
the Loan Markets of the Euro Area”

Authors: Jacob Bikker, De Nederlandsche Bank;
Christoffer Kok-Sorensen, European Central Bank;
Michiel van Leuvensteijn, CPB Netherlands Bureau
for Economic Policy Analysis; and Adrian van Rixtel,
Banco de Espafia

Discussant: Guy Debelle, Reserve Bank of Australia

Session IV:
Luncheon Speech
Speaker: Naohiro Yashiro, International Christian
University and Prime Minister's Council on
Economic and Fiscal Policy

Session V:

Paper: “Distortions in Resource Allocation and Bank
Lending: The Malfunction of Financial
Intermediation”

Authors: Akira Otani, Shigenori Shiratsuka; and
Takeshi Yamada, Bank of Japan

Discussant: Nobuhiro Kiyotaki, Princeton University
and NBER

Session VI:

Paper: “Evaluating Foreign Exchange Market
Intervention: Self-Selection, Counterfactuals, and
Average Treatment Effects”

Authors: Rasmus Fatum, University of Alberta; and
Michael Hutchison, UC, Santa Cruz

Discussant: Kathryn Dominguez, University of Michigan
and NBER Panel on Private Equity in Japan

Session VII:

Panel discussion on Private Equity in Japan

Panelists: Steven Davis, University of Chicago and
NBER; Nobuo Matsuki, MKS Consulting; Alicia
Ogawa, Center on Japanese Economy and
Business, Columbia Business School; Taisuke
Sasanuma, Advantage Partners; and Yo Takeuchi,
Development Bank of Japan

Session VIII:
Paper: “The Response of Firms to Eligibility Thresholds:
Evidence from the Japanese Value-Added Tax”
Author: Kazuki Onji, Australian National University
Discussant: Mihir Desai, Harvard University and NBER
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Session IX:
Paper: “Distributive Consequences of Unequal
Participation”
Authors: Yusaku Horiuchi, Australian National
University; and Jun Saito, Wesleyan University
Discussant: Matthew Gentzkow, University of Chicago
and NBER

Session X:
Paper: “The Great Intervention and Massive Money
Injection: The Japanese Experience 2003-2004"
Authors: Tsutomu Watanabe, Hitotsubashi University;
and Tomoyoshi Yabu, Bank of Japan
Discussant: John Leahy, New York University and NBER

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. With mem-
bership of close to one hundred, it is an interuniversity
forum for faculty and advanced graduate students to dis-
cuss ongoing research in preliminary form by specialists on
the Japanese economy. The Center on Japanese Economy
and Business, the Weatherhead East Asian Institute of
Columbia University, and The 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 2006-2007:

September 8, 2006, at Columbia University:
“Firm Dynamics, Bankruptcy Laws, and Total Factor
Productivity”
Hajime Tomura, Bank of Canada

“A Re-examination of the Exchange Rate Disconnect
Puzzle”
Robert Dekle, University of Southern California

November 10, 2006, at The George Washington University:
“A Tale of Two Countries: Fiscal Multipliers and Policy
coordination”

Gauti Eggertsson, Federal Reserve Bank of New York
“U.S. Current Account Debate: With Japan Then, with
China Now"

Hiro Ito, Portland State University

February 16, 2007, at Columbia University
“Political Determinants of Government Loans in Japan”
Masami Imai, Wesleyan University

“Deferred Compensation: Evidence from Employer-
Employee Matched Data from Japan”
Ryo Kambayashi, Hitotsubashi University

April 6, 2007, at The George Washington University
“Capital Investments and Rates of Return”
Arthur Alexander, Georgetown University
“On Testing the Law of Comparative Advantage”
Kozo Kiyota, University of Michigan

U.S.-Japan Discussion Group

The U.S.-Japan Discussion Group is organized as a series
of informal meetings among a small group of invited 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 2006-2007 academic year,
the discussions were led by Hugh Patrick and Susumu
Kato, 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, David Weinstein, and Alicia
Ogawa of CJEB, along with Tadashi Nunami (Bank of
Japan), Frances Rosenbluth (Yale University), Patricia
Kuwayama (JP Morgan Chase Bank), Jennifer Dwyer
(Hunter College, CUNY), Richard Katz (The Oriental
Economist Report), James Harrigan and Mike Woodford

(Columbia University).

Student Visit to CJEB: Winners of Financial and
Economics Competition

Merrill Lynch Japan requested the Center to host a
student visit on March 29, 2007. Alicia Ogawa, Director of
the Program on Alternative Investments, welcomed the
student group. These four students were winners of a
financial and economics competition in Japan, which was
hosted by the Association for the Promotion of Financial
Literacy. Merrill Lynch Japan was one of the sponsors of
the competition. The visit included a luncheon discussion
with members of the Japan Business Association who
attested to the value of studying abroad at a leading

U.S. business school.
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Financial Support

Corporate Sponsorship Program

The Corporate Sponsorship Program has been instrumental
in expanding CJEB activities and guaranteeing financial
support for them over the long term. Specific funding for the
Program on Alternative Investments is also deeply appreci-
ated. Sponsors for the year 2006-2007 are as follows:

Lead Corporate Sponsor
(81.00,000+ annually)
Sumitomo Corporation of America

Major Corporate Sponsors
825,000+ annually)
Kikkoman Corporation
Saga Investment Co., Inc.
Takata Corporation
Tsuchiya Co., Ltd.

Corporate Sponsors

810,000+ annually)

AFLAC

Caxton Associates, LLC

Fuji Xerox Co., Ltd.

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

Mitsubishi International Corporation

Mitsubishi UFJ Trust and Banking Corporation

Mitsui Sumitomo Insurance Company

Mitsui USA Foundation

Mori Building

Pacific Investment Management Company LLC (PIMCO)

Shin Nihon Ernst and Young

The Tokyo Electric Power Company, Inc.

Yaskawa Electric Corporation

Individual Sponsors
($10,000-224,999)

Robert Alan Feldman
Shigeru Masuda, M.B.A. 74

Friends of the Center

(up to $9,999)

Hugh Patrick

Sumitomo Chemical Corporation
Mr. and Mrs. John Davey

Sponsorship of the
Program on Alternative Investments

Lead Corporate Sponsors
(81.00,000+ annually)

Daido Life Insurance Company
Nomura Holdings, Inc.

Corporate Sponsors
850,000+ annually)
Advantage Partners, LLP
SPARX Group

Foundation Support

Toshiba International Foundation
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In Memoriam

ith deep respect and appreciation, the Center on Japanese Economy and Business pays special tribute to Gary

Saxonhouse and Eleanor Hadley, each of whom contributed so much to the study of the Japanese economy.

Gary Saxonhouse, Professor of Economics at the University of Michigan, passed away November
30, 2006, in Seattle, Washington. He was 63. A leading scholar on the Japanese economy, he pub-
lished widely on Japanese topics involving international trade, economic history, law and economics,
and economic development. He was a senior leader in the field and a research associate of the
Center from its inception.

Professor Saxonhouse received his bachelor's and doctoral degrees from Yale University and in
1970 began his academic career at the University of Michigan. At the time of his death, he was
writing papers on “The Integration of Giants into the Global Economy” and “Good Deflation/

Bad Deflation and Japanese Economic Recovery!”

Professor Saxonhouse received many honors for his work, including fellowships from the
Guggenheim Foundation, the National Endowment for the Humanities, the Center for Advanced
Study in the Behavioral Sciences, and the Institute for Advanced Studly.

During the 1980s, Professor Saxonhouse published a series of careful econometric studies docu-
menting how Japan’s trade patterns could be explained by conventional trade theory and were not
due to protectionist policies. Colleagues say these studies became a central piece of evidence for
policymakers seeking to resist protectionist pressures in the face of rising imports from Japan.
Professor Saxonhouse put these ideas into practice, serving as a senior staff economist at the
Council of Economic Advisers and as a consultant, at one time or another, to the U.S. Departments
of Commerce, State, Transportation, and Treasury. He testified on numerous occasions before
Congressional committees and served on several Congressional advisory panels. He was a member
of the American advisory board of the Japan Foundation, the academic advisory committee of the
Policy Research Institute in the Ministry of Finance, and the advisory board of the University of Tokyo
Center for International Research on the Japanese Economy (CIRJE).

Professor Saxonhouse trained many of today’s American economists who focus on Japan. He also
schooled many elite members of Japan's civil service, who would spend a year at the University of

Michigan, away from their high-profile careers, to study with him.
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Dr. Eleanor Hadley passed away on June 1, 2007, in Seattle, Washington. She was 90 years old.
She was one of the earliest specialists on the Japanese economy and played a major role during the
U.S. Occupation in the development of antitrust and zaibatsu dissolution policies. She was an active
participant in the interuniversity Japan Economic Seminars (JES) and arranged for them to meet
regularly in Washington.

In 2003, she wrote the book Memoir of a Trustbuster, together with Dr. Patricia Hagan Kuwayama,
which was published by the University of Hawaii Press. Her project was supported by the Center;
she received particular encouragement from Robert Feldman, Patricia Kuwayama, and Hugh Patrick,

all of whom had known her well as fellow members of JES (see page 36).

Dr. Hadley's was a remarkable life history. Before writing Memoir, she rarely talked of her experi-
ences as an American woman of 31, tasked with democratizing the economy of early post-World
War Il Japan. She studied in Japan before World War |l and served as an economist at the State
Department before going to Japan during the Occupation to implement U.S. antitrust policy.
Dr. Hadley returned to Radcliffe College in 1947 to complete her Ph.D. She planned to join the newly
created Central Intelligence Agency, but the CIA job offer—and her security clearance—was myste-
riously withdrawn. She did not learn until years later that she had been secretly labeled a Communist
while in Japan and was blacklisted during the McCarthy era. She successfully fought a sixteen-year
battle to clear her name. After completing her Ph.D., she taught at Smith College for some years.

She then returned to government service in Washington.

Working for the U.S. Tariff Commission (now the International Trade Commission) and then as the
senior economist at the General Accounting Office, she was also a professor at The George
Washington University. She returned to Seattle after her retirement in 1984. In 1986, she received
Japan's Order of the Sacred Treasure for meritorious service.
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BLTWLW AL 2ETHESN ERL TGN, EF. 2007 FEFHICE BIRENABEHABOHLT
MNMITHEL Iz, BT, @FARBITED, FEMIT, BEFI7UAAVININOAHTHMNEL, E5IZ
(. AEOHFMALEMBEON KR T T 5IEHE. REENTHH THAZEN RO INEE
BBOXRELEREL>TIVS, 7TRDSBIRRRECRTIHREDBRICKY. SEOBEBROTHE
EEMNELTIVS,

ZD8FITHEI - HAMNGERIER SULRBOXREL. ERMBRFE CRELTRELEELD
Ltze XEDUAF—LEMEEICHTIHRDTIAR—Ur—[EHHEBHDGND, SRITIG ISR
RICBREICHUOV TS, BRADERABLRIL TV S, BRI XEUFEIIAS T, HEv)
— FL—FOEEEREDIE HERNERE~DOEBOBED1DTHA, FME FSIIBELEND.
ATIZx T BEEA T ORABIAGSNDLIZ oM, ERTBIERBEEEFRYRET EFELTL S, &1
WA KIBEMAEANFGT AARMIL. WELBANEE T SRELFELL->TSE,

LAL. BREEEBEIEICFEEL. ZLTEAREBICENLERRL TE 2, TOR—RAEFERIFAXK
BEOEDITHLELTH, BARWGHBEZRRT H5AROEEHICEL. A5 SHEIRARITRER
LT3,

RIEDBARDBEFKR. BERREADTLONH . RIESHORFBER, v VOREBER. £ED
DARS-avkO—)L-ANFUR EERFEOBER. ICEATHERZLUTIZHEAS,
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BLDREFRR

2006 &£ GDP LR E(E 2.2% 11, BELWERERAGWAILIREGHF T, 1FROIV YR F
18(25%) (T TEISEREGH>TND, EREEHRITRENRRICEST-A . E4MFERICFEREF
HEE 54%ENIBIMERERAER Lz, 2007 FOFE1EF L, 33%LNIBVHFLLH>TVD,
LA, B2 B R E T RIBICT R L=,

2002 EDOMIBLUR. REFZOXUHS EREKRELHEICSOHON TS, BWITEANHENKTE
BERZLEHFIRTO A BAEEOERBURIIHTH 1.3%T. GDP ICHITAEAHEDLL
FHRTEHRITTCVD, CRITESOBUNEREICDLGENIEERBLEZLDTH D, ERGEUTO
BARFOEIRMEIN A EIZRY BEZDBUIEEE 05%IIFHSh TS,

2006 FDFHEBRIE. TR LUATLYBEL T, REZRBIRE (BUE15% ., BEEZQBUITHTLHF
B 1% 50%) EEH (U 9.6%. fMEH THREZOMUD 36%) [CESISNDHLDEo1. BAEE
DHEVEESHENOHTH 08% (REED 23%)I12EEF oz, KR XHIEEIEHEETFTOVAFRE
ET. 2 BEORLHIIBREEBEIHOOT AEEMAE LB >TLV S, BRAEHERREITEOH
([ZHEAL. BRI AU D FBEEEEFER2%OFEBUERLHFL -,

2007 EQHEEHICHENEHLIZCEETRHHIEZN BRT 2. TOEELT. RENAVEL
Y, REFRET, MIYTRKETHD. 8A 13 BITHFRINT- 2007 F4~6 A HD GDP =R (1 XEHR)
TlE RERIIER 5% L. PPFRETELIAFELL->TND, REIEEILHEL-AEREBUE
(X 56%&BHESERE. BAAEETER 1 4% THURITTOS—A T, Mg B ED, BRFREL
RAFRELEHTWDS, BEVBREESZL(EIMERLHEEFRININ, ThISEERREEOGR
BE{CBEGTVERIER TS,

2007 F£ D GDP R ERICEHT 2 EMAFFTEIL 22~24% (F 15 2.3%) T, 2008 FELIFIFXRLKEIC
EEFHTWD, WThi, BARITNSENDLIBIZHLTZ 2008 FEDEREFIE(2.1%) R U1 ERI

DOFREPVLEHS>TLNS, FETIE, REBRELHENEEL. ANEES OO LEEITEY, BUF
DEABFRFOREDEOOREICHELIERLN TS,

EHFEDANSFFEDSHH 00%H . FBMEN-L5ELDTHSH, EEREIBIEVLHIED. ERAIZ
HEMNEMT S, T, FIRHRORBENMEZIRD. 2007 FOWERBEMTOHEBUE
(16%)DENZEEDHHRAHATZ, EFIEEBDIFERIZEY  I5I207% D LR EAFENLA. Hi g
(£ 03%DYAFTRAERLLE>TD, LLLHEFEEBYIZ, 2007 FO RS FRGH2%EML . 2008 &F
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[CIFELICEMEUEZERL ., LML RETEMNIREDEVNEZEEZ EFSELTRIE TholdE
NHBERUY GDP ORREICESTRWEEGATZAD,

TAERT 7L

HADAABEDOKAD>LELBEGRE IFRAGRERROBRERMICTH-A1RELETIL
NHAHAEDLEOTNDIETH D, HFETEAFEL. T2EAMNEOVTL. BF2ATIIEZ LR
FRoNT EANHEBEFL BIEETIVEEELLTHROTW D, YMiliICEET oM —DRUGE
. EEMEORBTERBGTEN. 2000 FRFIFICIIOERETDA 2L, LML, i8R @
RIS Z (TR E DL LTI T LD,

MFENTEEEZEL. EREISHETIHECOVT. BELRELOBRIHEOLTLD, BEL. Y
MOREDREICIE. EIZa7HEEMEIEHR Q7 CPD ARV SIS, BATIE, CPI DR EIEHA
SEICEHOHRLOEMBIEERSILIZEDON. 27 CPILERINTIVS, HARIT(Bod) (&, 2006 £
MELUE. BDOREETT CPINO~2%DMRIHHIEEFEL TS, CHIEKBIRFED)E LU
R ch 2 $R4T (ECB) D EZR LY LI 1%KL,

A7 CRIZEANATRTHEWERRBITIEIERTOMN. EED. ZLOBEEZEHIBEREEIZT
%,37 CPI D LA /NAT7RGIZEE T 2R D FEEITHI 05% THH, 27 CPIE, 2006 F[Z 0.19%7=1F
ERL. 2007 EQOFIFICIEHTDICTAFREGE DT, 2007 EBETIIEREMICO%EFEREIND,
2008 ENFEMELIEFITE, BAREITIZ05%. 2007 F8ADFTa/IRMETESPIDAETIZ04%
Lo TS, DFEY. TILDIEKIL, 2008 EDOH A ETIERBLAWL LTS,

MOBBETAEYR DAV RBAEDYRF Y- TAF L, 2. CPI DAIEH K UIEICERBERIC
M3 2R RIN ST HODERIZLDE. BADIT CPIOHFHECIE, fEREZSN TV &Y
FREGLEANATRADH D, DFY. TILDOREFHEHIT SN TLDIYVRENILITHD, LI,
KEARBLTWS, KYEENGHST A EZZAROT R TEIHAHIEITEY  HAD CPHEXKE
D CPHIEARTHI08%D EANAT AN DD, EFERMAT =, Sl WnITidE RKED CPLEIRIC
10%DEANATANHDHERBEON TS, THhE, AAOEDAEFHEH EFARITIE, 1.8%
DLEHFNAT AN >TUINSI&IZ7: 5 (Broda and Weinstein, “Defining Price Stability in Japan: A
View from America”, Center Working Paper 252, June 2007) . BA$: . thD Z<DE 2 EFEHE. T—2UR
BIIRHSBESZEVETTELT . HITHEVEREZHF DM ZE DHA DL, CPIDHET D=1,
KEFBERDI0BEOEEZHEALTLD,
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BARRITEELH. BADOEIIELIZTILNESIOEDOYDDHAHEEZRDHEICES>T, ThldFE
LEWNEET, LAL. CHIZFEBEIC, 8 GDP. £ EM (FHLEEMELBEREFEORA) BIUE
BEESMN, 2O EIVBEOCRATRITEMLTWS, WD TETEH D, oLt BAD GDP
TIOL—3—IZE T AENHEXEDOIAR (F CPI &IFREDAETHITENTEY ., 37 CPILEYEY A
FRENRELGH>TNDT ., EDEERRITIEMLTLASD [TDVWTIERBTH D, LLEIE T
BT ILAMRCP T ONMIL T ERALEREBE LB FRREMNAIREL LTV DA, 1&£L0V3,
BERLEDEEZGEMEIERL TV,

RIELET LA 4 2002 ELUXDBERRIC. FYRSELGEEZEEEZILGMN>T=OMNEIEMNTEL,
REREICHT D RZNGEZE LG MO ETIEEENH TV S, BEFICELY . BEHRE
FBEZITESD I BEERIFICRNEEDOREEZELEHERATHLH o2, 2002 FLUEEDRFRE
[THEVE A RO ZOMORRILAKIBIZIEML TWSICEA N hoT . 8o EIBGTILEEAIC,
KRS DHECZTOMOBFZHEZEIRT 5N BUEMICTRETH >z, SBIZIE, TILIZKY
2004 EDQRMESHEDOEOTIREUNBENLSIELTHEY ., TIVICEARADERIIRANICHE
WTHOMELNAL,

BEBREAVILOSE

2002 FELIED BAZEOILKIE, BIELTILEHES>TVDRT, {EROBRBENLINITKT B,
IOLINA DU GERRIOEBHEL TEESELRRENMITHOATVEN . TDETHEMZLDT
Hb,

ERIEABMICHBLEN, BEEEBEICAN>TWD, FBHIEGIERBIFEL, BFITKDTY
Uk Fro Tt bHELZ UL, PO b Foo T L BEREES IR EEETH L. T
ER. B2 Wl CEHEZIVERLTLS, BIELOHCPIO, SR LA AHB OMUBA L, HE
NEBRNFELEEITEREINTUOGENLIEEREL TS,

1990 FRZBL THRFINFFFEFEITE BRI T A2YEE O OICEREBEIEERZo1 L
MLEEEORE LICE>TREEEIEDOIHIA ATRELRY | IRIETITEFEEOR LA B FINED M
[CEMN->TUD, 2002 FLUE, HEBEESEIEEM2%OBUERIT TS, ZhIZRL, 1991~2001 5
DF(F 1.5%T=oF=, BAFEIANE 2006 FLETEH(T. 2007 FFTFICIEFE2%FHT ML
BAHX—ZXTH Tz, EEDBERZLEELERTEH AN £AERR LOFTRIHBIENGER
EELHEELTLVS,
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EERREACILDDBEIZHRBATHIEREL T, CCTRARAT LD, FETHEOEEDE
BTHA. WOMRTIEL. FEHHBICH T LIRRBGBEEBRNTHELY  BEARREAVTILDS
BEELSERIES BB F IO TS,

EREEE

REFEN 1998 F2 A LLERIBEKEICHAICEM N DOOT  BRFL2ADEL RLHE5RE MMEZT
WELDIFEETHL, TNETHN REBSBULOB XS THREMB SRR UITEEREIL.
2003 LU, 97hH5 2002 FLIBEO SR EEIZ OV T, EEMAEEVIKENTLITL S, REH
#8814 2006 FITH T H 0.3%EMLIz# . 2007 FOFETEFEICTIE 0.7% L. RE2MFHIZL
BUREADL,

2006 FEROERES LR ET. KEEH 1.79%., h/PEEA 1.47% o7, LHL., AR HEK
2 ER ORERHEISVTHELLZEZ LRIBEHEATATRATHSH GE5HREDREICEVT, ¥
BRENPBAIVIRZLLEEEHDDSSILEHTOSETER. FUIFINREZEBEE THLH L
STLEDLYLGL, Ef2EIOR—FRIE5IERMERSHRBEORELLETHEOTHEY FICKEET
ZFOIERMNIEL, KEZED 2007 EEDR—FRI(E 30 LREL. ERE S5 ED LR LGSz, SEENFH
BlE SO R—F RIZEYERBOEBMER S VST TLS, PR EDR—F R
23%DIET EG-TLVS,

BRERZOHEBFDIGSIE 2006 FITHPLERLEZN, KRERICIE 2003 FLEZETH D, TYFM
BOERNECELREOHBIRBEICBVTL KEEOHEFR I LRLTOEL, FIEFDOHE
ERENNIE. ENFIRORERREERICEVTERBIEMT LI L2455, KEETE
50 EA\D 54 MOHENFARBEONSBEDMREELFTTND, IOL-EEE, FETBOIFEGEE 2T
T.ZDORIGKRELTEARREILALTLS,

BEKENERELTVDELERE. FBABROELTHS, COEIZEEIZ2ODEATELH S,
FEUBRKEMED ZHHE NS~ MALHB REHBE. DI LODREERADERE
LORB E2IT. BEEFHELEFTEBELOANBATHS, ELKEDSIETIF I, PRBFFE
B BF DA DT o1z, REF . EETIROBM S BEROE2EDOR—FXEHIBLI-A . — & D
BINERE . BRFHEICNT HRMLIYREEOKEISHIFL -,

2006 FIZHITHRBAEDFHE A AL 6,660 5FADIE 6,370 EAMEFTLT UMz, 15 NS 64 FEET
DFEBARG, —BETLI. 2004 FLIEIE 604%IZF-NTWD, FEAEDBARAIIHEERS
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ELTHHL. BEXBLFNFBEORMFERLDIE G BIEGHLERLFD LRI IR
TEIE 143% &2 TN, BFAF BRI 2006 (2 0.4%IEBML . SHEERB DL 1.4%EmLT=,

REREBEBDIETILIALDOEHEDLERIETHARE ., FEIL 67%EL2TND, TDM 33% DS
5 HBAD2HN—FEAA LFBHET. RUNERERE. 2HNHE . AMRESHMODIREREE
BoTWG, FEHBEF, ERHESIYERHAVBES IR BAIEELDEC ERVFRETH D,
I5L=FEmEDOES L, 1990 ML XIRIZEEMLTL S,

ZHOWEREDH>LF UL (528%) 1. T ZALDEHBELTHFHLTLVGEL, ZDIFEALE
. LB REL N~ IALFBITRELTND, BHEORERBEDSL657 D 1LLLE(17.9%) A%,
TLFALDEHBELTOMFINTECUVGWD, ROFEHBFIEFERUVEHBIZE>TW A,

KEBLRLGEIND 280 FADIEMNIZ, 480 BA BRI 350 HA) D, TERIEMFILIZVDEWSE
BERBLTNAD, 25 5 BETH, - RELVOSEMNGH L OREIT—ELEEMN H-RBAL
CRETHBOLDEICHCENRVEREEDONS, SHOBFBOERNEAHENZEMN BE 15
FERUEICh @ FEFNLo L FUBHEMMN DBFNCHEETH L,

AMRESHLFRAMOBRICEFT L, MEOREHBEIHMHOERBLLTEDL. HEEHEE
DEHERA LIEEDE{LIEO>TVSILIE. BVETHD, FBNELTO LA HFEHR LTS
EDHIL, 2004 FM5 2006 FITMFT S0 BABDLTEY., CTITLHBHHEOFEARLON D, L
MNLEHBDIGZELEFR. REE . BRERE. \—FMALFBERESTLARYZL TN
EBONER[TNH T HERICTE-TND,

BARBEN2%LULDOREEHTHEVSREDHE, FETHOIFEESELHEZSS, EHEN
SIEEHEANDOBITO}EELFEY. CLAEHBOLEENRRICRELFTHAIEELH L5,

LML FER . FBEEOSFYERITTINIMLDOEHBEDOLENSEY. COBTIEIFHEBHE
BDEICKDEEN LGS, HAVIBETEOEEN TWALLTL. EEEBELEEEDESF
BOANBZEVHGSHIEETOEZE(E. DadEL 20010 FETIRERELZAD, /AEMNS 2010 FFXT
(2,49 360 BADBHMN BEMRELZ 60 RTEFERBEUZH, TOEIERERLBEHRIT. L
FLIFRCHEBICEEFLHN, B2, BHELE. FHEEITHAD TS, 60 RULOAODSE, ZOES
ICHEEMEEE THEREDIENSENITRLIFE. COSMIEETOEETIYREGECTHA
3o

EREEOCESHIEOECVERE, —80E. BERE. =AY — D=3 — HbHLEart
A—A—-TOY ST ERBIRAERIFE LV S BB OB LEZEOEIZLDENTHD, L
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ML, FDIFEAEL. 1990 EROBERERES. BEHR. 5EHHTSHSOBLOEN T, BELTLNK
TNEALDERBZFIFEMETHI. ELITEROAHAELELLEEDTH S,

THARFLOEHRSN

FEHOEFRICATHIEENELE. AREROEERBEEZ DL, EARMLGTYER RER
EM#%E) NS BRMETRIBICLER T AHILEHRNEAS, CORIOFEF LOEKREVNEIREN, HE
WAL T HFELYOIRADEMAMIFIE N, BATEDBMATICERDORIELREIZES
HolE. SEBER. BAHEOBURIREELZLDIZNA1255, GDP [THHAEANEEDLEL
ETEHITH BRIETBRFEFRRELVSHEBICET T A8 +7H 5.

E2LENEEOBUNRIETHLHEVSZLE BERRMHEOCTEEARTIIAUIVEANREL
BN ELDIEEERT D, CNIFRKEFI2IRFDER TH S, ZIR. O F)A Tl CPI OKIE
HERIFE LA SE N ST2ELTEMENRELTER T AL D ORTRICEZET HIEEICLE
F5EBS3. ZOLUPIIHDERICEDET1~2%TH D, BIELTILH HEYDRHITH > TH
W9 HETREIE T B H D,

CNITHEVTIISERLENEEZHS,8 A 24 BEFR T, 10 0 B XEE (VGB) DFIEIY (F 1.60%.
20 BP0 BXREEROFIEIYIL 2.07%71=>1-, 10 EYO BAREFELMED 10 EYOEFZLEOFIEYE
EMN, DLEEL2% L EOFETHRBERITTVDEILIE. EOIEEWE>T LD, FATIE, £RK
FIZFoTHRADEHEENEFTH/NILTEH /O—/ ULERTBN—HBHNICTELTE BRNLOD
BARRHELEFRYESGOERDONS, AFxv!)—-F—FEIBUELETZ5). A 8RITHEI-
F- it REAE AUEN. BFET7UF AV AN X DHHEN ER T HKERLDETCOAGEELHT L
EROTWVEW 112 HORREDTHEEREESIELERTHS, COHEESHLIE. FAIZFHEL
ANBREDBADEHE T —LESEIZZDK5ITHZ55,

RIEBAHOBREBR

ZEGHE DRITEEOBEREBRENETAYSLEELICSIEHE  BFOKEAIRIZE

WERLB-ECAHATRHAEFERICERLODDOHAHEITLSIREET-, ZD=&6H. HEIL. GDP
REEOSIZLFPHEHEORELE . JYERHMTBBIZEYESHICIYBD 2 &M T gEZ o1,
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ZEBREEHICHELHEESFL. MELOBFREEICREEMLIEIWVA . FBAVNRATEE
ERIFDRMN. NIATE B ENERHETLDOEHYB A,

ZEEHEOREFRERIT. SERIZVLO0. EAMLRECHEDBECERAESTELTL
5. REEME PRAEHELFECS BERREHRE BALBEMEHERL TENT-LOEEERE
[SFH3ETHEREFMNOUIVEIL . REERICERSELIELTVS,

ZEBHEOELEERERBESE. 6 A 19 BOTRFMEBNEDEARTEH 2007 THLMNIGEoT, &
FEFLAETHBEEREDBUEE 24%ITEH . ETNICES>T, SEEEMICTH-YBRDBIER
RR%E 25%(25|Z EIFAENEREFELGO TV D, ERITHEHBRAICEToN, BREZOHFILIFL
AEBREINTULVEL, 2006 FITHRLE-MBAFRIBBREAS I ERANTODLOD. TDEKE
BIFEFTRENTOGN ERFHIE, BET-ELEERNGEBRUOETHENELTEY. €
DODRBRICIHELZSEOND, BREMN. ZEREENROLIETEIERNLZBEZRAMEILT ST
DREET, EREAHYERBICH T OMUMA T oEITTO 2D, COBBOUVEDTHD, L
L. ZNIEBRICREERIERFRRICRAMEIZEVSHNREARD (T TH o=,

7R 29 BOZFETHOBRIZE> T, REEBHLBREDAIEKEFE Eof=, fof2L. THEGLR
FRICBVTR. ERTHAERRELRPERNFEEDIS D20 L HEHERLETTWD, BEO—E
DAXX T NPRELERETH A EEFEOREEN. ZIETOEBREOREERBELL
2l BADFEZHWETHHERRTOEAESEEEINFTBERTFICHHILTHY. R
BEHBSNSIERILRTIILGOA, CORENRIL T 5 BB TRHERATIEER /228D,
BRETORBOREREG oz, SHITRANGI L. BREIIBOoDIGHHEB THo1-. #md
ENBFHNERCZLLDEBTERIEL-GE, RERF WA ORR. BEFBHE. A/IEE~DX
REENLTEY, COZENEETRIRICHAELoLI-0A5T . BUF FEHFAICHEITHHL
WMERREZEAHLIZEWSZEMBLNALY,

BHEBROERMMEEEABMMEN EVFEREEDLSLFLGVESLS LMLBRREERIRED
BEMNBEL. BEoKREDTOCREELITENSZA5, BERAMGRERRIREETHA. &L
ITEMBETREINN. CNERT . SR ZBEEEHOIVEREFEREL . EQLIGFISELLMN
[2EMMD2TIND, 2008 FEFHEDIFHETIE REXDREICHLARENMBEELHERTE
BHEIMMREINDEHD, TDIE M. BITOREZFEFIENRERICOLIRR~DEEH
BIERIEAEBITL. CRABMADKIBGBEBILEZED. LODFATHRMLEEZEINANELIA, FAE
CORAITERENTHS,
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TOORFBEK

2002 FETD 10 EAITHEATRAGHREELRZIBLREBFRRE. DO TEWZEEFRML O
BRFBENMEONIZEANDOL T ZOREBADEEZEERIFLEITTIVS, 2002 FELIFED GDP
FLRITNEFR A, EFHIEKAELL TREGIFEEL ERBERIFFERICENNTH 5. KIFOPRFT
(FIKAKRE BFDOT OXDOEBESEEKRT, HIEHEMEC BIZETFILEHENTLS,

MEBEDRDGERFEELVNCLTERT AN, SELAARAOTIVOREBEROREZZEETHY
frlTB1255, MR ORE KRN BZE. 2011 FETITEBEMPHBINZOFRFEELOICL, 2015 &
FTITHBURZ D EFILZRIRT AL, CNETITERGERS AN TEY EARIRITFELL
LTI 1999 FDMEHERIIEENSTIZRSN TV A, IMF D FRBIZE D&, 2003 F£EIZGDP
D 5.7%%F HHTW-BAROERMBBUSI D FRTFIL, 2006 FIZ 2.1%., 2007 FIZ 1.3%FTREDL.
—RRIAT (PR R UHF) DEARIRFIL, 2007 FIZ36%ETFET 5.

LA, SOLERIFEALRHELGNZAS, BFOREHIZ BT OLT DEMmERT. oEFE
FHEOHBEONTNRRIGEL. IO BULERITELEFRIND, SETOREROBFIZ&
ST AHBEGEDFEN. BLLEIRECANMEMT HAREMLE F>TEz, RFFIL8 A WA,
TREORMBESIEORBLITEBHBES, EVSREEZHERLTVS, TOERELT, BRELIE.
GDP TI7L—A—NFRNITTSRITEL. M D% H GNP BEER GRITEE) AKRIBIZHUS, VSRR
[ZEDOTWAIENEIFONRTINS,

W BB 2L EFFEN DB ARF OHIBICBE T 2 IMAEETROERIT HERSIE LiFaE
DRFNREDEBENKRIGILTHERAENDSSFOMBICE—HEAZ 5255, BREERIROR
RIZEDE. RLWETRT.EEHLESTHEADOSHILELLITBMEESEBT . 5T GDP
[CHOHLBREDENSHLRRMICEREIDER/LL, £hd, 2009 FITITHERMNSIE LFONED
EITRBIEAIEB O T -, LWL, REREQNERNERICRTL TS0 BEEEEAEE
[ELIZHR I EIXIZEREEDS,

INIEFERLSBICERBSNA TOSEDITTIEERLA, 2008 ENELUBETRELBRENEONT-ER
BENTVLERMT. SEBURELMBLLLEAS, ERXREZDRENRICALGNT=X
H- I PRI REICFRENELGS>TETN D, HER ADBDR—IP 5 BUTAODEIEIC
BT 2FRIE. RUICEBRHBEDLLD TH>fz, Bo KYEBLILE. £ 8 GDP REEE CPID
BURICETLFRENZBE-ATHS. T TIC. REUMNLEHKABEFTEEXECLE>TLAH

HEMEDELY,
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ATATPERMBOERAIIERMEGRICEPL, BIRICKDEHREH O51E L FORBICEALNS
o T, BADOEHFTEOTOMOEHEEEETSORBENERTHAILEBFEINIL.
BIROERESHOERICHIINRGFSLIVEROSMNER(L, EbICEEMGICEEERIZTEE
Zbhd, LHL. BREFEDRRNGIE. BRTORBMLGEIIID T TOEHBIE LIFIL, £4&MIC
FSFERESUFEEEZLNESS,

D Z<DIFFFE X IMF, OECD EEARIZ. FAlE, TILA RSNz EMNBAREIZLLEWEY . B
RIFERNZESIE EIFHINETIIRD, EBEZX TS, FAE NATFADEVVKEET, 37 CPIAERI 1%
BELRIDLILE BELVEFLOBBMTSHD. LF525, BIRE. BEORIELT LA #ET
AHIELYL, 5H2~3EMITBEGAVILEANELLTREMEFLEL LITEILTLDOMEL
NEW, (FADFCEMBNIZIE 025% D EFI5|E EFALLFRSATO A, HEMLELSRO KREL
%#%(1T.88 23 BOEMBRRESETIL, BRI 05% DA ——FAha— )L —tD5|ELITE
RETHILIEITEGD oz, EHELYERBDKECHEITTHRRIZEIZ LTS LWSBEORENE
BRIEZEDHS>TVNVELA . RROSIZLFIE, ERABH LIVBFOKRORA N EFIZIE LIFIZEL
TIRRBICIEAET. BNAHILITGSTZAD,

BABERREROSERDOEHIL 2008 £38 19 HIZR T 20, BHIZEDEEIEDREIL.
HICEMBURICETAHBEORBIRBEERE(ELRLIGE. ERITHLIESS, BIEHREOESR
CIEREREORENBETHA-O. REIZELFHERBOREDEIINGYDEEDEE DS,
RERIFTTIC. DU EL B ARBEHBOIB1AIZRFL TS,

®EOYXS, avbO—IL HNFUR

HADEC A RRFIL ., BSIEHENGYRRGESEZXF TS, Thid, FREELRFRENE
fl. RIEELEEMICEELTNDILICESED, EEADIEAD, NFUAY—MEEEL. BRI
H=H ABHIRIZEYREIFEHANEDL, IR ITBEDEAKENSKIGITEEMLTZ, RTISSE
AREL. EEXEOREMISHL, LYREMEERL. LY SOBEREFRL. SYBRICEY . ZLT
JARSEEDDED LFUBBRICENENTTOD, BEOHRES LV KIE HNF R T
Y EEDIVIO—LIZEET O EDMOBENLTE(LIT. DERERBERE TS 212, Thi
EPRBEDLD T, I ANEEFFLLEH THD, BEAAIILLHEHLE—EIZH T 2E DT
LRETHD,
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EEDEZIIFERBICL->TELGY  ALEENTLLEBOBRENSH L, EEDOEDHEEIEM A
DEWLLOO MEIZIE, KINSESELGREDSNELZYRNERTLTELT . EEDERLEE
HoFT MBI TV, REENTITEREL/DOT7ERZRUIMICRSLTE, 20 2LE/0a7
EBDEREENFLTETCODLGLDOARIKRS, ZLDEEN . BED )Y —IXLFRKRHI IR
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Robert Dekle, University of Southern California

2006 F 11 108 (BR:23—L -T2 RV KE)
“A tale of two countries: Fiscal multipliers and Policy coordination”

Gauti Eggertsson, Federal Reserve Bank of New York

“U.S. Current Account Debate: With Japan then, with China now”
Hiro Ito, Portland State University

2007 E2H 16 B (R a0 E7XKS)

“Political Determinants of Government Loans in Japan”

Masami Imai, Wesleyan University

“Deferred Compensation: Evidence from Employer—-Employee Matched Data from Japan”
Ryo Kambayashi, Hitotsubashi University
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2007 F4H6H (JA:23—L-J U KRE)
“Capital Investments and rates of Return”
Arthur Alexander, Georgetown University

“On Testing the Law of Comparative Advantage”
Kozo Kiyota, University of Michigan

' B¥TF14RANv 34 )L—T (U.S.—~Japan Discussion Group)

FERKXLDABDEEY)—RELT, BROED KRR —F —PEMREIBE. CJEB DHIFMH L&
LIZHRDES AR BF. &, FLTEBGABEDMBA ST AT BRTARhylav I IL—T 1%,
FAQBEL TS, 2006~07 FEEIZIE. Ea— /M) woHIZEKREE RBESHLE - KMNLXR
ADMBEERN, TR HyavE)—KLT=,

| &R RT L TARAY AT L—TF

BAREMURATLOBEFARTERINTHEY., £5~6E<5%HVTW5, CJEB ihoba—- /3R
YO, TAEYR DAV RAAEE, IMNITIVUTE, ZLTEAREBITOEREEKR. /T—/LKFD
IS5V R-O—FUT I —REE P ENA - FI—AD/NN)OT -9 TE, Za—3I—HHIIK
FNB—HLY DDV — R IOAY—FHEFE. [TV 2L -Ta/Z R+ LR—MN DY Fr—Fk-
Hy VK, IAVETREZDDT—LRX - N)HUEEHELBERIURATIL-DIRT+—R#HENS
mLTLa,

L EBRESBEFIAXEFHEIEBE O CIEB Hifl

BEEEFENEADERMAERIGESNTHT L. BALEOEREEZXNREL-SBMNE
B5VARXRE2EERESBREFIVARARZER TO/20XBFE) 1ZHEBLTLDAY LYY
FERIEHNOOKEEIZEY ., 2007 £3H 29 HIZ CJEB (. BEROERED=HIZ. Dyv/u-ED
FRTII—=230 (UBA) A IN—~ED SV F  TAAAYLIVEEFESLIAVETRFED R AR
D—IVREVT—5FH AN FTATHRETOT S LTALIEA—DINNTIOTHRAADERES
MR 1=,
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VI. &

AOVE7RESLIVIOVETRBEDRA-RI—)LhvG, BIRBORSBIE. A 04X IEEH
EDOH—ERBHEN-0TINVD, Tz, 1995 FE(ZBBLE-O—FRL—h AR —297-J0g 35
L, BARERENEFOEISIVUEHNLAR - FECEDEFHTEEERRTHIHZY. &
BERESEMFWVEIEEDOTHL, BALEDEHENLCIEBAD . BEEBNEXEHHERES
FRELCEHFMZE BRERNAERIND.

aA—RL—k- AR Y=y F-TRTS A
2006~07 E£E, AT7ATSLIZBITABREBELEIUTOEY., (50 FhE)

J—F-a—RL—b- R4 — (FMFMFEE 10 BRLELLE)
KEEREERH

AVx—-a—RL—h- AR Y — (FERHFFEEE2H5FFILLLE)
Foa—vosRst

Saga Investment Co., Inc.

Aha%A e

AR

O—RL—hk AR Y — (FEREFEEE1 BRIILLLL)
AFLAC

Caxton Associates, LL.C

Pacific Investment Management Company LLC (PIMCO)
FRAT—VAS TUR YOOREBLTEA
=HERELKKREHRK =

KE=HYEME

KE=ZEERH

=% UFJ EFElRimitstt

HREAIMAEHR

—a—-3—VBAXRBEIRERN

B Oy £

HFELHEH S

Rt R B

BARR Y —(EMHFFEEIARILUL)
AN—k PS5 TJINRTUE (BILA- ARV —iFAS(ER))
#BHE EK (Faor-F—7)

T (EREFAEE AR ILRE)
FREFIERARH

DAV TAT4TRE
Ea—-/\kJuy
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ANEBFTT4THRETOTSL AR Y —7 %

J—F-a—RL—b- AR Y — (FRZ TR 10 FRILLLE)
KEEmRERA L
BHHER—LToT0 Atk

aA—RL—h AR Y — (ERFHEESHRLLLE)
FEAUF YD IA—F—X LLP
SPARX Group

REZERRRIME
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