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LETTER FROM THE DIRECTOR AND
ASSOCIATE DIRECTOR FOR RESEARCH

Dear Friends,

We continue our mission of promoting 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, and hosts and engages in a wide range
of conferences, symposia, and informal discussion meet-
ings. Information on these activities is available at

www.gsb.columbia.edu/cjeb.

As East Asia remains in the spotlight of the international
business community, CJEB events are attracting increas-
ing numbers of M.B.A. students, faculty, and business
practitioners to its audiences. All lectures and symposia
held in 2007-2008 were attended to full room capacity.
We started the academic year in September with two dis-
tinguished lectures, by Professor Gerald Curtis, “Abe’s
. Is the LDP Next?" and by Masamoto Yashiro,
senior adviser of Shinsei Bank, “Japan's Problems and

Gone . .

Emerging China: A Japanese Banker's Perspective,” which
was an event of the Program on Alternative Investments.
In February the Program also cosponsored the Ninth
Annual Mitsui USA Symposium, “Sovereign Wealth Funds:
Policy Challenges and Market Implications!” The panel dis-
cussion included a presentation by Don Hanna, managing
director and head of emerging markets, Economic and

Market Analysis, at Citigroup Global Markets.

An academic workshop was hosted by CJEB at Columbia
on March 21 and 22, titled "Japan’s Bubble, Deflation and
Long-term Stagnation.” David Weinstein is one of three

advisers for a major research project conducted by the
Economic and Social Research Institute (ESRI) of the
Cabinet Office Government of Japan, which aims to
advise Japanese economic policymakers by drawing
lessons from the experience of Japan's economic reces-
sion of the 1990s. David continues to work on the editorial
committee, which will produce a volume containing all
presenters' research results. He also co-chaired the annual
Japan Project Meeting in Tokyo co-sponsored by the
National Bureau of Economic Research (NBER), CJEB, and

other prominent institutions.

We also enjoyed holding a symposium in Tokyo on May 21,
“Perspectives on Japan's Political Economy.” We spoke on
Japan’'s macroeconomic performance and lessons for the
United States. Alicia Ogawa analyzed issues of sovereign
wealth and government pension funds, and Gerald Curtis
spoke about the Japanese political scene. More informa-
tion on all our activities begins on page 20.

The dedication and intelligent energy of Center core faculty
and staff, the resources provided by the Business School
and the University, and the funding provided by corporate
sponsors, foundations, and individuals, all contribute to
the ongoing success of the Center. We thank them all.

Ned R

Hugh Patrick, Director

David Weinstein, Associate Director for Research

CJEB Annual Report 2007-2008 1



Research

hile Japan's economy performed reasonably

well in 2007 and through the first quarter of

2008, as of mid-2008 it had, dismayingly,
slowed so much and so rapidly that it very likely is now in a
recession. The extended recovery and expansion since
2002 has come to an end, and recovery may well not
resume until late 2009. Given Japan's increased interde-
pendence with the global economy, as well as domestic
factors, uncertainty is greater than usual. At issue are the
severity of the downturn and its length before satisfactory
growth resumes. Inadequate domestic demand is the

major constraint on growth.

Due to sharply rising costs of oil and other commodity
imports, Japan's decade-long mild deflation has come to
an end, at least temporarily. The core consumer price index
(CPI), which in Japan excludes fresh food but not oil, rose
throughout the second quarter of 2008 to a 1.9 percent
annual rate in June, and assuredly will increase further
before slowing in late 2008. However, the GDP deflator has
not become positive, and land prices have stopped rising in

urban districts and are continuing to decline inmost prefectures.

Domestic politics have become interestingly unclear and
uncertain now that the Democratic Party of Japan (DPJ)
unprecedentedly controls the Upper House of the Diet,
while the Liberal Democratic Party (LDP) and allies have an
important two-thirds majority in the more powerful Lower
House. The DPJ has been trying to force an early Lower
House election—the deadline is September 2009—and is
opposing Prime Minister Yasuo Fukuda and the LDP how-
ever it can. The consequence has been political gridlock. It
is premature to evaluate the effects of the Cabinet reshuffle
on August 2, but key appointees have given priority to

fiscal austerity.

JAPAN'S ECONOMIC RECOVERY STALLED by Hugh Patrick

In the near term, government administration proceeds on
autopilot, the economy moves along on its own, and the
likelihood of successfully addressing significant economic
policy issues is low. Substantively, this political situation
has not harmed Japan’s international economics relations,
although the dark comedy of the Diet process to approve
appointment of the new Bank of Japan (BOJ) governor has
been internationally embarrassing. One of the two deputy

governor positions has yet to be filled.

Japan'’s cyclical economic process is embedded in a long-
run major transformation of its economy, polity, society,
and population. My colleague Gerry Curtis argues that the
past fifteen and next ten years are comparable to the
transformative periods following the Meiji Restoration of
1868 and the loss of World War Il. Underway are genera-
tional changes in values and behavior, the possible emer-
gence of a real two-party political system, a population
aging and beginning to decline in numbers, and restructur-

ing of many economic and other institutions.

Having “caught up with the West" in the 1980s, Japan now
has a high-income, high-productivity, mature economy
with a long-run per capita potential growth rate compara-
ble to other advanced economies. Japan is one of the first
major economies to begin to experience a secular decline
in its population and labor force. Japan's economic prob-
lems as this transformation proceeds are not unique, but

that does not make them any less difficult.

Having discussed labor, financial markets, and corporate
governance at some length in last year's essay, here |
address several longer-run economic issues. But first, as

always, | review Japan's current economic situation.
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The Current Economy in Perspective

Any evaluation of where Japan's economy is today, and
where it is going, must be in the context of several factors.
The first is Japan's overall economic stagnation following
the bursting of the 1980s stock and real estate bubbles.
From 1992 to 2002, Japan had three recessions and its
GDP grew at only 0.9 percent annually (0.6 percent per
capita), significantly below its potential. One major cost of
this was the potential growth foregone: GDP today could
be 20 percent higher than it is. A second cost was the
sharp decrease in job opportunities for those leaving
school. This created what has been called the “lost gener-
ation” (some term it the “ice-age generation”), comprised of
those now between their mid-twenties and mid-thirties
who do not have full-time regular jobs. They are a signifi-
cant portion of the sharp rise in the number and share of
part-time, contract, and temporary workers that are now

one-third of total employment.

Coming out of the early 2002 trough, the economy did
reasonably well. Between 2002 and 2007, GDP growth
averaged 2.1 percent in both total and per capita terms.
This was slightly better per capita than the OECD average
of 2.0 percent, and 1.9 percent in the United States. While
the growth has been erratic, it was the longest expansion

in Japan’s postwar history.

The central government was able to reduce its huge budg-
et deficit by better than 0.5 percent of GDP annually to
3.0 percent in fiscal 2007 (which ended in March), from
6.7 percent in fiscal 2002. The bank nonperforming loan
problem was resolved, the banking system was restruc-
tured, and capital market reform and development pro-
ceeded, albeit slowly. Most large corporations succeeded
in restructuring, including reducing excess debt, workers,

and capacity. The stock market rebounded from its April

2003 trough. By the second quarter of 2005 urban land

prices had finally stopped declining and begun to rise,

though land prices have continued to decrease nationwide.

Unemployment declined from a peak of 5.5 percent to 4
percent. While Japanese between the ages of fifteen and
sixty-four have continued to decrease gradually since the
1995 peak, total employment actually rose between its
2003 trough through 2007 by 960,000 (1.2 percent);
those aged fifteen to sixty-four slightly increased their
participation rates, and 29 percent of the men and 13
percent of the women over sixty-five continued to work.
Self-employed and family workers, some 8.6 million includ-
ing virtually all farmers, continue their slow reduction but
still constitute 13.4 percent of all workers. While full-time
regular workers rose slightly, the share of non-regular
employees also increased to 33.5 percent in 2007; they

earn 31 percent less than regular employees.

During the 2002-2007 period, both corporate gover-
nance and capital markets improved considerably, but still
have a long way to go. Financial markets do not yet allo-
cate capital well. The shares of half the listed companies
sell below book value, a startling indicator of the institu-
tional constraints placed upon activist institutional
investors. Almost all companies are under management
control, including founder-family managers. Boards of
directors are filled by insiders from management; the rela-
tively few outside directors in practice have limited power.
Since there is no labor market for senior executives, the
top priority of managers is to keep their positions even in
adversity; very high salaries are accordingly less impor-
tant. To assure corporate success, management uses
profits for new investment; including R&D, while keeping
dividend payouts low; for survival some firms hoard profits

in liquid assets or land. Management has come to place
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Japan has not yet returned to economic normalcy.

greater emphasis on longer-run value maximization,
though its commitment to regular employees is still more

important.

Most listed companies have created corporate executive
officer systems while reducing board size, in significant
part to speed up decisionmaking, strengthen internal con-
trols, and assign greater individual executive responsibili-
ty. External monitoring, with the capital market replacing
the earlier role of the main banks, is probably the greatest
weakness of Japanese corporate governance. As transfor-
mation proceeds, the Japanese model of corporate gover-
nance will continue to be significantly different from the

American model.

However, growth has not been sufficiently rapid to bring
about a full recovery: Japan has not yet returned to eco-
nomic normalcy. Extraordinarily low interest rates persist;
wages have been flat; many part-time workers want full-
time, regular jobs; consumption has grown slowly; and mild
deflation, measured both by core CPI and the GDP defla-
tor, has not yet been overcome. With the rise in import
prices of oil, food grains, and other commodities, Japan's
terms of trade have worsened, reducing the growth of real
income (GNI, gross national income, a measure of domes-
tic purchasing power) by about half since mid-2007. Also,
despite GDP growth, household incomes did not rise much,
and consumption increased at only about a 1.4 percent

annual rate.

Japan's biggest macroeconomic problem since the early
1990s has been inadequate growth of aggregate demand,
particularly domestic demand, despite massive budget
stimulus in the 1990s and continuing extremely easy mon-
etary policies and high liquidity. Between 2002 and 2007,
some 40 percent of demand growth was due to business
domestic fixed investment, and its share of GDP rose from
13.6 percent to 15.7 percent. This extraordinarily high

investment rate relative to GDP growth suggests ineffi-

cient investment allocation. So, too, does continued low

returns on corporate investment.

The role of foreign trade has become especially important,
particularly with China and other Asian economies. Indeed,
one-third of the growth in demand in 2002-2007 was the
result of the rapid growth of exports—an annual rate of 9.7
percent. Exports and the current account surplus provided
three-fourths of the growth in demand in fiscal 2007, and
Japan's current account surplus rose to 4.8 percent of
GDP in current prices, an all-time high. Such demand
growth is unbalanced and unsustainable in the longer run,

as discussed later.

Exports have risen to 15.4 percent of GDP in current
prices, imports to 13.4 percent. China has surpassed the
United States as Japan's largest direct export market, and
Asia buys about half of Japan's exports. Some 45 percent
of large manufacturing firm sales are foreign, inclusive of
their overseas subsidiaries. While Japan is the world's
most efficient energy user, it has to import all its oil, now

about one-third of total imports.

Despite good growth, with GDP reportedly having
increased at an annual rate of 2.9 percent in the fourth
quarter of 2007 and 3.2 percent in the first quarter of
2008, mild deflation has persisted for more than a decade.
Thus, the GDP deflator has continued to be modestly neg-
ative since fiscal 1998, which means current-price GDP
growth (the source of taxes) has continued to be below real
GDP growth. The fiscal 2007 GDP deflator decreased by
1.0 percent, slightly worse than the 0.8 percent decline in
fiscal 2006.

In November 2007 Japan's core CPI finally rose above 0.5
percent, which is my break point between deflation and
price stability because of inherent overstatement in CPI
numbers, as my colleague David Weinstein has well docu-

mented. The increase was due almost entirely to the rise in
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Uncertainties about conditions not just in Japan, but especially in the world economic

environment, make short-term projections more hazardous than usual.

the prices of oil and food, notably imported wheat. (Wheat
prices are controlled by the government and were
increased 30 percent in April.) As do many others, | consid-
er annual increases in core CPl of between 1 and 2 percent

to constitute price stability.

Price increases can come from either demand pull or cost
push. Demand pull is better because it is a consequence of
buoyant growth, which makes markets sufficiently tight
that producers can raise prices. Alas, that is not what has
transpired. Rather, Japan is in the throes of modest cost-
push (supply) price rises due to skyrocketing commodity
import prices, particularly iron ore and coking coal in addi-
tion to energy. The major effects of cost-push inflation on
the economy are negative. It reduces consumer purchas-
ing power and domestic demand, in addition to the adverse

terms of trade hit.

The positive CPl has generated negative real interest
rates, but that is only temporary. Moreover, interest rates
have been so low for so long that any further incentive for
business investment is small. Nonetheless, they may
accelerate the flow of household bank deposits into other

financial assets, domestic and foreign.

The Near-Term Future

Not only has the economic recovery stalled, but Japan may
be entering a recession, which | simplistically define as two
successive quarters of negative GDP growth. The govern-
ment's first estimate, on August 13, of April-June GDP
growth was a negative 2.4 percent (seasonally adjusted
annual rate). July-end data for June suggest ongoing soft-
ening, with the unemployment rate rising slightly to 4.1
percent, industrial production continuing its downturn,
consumption slowing, and summer bonuses low. Negative
growth for the July-September quarter now appears a
possibility. While any recession will be mild, subpar growth

probably will persist well into 2009, in keeping with the slow-

ing in world economic growth. The stalling of Japan's

recovery is even more serious than recession.

One noteworthy pattern has been the recent ongoing
reductions in growth forecasts by both government and
private-sector participants. In July the Cabinet Office and
the BOJ reduced their fiscal 2008 growth projections to
1.2-1.3 percent, clearly subpar. For fiscal 2009 their esti-
mates of 1.5-1.6 percent barely reach conservative esti-
mates of potential growth. At least 2 percent growth is
needed to reignite recovery. Government and private fore-
casts will probably be further reduced in coming months. In
a Nikkei survey at the end of July, all ten economists stated

Japan already is in a recession.

Uncertainties about conditions not just in Japan, but espe-
cially in the world economic environment, make short-term
projections more hazardous than usual. While the U.S.
financial crisis appears to have crested, financial turmoil
persists, with adverse effects globally. Japan has had only
limited exposure to the subprime mortgage market and
foreclosure difficulties. Indirect effects have been more
substantial, and more complex to disentangle. These
include reduction of foreign institutional investment in
Japanese equities, ongoing Japanese investment in for-
eign financial assets, and the relatively weak yen following
its interim surge to a 95.7-yen-to-U.S.-dollar peak on
March 18, 2008, a modest rise in terms of economic fun-

damentals.

Japanese policymakers place major emphasis both on the
slowdown of U.S. growth and the timing of a U.S. recovery,
and on world economic performance. The IMF estimates
that world output increased at 5.1 percent in 2007, but is
projected to slow to 4.1 percent (3.0 percent on a fourth
quarter-to-quarter basis) in 2008 and 3.9 percent (but 4.3
percent growth fourth quarter-to-quarter) in 2009. While

this is a substantial cyclical downtown, world growth in the
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Given the rapid slowing of world trade, Japan almost certainly cannot continue

to rely on exports as a major source of demand growth.

past fifty years has been more rapid than ever before in
history, and has accelerated over the past decade. This
global improvement has been significantly driven by rapid
catch-up growth of Asian developing economies—first
Japan, then the newly industrializing economies of South
Korea, Taiwan, Hong Kong, and Singapore, and now dra-
matically China and India. A cyclical global growth slowdown

seems necessary to dampen global inflationary pressures.

Like everyone, the Japanese also are anxious about the
future of commodity prices, signaled and symbolized by
crude oil. As the IMF and Asia Development Bank (ADB)
have cautioned, inflationary pressures are once again a
serious concern, particularly in Asia. While part is cost
push, demand-pull inflationary pressures from rapidly

growing emerging countries are more important.

Fortunately, the Japanese labor market for new entrants
has been relatively tight for the past several years, and this
will continue. Those under the age of twenty-four or so are
the post-ice-age generation. Their cohorts are smaller, the
retirement of postwar baby boomers proceeds, and large
firms seek to offset earlier under-hiring. However, a stalled
recovery—even more, a recession—means that the over-
hang of existing part-time, temporary, and contract work-
ers seeking full-time regular employment will persist.
Moreover, wages are not rising significantly, and the
national average continues to be dragged down by the still
rising share of non-regular workers and the replacement of
high-earning retirees with new, young entrants, as well as
by the shift of “retirees” from full-time to part-time employ-
ment. (With retirement at sixty still the norm for most
workers at large firms, follow-on jobs are common—

inevitably at lower pay.)

Significant increases in consumption growth, long antici-
pated (or at least wished for) by the government, have yet
to materialize, and with only modest wage income increases,

is unlikely to occur soon. Business investment is slowing,

indeed hardly growing at all, as corporate profits are squeezed
by rising input costs. The contribution of foreign trade (net
exports) has been decreasing sharply since March 2008,
and seems likely to continue. Export growth is slowing, and
was negative year-on-year in June 2008 in both volume

and value measures, while imports continue to increase.

Given the rapid slowing of world trade, Japan almost cer-
tainly cannot continue to rely on exports as a major source
of demand growth. Substantial drops in oil and other
commodity prices, should they occur, will mitigate the
slowdown in external demand, while reducing pressures on

producer profit margins and, to some extent, on the CPI.

Unlike the rest of the world, inflation is very unlikely to be a
serious problem for Japan. The world commodity price
boom will level off, possibly even decline, and Japanese
demand growth unfortunately is unlikely to grow strongly

enough to generate demand-pull inflation any time soon.

Many market participants expect core CPI to rise tem-
porarily above 2 percent during the remainder of 2008,
but to begin to subside in early 2009. In July the BOJ sig-
nificantly raised its core CPI forecast for fiscal 2008 to
1.8 percent from its 1.1 percent forecast in April, but
essentially maintained its earlier estimate for fiscal 2009,
raising it from 1.0 percent to 1.1 percent, both within its
policy target range of 0-2.0 percent. The government also
raised its fiscal 2008 CPI| forecast to a 1.7 percent
increase, much higher than its forecast in January of 0.3

percent.

Japanese expectations data are a mixed bag. Consumer
inflationary expectations tend to be higher than what actu-
ally occurs, perhaps because consumers are unduly influ-
enced by rises in prices of daily necessities, while major
cost-reducing productivity improvements take place in
goods purchased much less frequently. On the other hand,

capital markets continue to signal very low inflationary
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The government target to achieve budget primary balance in 2011 will not—and

should not—be achieved.

expectations. On August 15 the yield on ten-year
Japanese government bonds (JGBs) was 1.7 percent; on
twenty-year, 2.3 percent; and on thirty-year, 2.5 percent.
Japan has inflation-indexed ten-year bonds, but the

market is too thin to be a good expectations indicator.

A key issue is the extent to which price rises spread
beyond imported commodities. How much will producers
be able to offset the rising input costs that have narrowed
margins? Like Bank of Japan governor Masaaki Shirakawa,
| do not think second-round price increases will become
significant because domestic demand remains weak: this
remains the case even if the economy is not in recession.
Rather, as prices of imported oil and other commodities
decline from peaks, and as labor productivity increases,
firms will restore margins by not reducing prices. This sug-
gests any slowdown in the CPI increase may happen less

rapidly in 2009 than is currently expected.

Economic Policy

The economic reform agenda of Prime Minister Junichiro
Koizumi was attenuated during Prime Minister Shinzo
Abe's year in office, which ended in September 2007. It
has been further watered down under Prime Minister
Fukuda, in part a casualty of the LDP-DPJ power struggle.
Structural reform—deregulation of industries, liberaliza-
tion of markets, and institutional pro-market regulatory
reform—is fundamentally different in purpose and eco-
nomic effect than fiscal consolidation (government budget
deficit reduction), but the two have become deeply inter-
twined politically. The economic reforms proposed by the
government's Regulatory Reform Council, the most recent
in July, have not been implemented and, without strong
leadership from the prime minister, are unlikely to be.
Nonetheless, modest, specific reforms continue at the
Ministry level, such as in residential construction and slow,

erratic financial market liberalization.

The current slowdown exacerbates Japan's persistent
macroeconomic problem of inadequate domestic demand.
Under Governor Shirakawa's able leadership, BOJ policy of
low interest rates and great monetary liquidity will continue
and monetary policymaking is becoming even more trans-
parent, appropriately, until sustained good growth is
achieved, which probably is two to three years away. Fiscal
contraction will ease, and may even temporarily end, as tax
revenue growth slows and politicians press to increase
government expenditures. Such fiscal stimulus would help

Japan out of recession and back into recovery.

The stage for LDP-DPJ political theater will again be active
in fall 2008 as the Diet addresses key economic issues.
The setting is hugely important: the timing and specific
policy issues for the next Lower House election. The ongo-
ing macroeconomic policy conflict between fiscal consoli-
dation and economic growth through demand stimulus will
be center stage. Important themes include pension reform
and funding; how to respond to the current economic slow-
down; how to achieve good growth in current prices, as
well as by real GDP measures; and, especially, how much
to reduce budget expenditures or raise taxes in the fiscal
2009 budget. Whatever else happens, the government
target to achieve budget primary balance in 2011 will
not—and should not—be achieved. Rather, it should be put
off, flexibly, to 2015 or even 2020. For fiscal 2009, and
beyond if necessary, the government should temporarily

suspend fiscal consolidation.

The combination of looming recession and higher oil and
food prices has forced the government in August 2008 to
pledge fuel and other subsidies to fisherman, livestock
farmers, transport companies, and small businesses in a
stimulus package that may be enacted in a modest supple-
mentary budget this fiscal year even prior to setting the
2009 budget. The dilemma for politicians is that, since

Japan can achieve at best the moderate growth rate of
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Japanese fiscal policy in the 1990s was a classic case of how not to implement

expansive fiscal policy: it was too little, too late, too ad hoc, and too uncertain.

advanced high income countries, ample tax revenue The alternative policy approach, proposed by LDP leader
increases are no longer available to transfer additional Hidenao Nakagawa and Koizumi's economic czar Heizo

income to inefficient producers. Yet their political clout Takenaka, has been to increase nominal GDP growth to 4

remains strong. How this tension is resolved is important, percent through a combination of higher real growth
not only in the short run, but is a major political element in through government reforms plus a positive GDP deflator
Japan's long-run political transformation. increasing at more than 1 percent annually. However, to

) ) ] ) achieve that requires dramatic monetary stimulus, probably
One important backdrop in the economy policy debate is ] )
] including BOJ purchases of real assets (such as stock
the huge gross government debt relative to GDP, now 188 T )
) ) ] ] ] market indices and real estate investment trusts), and that
percent. That will continue to rise, albeit slowly, until budget ) )
] ) ) is not going to happen.
primary balance is achieved. The way to reduce the gov-

ernment debt as a share of GDP in the long run is to grow The government is committed to increasing its share of
well in current prices as well as in real terms. national pension funding from one-third to one-half from

] o fiscal 2009; and the numbers of elderly will increase
In retrospect, Japanese fiscal policy in the 1990s was a ) ]
) ) ) ) steadily. The government would eventually have to raise
classic case of how not to implement expansive fiscal ) ) )
o ) taxes in order to finance present commitments for pen-
policy: it was too little, too late, too ad hoc, and too uncer- ) ]
) ) ] ] ) sion, health care, and other welfare expenditure programs.
tain—not to mention quite wasteful in ways that now strain o )
] One option is to reduce those commitments.
the economy. The debt overhang is even more a psycholog-

ical concern than an economic problem. On a consolidated Economically the simplest way is to raise the consumption

basis the government owns much of its debt—net debt is (sales) tax; each one percentage point increase above the
88 percent of GDP—so the level, though still high, is man- current 5 percent will augment government revenues by
ageable. Accordingly, the fundamental problem of fiscal about 0.5 percent of GDP, assuming everything else is
sustainability over the long run is timing fiscal consolidation equal. (Of course it is not: there will be areduction in aggre-
S0 as to not reduce aggregate demand at a debilitating rate. gate demand.) However, raising the consumption tax is

o ) politically disastrous. Accordingly, a consumption tax
The principal LDP policy for some years has been to ) ) )
B i increase evidently has been put off to fiscal 2010 or later.
resolve the budget deficit by steady annual expenditure ] ) ) )
] ] ) ] ) While the consumption tax will be part of the Diet tax
reductions, especially in government spending on public ) ) ] o )
] ] o ) reform deliberation this fall, my expectation is that serious
projects, which have been mainly in rural areas. This was a ) ] ] ]
) ) consideration of the consumption tax will be postponed.
sharp break from the LDP's previous, long-running use of o ) ]
) The DPJ has announced it will campaign against a con-
central government funds to pay for projects for rural con- ) ) ) )
. o o sumption tax increase in the next election.
stituents. This fiscal consolidation has successfully

reduced the general (both central and local) government The key instrument for macroeconomic policy change for
budget deficit from 8.0 percent of GDP in fiscal 2002 to the next year or two (or longer) will almost certainly be fiscal
2.4 percent in fiscal 2007. It now seems, certainly politi- policy. Unless global commodity prices surge further, the BOJ's
cally and probably economically, that substantial further extraordinarily easy monetary policy will (and should) persist.
expenditure reductions are not desirable. An interest rate increase will not occur until Japan is once

again on—indeed, well along—a sustained growth path.
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While Japan's economic interactions with the United States continue to grow, they

have become relatively less important for both countries.

The LDP has proposed reductions in public work projects
and social security, and education expenditures for the fis-
cal 2009 budget, to be decided by year-end. It is unclear
whether it will succeed in implementing its proposed
expenditure cuts, or even whether it really wants to. The
DPJ is proposing social expenditure increases, though how
it proposes financing them is not clear. A major dilemma is
that any budget easing, particularly in an election year, is
likely to include substantial pork barrel spending rather

than economically sensible expenditures.

With the consumption tax off the table, and the need to
overcome slow-growth revenue shortfalls, other taxes may
be increased. A likely candidate is cigarette taxes, which
are low relative to Europe. Some 43 percent of Japanese
adult males smoke, far greater than the OECD average of
about 20 percent. Of course, raising the tax would accel-
erate the decline in smoking, but that is desirable for
health reasons; smoking is estimated to reduce the life
expectancy of Japanese men aged forty by 3.5 years. The
tobacco tax now generates about ¥2.2 trillion, which is
approximately equal to the revenue from one percentage
point of the consumption tax. Thus, assuming price inelas-
ticity of demand, a doubling of the tobacco tax is equiva-
lent to about a one-percentage-point increase in the

consumption tax, and would be a good revenue expedient.

Japan in Comparative Context

Japan is deeply engaged in the twenty-first century's
multicentric but highly interdependent economic world, in
which East Asia, India, and, notably, China are of increas-
ing importance. Globalization is not new for Japan, as
attested by its trade, foreign direct investment outflows,
technology transfers, and foreign aid activities over the
past quarter century. While its economic interactions with
the United States continue to grow, they have become
relatively less important for both countries. China has

replaced the United States as Japan's largest trading

partner; Mexico has replaced Japan as America's second
largest trading partner. Still, for good reasons Japan's
foreign policy continues to be founded on its alliance with
the United States, embedded in the U.S.-Japan security
treaty.

Like virtually all economies, Japan is participating in the
global cyclical slowdown in economic growth. How long
Japan'’s recovery stalls, and how deep its recession is, will
be significantly affected by external factors. Japan's finan-
cial system, now basically healthy, has been less adversely
affected than Europe's by the turmoil that originated in
U.S. credit markets. Unlike other countries, inflationary
pressures are not a problem; medium-term core CPI
increases will be within the 2 percent bound of BOJ mone-

tary policy.

While importing essentially all if its oil, natural gas, and
coal, Japan has been in the forefront of cutting the amount
of energy per unit of GDP. This process began with the
1970s oil shocks, and in Japan, unlike in most countries, it
continued, if less urgently, in the 1980s and '90s when
energy prices dropped. As a result, Japan is the most energy-

efficient nation in the world.

From an international perspective, the quality of Japanese
life is very high. | sometimes think many Japanese do not
fully realize how fortunate they are. Japan is probably the
safest country in the world. Crime is very low, and so too
are threats from other countries and terrorists. Japan is
the first non-Western country to have developed a high-
income, high-tech, advanced industrial economy and,
accordingly, advanced nation status. Japan has a peace-
loving democracy with strong civil and human rights, good
rule of law, and relatively low corruption. A now-mature
economy, it enjoys a standard of living roughly comparable
to Western Europe and the United States, and the

Japanese have the highest life expectancy in the world.
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The contrast between the efficiency with which Japanese manufacturers use

physical resources and the inefficiency with which the economy allocates capital

is striking.

Longer-Run Issues

Of course, Japan has many important economic problems
and difficulties; so do all major economies. Some have
been alluded to above: inadequate domestic demand, labor
and financial market weaknesses, incomplete deregulation
and liberalization, providing for the elderly. Many other
problems could be considered, such as increasing urban-
rural disparities; poor productivity, wages, and profitability
of small enterprises; structural imbalances in both GDP
production and expenditures; and especially the demo-
graphic realities of aging, population decline, and labor
force decline. Here | focus on population decline, potential
economic growth, financing elder care, and varying

Japanese perceptions of Japan's position in the world.

Japan is among the first major countries in which the
demographic transition has proceeded so far; its popula-
tion peaked at 127.7 million in 2006. This has been
inevitable: the fertility rate has been below the break-even
level of 2.1 since 1974, and had fallen to 1.34 in 2007.
| do not expect it to rise significantly in the foreseeable
future. Population decline will be slow. The medium projec-
tion is a population of 126.3 million in 2020 and 108.2
million in 2050, about the level it was in 1973. This is not
the “demographic suicide” anxiety that some have
expressed for Europe. But the 2020s age distribution will
be significantly different from that of 50 and more years
earlier. Not only will the dependency ratio be higher, but
the dependents will be primarily the old rather than the

young.

These projections assume no significant immigration.
Once economic conditions improve and the Japanese are
fully employed, demand for low-wage, less-skilled labor will
become intense, and for certain occupations such as nurses
and elder-care providers. As part of its recent bilateral
Economic Partnership Agreements, the Japanese govern-

ment has established work-visa programs for qualified

Indonesian and Filipino nurses and elder-care providers.
However, the numbers are miniscule—in the hundreds.
While the terms and conditions for foreigners to work in
Japan will be a topic of policy debate, | do not expect immi-
gration or importation of contract workers to have a signif-

icant macroeconomic impact in the foreseeable future.

To achieve long-run potential economic growth requires
that both demand and supply (productivity) growth be sus-
tained at full-employment, price-stability rates. The com-
position of Japan's aggregate demand will have to change:
a lower share of exports and current account surplus, and
a rising share of domestic demand; plus an increase in the
share of consumption and a decrease in the share of busi-
ness fixed investment. Much Japanese business fixed
investment is inefficient; returns on investment have been,
and still are, too low. A major corporate governance prob-
lem continues to be how to alter the goals of, and incen-
tives for, managers who control large corporations to
enhance efficient investment allocation. The contrast
between the efficiency with which Japanese manufactur-
ers use physical resources and the inefficiency with which

the economy allocates capital is striking.

For the consumption share to increase, household income
must rise, because saving rates are very low. This means
wages will have to increase across the board. But that will
happen only when the economy grows relatively rapidly for
a sustained period and labor markets really tighten. This
is a familiar dilemma: better growth requires higher
consumption, but higher consumption requires better
growth. Exports have propelled recent growth, but this is

not sustainable.

In the short run, the transformations needed are likely to
slow growth. Although | have long been a critic of the gla-
cial speed of reforms in Japan, changes should take place

only gradually in the composition of GDP expenditures.
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Government policy regarding foreign SWF investments in Japan is not well defined

but in practice it has been encouraged.

Long-run growth depends fundamentally on the supply
side: changes in labor and capital inputs, innovation, tech-
nical progress, education, and all the other sources of
increases in labor productivity. Even though women and
older persons participate more, Japan's labor force will
continue to become smaller for demographic reasons.
Accordingly, Japanese growth will depend even more than

earlier on increases in labor productivity.

All advanced economies—Japan, the United States,
Western Europe—apparently have a long-run economic
growth potential of about 2 percent per capita at best. To
achieve 2 percent growth per capita is very good. It means
that Japan's standard of living would double every thirty-
six years, and quadruple in the lifetime of an average

Japanese.

For a sustained intermediate period, Japanese labor pro-
ductivity has the potential to increase significantly. Full
recovery to a normal economy has yet to be achieved.
Labor—with so many part-timers desiring full-time jobs,
and others having withdrawn from the labor force, in addi-

tion to those listed as unemployed—is still underutilized.

Moreover, Japanese economy-wide productivity is only
about 70 percent of that in the United States, despite
more capital per worker. Closing that gap will accelerate
growth. While manufacturing technology and productivity
are high, the Japanese service sector, almost 70 percent
of GDP, is notably inefficient, with very low levels of pro-
ductivity (though measurement of the high quality of
Japanese personal services is difficult and underestimat-
ed). Agriculture is particularly uncompetitive because at
average farm size is 1.7 hectares; Japanese farmers have
miniscule amounts of land, despite high technology and
ample capital (equipment). However, agriculture comprises
only 1.5 percent of real GDP and 3.8 percent of the labor

force; and 57 percent are more than sixty years old (and

32 percent are over seventy). Nonetheless, together with
the retirees and local government employees, they still
have considerable clout in rural districts. Agricultural pro-
tection will continue to constrain Japan's leadership in mul-
tilateral, regional, and bilateral trade and other economic

negotiations for some time.

Some policymakers have targeted Japan's international-
ization of financial services as a new growth industry;
salaries are high and the financial services share of GDP is
low. Given its economic size and high level of development,
it is not surprising that Japan's domestic financial sector is
the largest in Asia. However, that makes it more difficult to
internationalize, since domestic tax, legal, and institutional
arrangements, and particularly mind-sets, are deeply
imbedded; and they are not fully compatible with estab-
lished best global practices. Japan has two further difficul-
ties: the language of international finance is English, that
of domestic finance Japanese; and the numbers of skilled
Japanese professionals are in short supply and the asset

management industry nascent.

Japan will not anytime soon set up a sovereign wealth fund
(SWF) using its foreign exchange reserves, which were
$1,002 billion as of June 2008. However, the Government
Pension Investment Fund, with $1,500 billion in assets, is
a SWF, in that it is government controlled. Government
policy regarding foreign SWF investments in Japan is not
well defined but in practice it has been encouraged. As in
other countries, it will probably depend on the source and

type of investment.

The most recent OECD estimate of Japanese potential
growth for 2009-2013 is for GDP to increase 1.5 percent
annually, and GDP per worker (labor productivity) 2.2 per-
cent. While the working-age population will decline by 0.9
percent, a 0.2 percent labor participation increase means

labor input will decrease by 0.7 percent. Population is pro-
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| am dismayed by comments that Japan has become a second-tier economy.

That simply is not true.

jected to decline more slowly, at a 0.3 percent rate, so
GDP per capita will grow at 1.8 percent. Those are reason-
able but conservative estimates. For example, the ADB
and the Japan Center for Economic Research estimate
growth will be about 1.7-1.8 percent until 2020. With
appropriate government deregulation and liberalization
policies, and more efficient private sector and capital mar-
ket allocation of resources, labor productivity could
increase significantly more rapidly than 2.2 percent for a

sustained period, and thereby so would GDP.

To achieve potential growth, Japan, like other advanced
industrial economies, will have to rely essentially upon
technical progress and growth of labor and total factor
productivity. One of Japan's greatest challenges is to
develop further a culture of innovation: high education and
skills, basic and applied research and development, sup-
port for needed institutional and organizational change,
and especially risk-taking. The economy and society will
have to reduce its currently very severe penalties for fail-
ure, as well as excessive pressures for conformity. The
Japanese should be rewarded, not penalized, for thinking

outside the box.

When we address aging as a problem, we are really consid-
ering how to cope with all the economic, health care, soci-
etal, and personal family adjustments needed to take care
of the elderly adequately. In particular, providing and fund-
ing public pensions and health care services is one of
Japan's most important long-run social and economic chal-
lenges. Because policymakers, the media, and the voting
public are deeply aware of these problems, | feel rather
confident that solutions will ultimately be found. Further,

| expect Japan will be a global leader in this area.

Financing can be achieved in two ways: increasing govern-
ment expenditures as a share of GDP funded by increasing

taxes (the consumption tax); or reducing the increase in

pension and other benefits the elderly are now scheduled

to receive.

The basic policy issue is how much of the growth in GDP
per capita should be spent on the elderly over the long run.
Put differently: to what extent should retirees share in the
increase in GDP through pension and medical benefit
increases? If the policy were only to maintain the same
pension level (adjusted for inflation) that a retiree initially
receives, without their sharing in future increases in GDP
per capita, financing should be relatively easy. One prem-
ise of the laudable 2004 social security reforms was that
pensions would rise, but less rapidly than GDP per capita
growth. However, implementation has been severely
undermined because the fundamental assumptions on CPI
increases and nominal GDP growth have not been
achieved.

It is stimulating but difficult to sort out the varying atti-
tudes and world views of the Japanese. Some are inward-
looking, domestically oriented, and seem rather comfort-
able, even complacent. Others, with a global orientation,
are pessimistic about Japan's future, visualizing Japan
declining as a major international player and “great power”
Those accustomed to assume that Japan is the major
power in Asia have been subject to the shock of the rise of
China. | sense that attitudinal differences are not simply

generational.

| am dismayed by comments that Japan has become a sec-
ond-tier economy. That simply is not true. What is true is
that Japan's growth rates, like those of the U.S. and
Europe, are modest compared to the current generation of
catch-up developing economies. But Japan has caught up
and is even a leader in many areas. For others also to
achieve economic progress and improvement in their well-
being is desirable, and indeed is to the economic benefit of

the already well-off.
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Japan will continue to be Asia’s technological giant, with a high standard of living that

will continue to rise.

Japan today is the world's third largest economy in pur-
chasing power parity terms, and continues to be second by
foreign exchange rate measures. Unless Japan really
messes up, it will be one of the world's five largest nation-
al economies for the next twenty to thirty years. While
there will be fewer Japanese, they will have a significantly
higher standard of living than today, and certainly, for
decades to come, will live far better and longer than
the vast majority of Chinese and Indians. The Asia
Development Bank estimates that in purchasing-power
parity terms Japan's GDP per capita, $35,604 in 2005,
will be $47,088 in 2020, still more than ten times that
projected for China.

The Japanese should be realistic, not pessimistic. Of
course everyone wants normal, full-employment economic
growth restored, with a renewed sense of vigor and vitali-
ty. That will take time, probably longer than the next two
years. In addition, the Japanese have to live with two fun-
damental realities. First, since it is a high-income,
advanced country, Japanese economic growth per capita
in the long run will not be significantly greater than 2 per-
cent, and slower in total GDP terms as population declines.
Like the United States, Japan's share in global GDP will
gradually decrease. The second fundamental reality is that
China now is the largest East Asian economic and military
power, despite its very low per capita income. This is the
case because its population is more than ten times
Japan'’s, and its economy will continue to grow much more

rapidly for many years.

China’s rise does not mean Japan'’s fall. Indeed this is obvi-
ous from the benefits Japan has been reaping trading with
and investing in China. Japan will continue to be Asia's
technological giant, with a high standard of living that will
continue to rise. The challenge for Japan and China is to
learn how to work together politically. Through trade and

foreign direct investment (FDI) they can continue to inter-

act economically extraordinarily well and harmoniously.
For both, the challenge will be how to integrate China as a
player and stakeholder into the global political economy
system. At the same time, as the Doha Round tribulations
signal, powerful new global players (China, India, Brazil) will

require new approaches and new rules.

Conclusion

Japan'’s third major transformation in the past 150 years
proceeds erratically, somewhat haphazardly, but inex-
orably. While the demographic transition is the most pre-
dictable and the growth implications of economic maturity
are reasonably straightforward, political and social change
are much more difficult to forecast. Others can learn from
Japan's demographic experience of a declining population
with more elderly and fewer children. Japan can learn from
Scandinavian social welfare, female employment, and

fertility-friendly policies.

An ongoing challenge for Japan, as for all countries, is to
live up to its economic potential. Japan's economic recov-
ery has stalled and apparently is in mild recession; political
gridlock is a real concern. | remain fundamentally fairly
optimistic about Japan in the long run; the Japanese are
smart, well educated, hardworking, ambitious, and prag-
matic. They live in a good democracy, and have a stable
society. My greatest concerns are not economic. Can
Japan develop a more effective political system and policy-
making processes as the transformation proceeds? In the
long run | am hopeful that Japan will overcome the many
problems, difficulties, and failings it confronts like all

mature, successful societies.

August 15, 2008

Note: An update to this essay will appear in the CJEB
Working Paper Series in October 2008.
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esearch is initiated and carried out by core faculty,
typically on an individual basis but at times also

with colleagues. CJEB may provide financial and
administrative support as needed. This year CJEB sup-
ported the research leave of Professor David Weinstein,
Carl S. Shoup Professor of the Japanese Economy and
associate director for research of CJEB. Professor Hugh
Patrick continues his research, sponsored by CJEB, on
Japan’s economic performance and institutional changes.
An excerpt from his most recent research appears in this
respect on page 2, in his essay titled “Japan's Economic

Recovery Stalled”

Professor Weinstein is one of three advisers to a major
research project conducted by the Economic and Social
(ESRI) of the Cabinet Office
Government of Japan, “The Japanese Economy and

Research Institute
Macroeconomic Policies over the Last Twenty-five Years.
As part of this greater project, he organized and chaired an
international academic workshop, “Japan’'s Bubble,
Deflation, and Long-Term Stagnation,” held on March 21
and 22, 2008, at Columbia University. The project at
Columbia was aimed at helping Japanese economic policy
management in the future by drawing lessons from the
economic experience of Japan in the 1990s. Professors
Weinstein, Anil Kashyap, and Koichi Hamada will coedit a
volume to be published based on the papers presented at

the workshop. Details on the workshop are on page 22.

Professor Weinstein's recent research has culminated in
two working papers, coauthored by Christian Broda of the
University of Chicago. Results from their ongoing study of
the biases in the measurement of Japan's Consumer Price
Index and its implications on monetary policy were pub-
lished in July 2007 as NBER Working Paper #13255,
“Defining Price Stability in Japan: A View from America”
(This paper was also published as CJEB Working Paper
#252.) Professors Weinstein and Broda's research on
import prices and the role of imports from China in
Japanese deflation was published in April 2008 as NBER
Working Paper #13942, "Exporting Deflation? Chinese
Exports and Japanese Prices!” Additionally, Professor

Weinstein's work with Donald Davis of Columbia,

“Product Creation and Destruction: Evidence and Price
Implications,” was published in February 2008 in the
Journal of Regional Science 48, no. 1: 29-65.

With the financial support of CJEB and the National
Science Foundation, Professor Weinstein is currently con-
ducting three new research projects that use massive
amounts of U.S. and Canadian bar-code data drawn from
the ACNielsen Homescan databases. The first project
seeks to understand international market segmentation,
and specifically to reexamine two key results about inter-
national price deviations: (1) the fact that borders give rise
to flagrant violations of the law of one price (LOP); and (2)
that international price adjustment occurs at much slower
rates than what one would expect from microdata. The
second research project will use data on all bar-coded
products sold in different cities in the U.S. to separately
quantify the importance of agglomeration effects and better
understand urban prices. The data are uniquely suited to
understand simple questions for which national-level data
is insufficient, such as: Are goods prices in Chicago more
expensive than in Los Angeles? Or are the goods con-
sumed in San Francisco different from those consumed
in poorer areas of the U.S.? The third project will assess
whether the poor in America benefit from trade with China.
The goal is to revisit this debate on trade and wages by
relaxing several standard assumptions on how prices
indexed are computed. Then, by matching detailed con-
sumption data for 55,000 households in the United
States with existing disaggregate trade data, the study
seeks to provide a new way of measuring the impact of
globalization on prices of the goods consumed by house-
holds of different income levels. This also should yield new

insights into how trade affects consumer prices.

David Weinstein and Tsutomu Watanabe from Hitotsubashi
University have started a major collaboration that seeks to
analyze 50 gigabytes of Japanese bar code data covering
all purchases at a daily frequency in hundreds of Japanese
stores from 1988 to 2005. This is the largest bar code
database in academia, and acess to this database in con-
junction with other bar code data at Columbia has placed

the Business School at the forefront of empirical analysis
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of prices and inflation. In order to analyze these data, the

center has purchased a new server and hired a full-time

research coordinator, Morgan Hardy.

The Center's initiatives in this area now comprise several
projects. The work should help us understand the extent to
which Japanese fluctuations in productivity were driven by
demand and supply factors. In addition, Columbia profes-

sors Jon Steinsson, Emi Nakamura, and David Weinstein
have teamed up with Tsutomu Watanabe to launch a proj-
ect using these data that aims to understand the costs of
inflation and deflation in Japan. The project will examine
how the volatility of prices changes with inflation in order
to understand whether concerns about the costs of infla-

tion are warranted.

WORKING PAPER SERIES

The Center encourages dissemination of research

on Japan's economy and business systems from

within and outside Columbia University. Most
research affiliated with the Center is published in scholarly
books and academic journals, often with the preliminary
research results published in the Center's Working Paper
Series. These papers are available for free download
through the Center's Web site, www.gsb.columbia.edu/
cjeb, and at Columbia University Libraries’ Academic
Commons Web site, http://academiccommons.columbia.edu.
CJEB has become the first academic group within
the University to contribute electronic versions of its
publications to Academic Commons, the new University
Libraries-sponsored “institutional repository.” This system
provides powerful full-text indexing, searching, and brows-

ing of content in an easy-to-use interface.

The CJEB Working Papers published this year are:

253

Japan's Economy: The Idiosyncratic Recovery Continues
Hugh Patrick

August 2007

This paper considers a range of issues affecting Japan's
contemporary economic well-being. Japan has continued
toward sustained, full-employment growth, though its path

has been idiosyncratic and its pace has been erratic. GDP

growth in 2006 was a respectable 2.2 percent, driven by
business fixed investment and exports. Private consumption
has failed to support demand, which reflects very low wage
increases. The combination of economic expansion with mild
deflation is the big idiosyncrasy of Japan's economic
performance. The decoupling of growth and deflation is
explained primarily by the ongoing structural transformation
of the labor market. Slow growth in wage income and con-
sumption imply that inflationary pressures will not emerge in
the near future, despite economic growth. The likelihood that
wage stagnation will persist and consumption’s share of
GDP will also continue to decline presents inadequate
aggregate demand as a major constraint on growth and
Japan's most important macroeconomic policy issue.
Corporate performance continues to improve, but faces new
restructuring challenges that involve divestitures, mergers,
and acquisitions. Activist shareholders are playing an
increasingly important yet controversial role in evolving
Japanese companies. Export growth, propelled by a weak
yen, has continued to be a major source of aggregate
demand and corporate profits. Recent appreciation of the
yen, as a result of the global credit crunch and financial tur-
bulence, is a major concern only if it persists. Japan's trade
has shifted away from the United States to Asia, and East
Asian economic cooperation is increasingly promoted,
though the main impetus is political, not economic.
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254

Optimal Tariffs: The Evidence

Christian Broda, Nuno Limdo, David Weinstein
September 2007

The theoretical debate over whether countries can and
should set tariffs in response to the foreign export elastici-
ties they face goes back to Edgeworth (1894). Despite the
centrality of the optimal tariff argument in trade policy, there
exists no evidence about whether countries actually exploit
their market power in trade by setting higher tariffs on goods
that are supplied inelastically. The authors estimate disag-
gregate foreign export supply elasticities and find evidence
that countries that are not members of the World Trade
Organization systematically set higher tariffs on goods that
are supplied inelastically. The typical country in the sample
sets tariffs 9 percentage points higher in goods with high
market power relative to those with low market power. This
large effect is of a magnitude similar to the average tariffs in
the data, and market power explains more of the tariff varia-
tion than a commonly used political economy variable. The
result is robust to the inclusion of other determinants of tar-
iffs and a variety of model specifications. It has also been
found that U.S. trade restrictions not covered by the WTO
are significantly higher in goods where the U.S. has more
market power, and there is strong evidence that these
importers have market power and use it in setting noncoop-

erative trade policy.

255

The Real Effects of Asset Market Bubbles: Loan- and
Firm-Level Evidence of a Lending Channel

Jie Gan

September 2007

This paper studies how a shock to the financial health of
banks, caused by a decline in the asset markets, affects the
real economy. The land-market collapse in Japan provides an
ideal testing field in separating the impact of a loan supply
shock from demand shocks. The author finds that banks with
greater real estate exposure have to reduce lending. Firms'
investment and market valuation are negatively associated
with their top lender's real estate exposure. The lending
channel is economically important: it accounts for one-third
of lending contraction, one-fifth of the decline in investment,

and a quarter of value loss.

256

Collateral, Debt Capacity, and Corporate Investment:
Evidence from a Natural Experiment

Jie Gan

September 2007

This paper examines how a shock to collateral value, caused
by asset market fluctuations, influences the debt capacities
and investments of firms. Using a source of exogenous vari-
ation in collateral value provided by the land-market collapse
in Japan, the author finds a large impact of collateral on the
corporate investments of a large sample of manufacturing
firms. For every 10 percent drop in collateral value, the
investment rate of an average firm is reduced by 0.8 per-
centage point. Further, exploiting a unique data set of
matched bank-firm lending, direct evidence is provided on
the mechanism by which collateral affects investment. In
particular, the author shows that collateral losses result in
lower debt capacities: firms with greater collateral losses
are less likely to sustain their banking relationships and, con-
ditional on lending being renewed, they obtain a smaller
amount of bank credit. Moreover, the collateral channel is
independent of the contemporaneous influence of worsened

bank financial conditions.

257

Herd Behavior by Japanese Banks After Financial
Deregulation in the 1980s

Ryuichi Nakagawa, Hirofumi Uchida

December 2007

This paper empirically investigates whether Japanese banks
followed herd behavior as a result of financial deregulation in
the 1980s, and whether any observed herd behavior
brought about inefficiencies that could have caused macro-
economic fluctuations. Using loan-portfolio data, the paper
examines Granger-causalities in lending behavior by differ-
ent types of banks. The authors find that Japanese banks
inefficiently herd from the early through mid-1980s, the
period immediately after financial deregulation began.
However, contrary to anecdotal evidence, inefficient herd
behavior is rarely observed in the 1990s. The herd behavior
in the 1980s was more frequently observed in lending to
new borrowers than to traditional borrowers. In addition,
other banks were inclined to follow those banks that were

considered more informed in lending to a specific industry,
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or that were large enough to adjust more effectively to the
environment created by deregulation. These results are
consistent with theoretical predictions in the literature and
suggest the possibility that the herd behavior contributed to
the asset price bubble in the late 1980s.

258

Listing Policy and Development of the Tokyo Stock
Exchange in the Pre-War Period

Yasushi Hamao, Takeo Hoshi, Tetsuji Okazaki

December 2007

Recent studies have established that the Japanese stock
market had a substantial size in the pre-war period, and
played an important role in financing economic development.
The pre-war stock market in Japan, however, did not achieve
its size and status quickly. Indeed, the market capitalization
stayed relatively small during the early years of the stock
market development in Japan. This paper studies the
pre-war development of the Tokyo Stock Exchange, which
eventually grew to be one of the two largest stock
exchanges in pre-war Japan, and examines why the develop-
ment was rather stagnant since its establishment in 1878 to
the 1910s and what led to its takeoff in the late 1910s. The
paper argues that the TSE stayed small because low
liquidity discouraged new companies from listing their
stocks. The lack of growth in new listed stocks meant liquid-
ity continued to be low until 1918, when the TSE slightly
changed its listing policy to start listing companies without
waiting for their listing applications. The paper provides
empirical evidence from listing behavior of cotton-spinning
firms that shows the size of the market indeed mattered for
their listing decision before 1918.

259

A Comparative Analysis of Productivity Growth and
Productivity Dispersion: Microeconomic Evidence
Based on Listed Firms from Japan, Korea, and China
Keiko Ito, Moosup Jung, Young Gak Kim, Tangjun Yuan
February 2008

Utilizing the firm-level data set, this study aims to explore
differences in firm-level productivity and growth between
Japan, Korea, and China, while at the same time illuminating
the mechanism that has driven the narrowing in the produc-

tivity gap that can be observed. The authors pursue two

strategies. First, they compare the firm-level TFP distribu-
tion of major industries in these three countries over time to
examine catch-up patterns within and across industries.
Second, in order to examine patterns of technology diffusion
across these three countries, they conduct a regression
analysis on TFP convergence to the national frontier and to
the global frontier. The main results can be summarized as
follows. First, although Japanese firms enjoy the highest
average TFP level in many industries, their TFP growth rate
has been relatively low during the past two decades. Korean
firms have achieved considerable TFP growth in certain
industries. The average TFP level of Chinese firms is still
much lower than that of Japanese and Korean firms in many
industries. Second, within-industry dispersion of TFP levels
is very small for Japanese firms. While the within-industry
ranking of TFP levels hardly changes in the case of Japan,
fluctuations in the ranking are relatively frequent in the case
of Korea. Third, in Korea, the TFP levels of low-performing
firms are approaching those of the national frontier firms at

amore rapid pace than in Japan.

260

The Impact of Outsourcing on the Japanese and South
Korean Labor Markets: International Outsourcing of
Intermediate Inputs and Assembly in East Asia
Sanghoon Ahn, Kyoji Fukao, Keiko Ito

March 2008

Applying a common empirical approach to comparable
industry-level data on production, trade, and labor markets
for Japan and South Korea, this paper aims to investigate
the impacts of outsourcing on different sectors of the labor
market focusing on differences in educational attainment.
While outsourcing measures used in previous studies only
take account of the outsourcing of intermediate inputs and
do not capture the outsourcing of the final production stage
(assembly), this paper, utilizing the Asian International Input-
Output Tables, incorporates the outsourcing of assembly,
taking into account the growing importance of the interna-
tional fragmentation of production in Asia. The main findings
can be summarized as follows. First, reflecting the fact that
outsourcing to Asia (particularly to China) has a negative
impact on the demand for workers with lower education and
a positive impact on the demand for workers with higher
education, relative wage shares of workers by educational

attainment have changed substantially both in Japan and
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Korea. Second, the overall effects of total outsourcing in
terms of increasing (decreasing) the relative demand for
workers with higher (lower) education have been insignificant
in Korea partly because a substantial part of Korean out-
sourcing remained directed toward Japan, shifting labor
demand away from workers with tertiary education toward
workers with lower education. Third, both in Japan and
Korea, the international outsourcing of assembly has a
significant impact on skill upgrading, particularly in the elec-

trical machinery sector.

261

History Repeats Itself: Evolutionary Structural Change
and TNCs' Involvement in Infrastructure Overseas,
Flying-Geese Style

Terutomo Ozawa

March 2008

When any resource-scarce country reaches a stage of
growth where resource-intensive heavy industry becomes a
leading growth sector (and lifestyles turn increasingly energy
consuming), it is compelled to seek out resources overseas
by making investments in project-specific infrastructure (and
even in general-purpose infrastructure to cultivate goodwill).
In this regard, a reformulated “flying-geese” paradigm (a
stages model) of growth can shed light on such an economic
behavior. The advanced West and their TNCs were once
aggressively engaged in their hunt for overseas resources
and markets under colonialism at the height of their heavy
and chemical industrialization during the nineteenth to the
early twentieth century. Japan too followed suit in its drive to
build up heavy industry and secure resources abroad. Most
recently, China has entered such a growth stage, exhibiting
a similar hankering for resources and emerging as a primary
financier and developer of infrastructure in developing
regions, notably in Africa, as part of its resource-seeking

diplomacy.

262

The Evolution of the Productivity Dispersion of Firms—
A Reevaluation of Its Determinants in the Case of Japan
Keiko Ito, Sébastien Lechevalier

May 2008

There is a growing body of literature analyzing empirically
the evolution of productivity dispersion at the firm level and
its determinants. This paper contributes to this literature
by investigating the case of Japanese firms during the
so-called “Lost Decade” (1992-2005), which is still under-
analyzed. A firm-level panel data set taken from a large-
scale administrative survey, the Basic Survey of Japanese
Business Structure and Activities (BSBSA) for the years
1994-2003, is used.

The results can be summarized as follows. First, the authors
confirm that there was an overall increase in both labor pro-
ductivity and total factor productivity dispersion, especially
in the manufacturing sector from 1998 onward. Second, in
the case of Japanese firms during the Lost Decade, and con-
trary to what has been found for some other countries, the
authors find no significant impact of the introduction of
information and communication technologies (ICT) on
productivity dispersion. On the other hand, evidence of a
significant and positive impact of internationalization on
productivity dispersion was found. In addition, the evolution
of the competitive environment appears to play a role: the
increase in the Hershman-Herfindahl index observed in
some sectors, which characterizes a more oligopolistic
environment, is associated with an increase in productivity

dispersion.
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Programs

PROGRAM ON ALTERNATIVE INVESTMENTS: OVERVIEW

stablished in 2002 at CJEB, the Program on

Alternative Investments provides substantive,

objective information and analysis concerning
hedge fund, private equity, sovereign wealth fund, 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 businesspeople in the field, and to forge closer ties
between Columbia Business School and the business world.

The Program is directed by Alicia Ogawa, associate direc-
tor for program development at the Center on Japanese
Economy and Business. She has had a distinguished
career in equity research and its management, including
fifteen years in Japan and as a managing director at

Lehman Brothers.

The Academic Advisory Board provides intellectual guid-
ance to the Program on Alternative Investments and is
composed of leading faculty in relevant fields at Columbia
Business School:

Franklin R. Edwards, Director, Center for the Study of
Futures Markets and Arthur F. Burns Professor of Free and
Competitive Enterprise

Larry Glosten, Chair, Economics and Finance Division and
S. Sloan Colt Professor of Banking and International
Finance

Robert Hodrick, Nomura Professor of International

Finance

Glenn Hubbard, Dean and Russell L. Carson Professor of

Finance and Economics

Christopher J. Mayer, Director, MBA Real Estate Program
and Milstein Center for Real Estate, and Paul Milstein

Professor of Real Estate

Please visit pages 23 and 24 for highlights of the
CJEB events sponsored by the Program on Alternative
Investments for 2007-2008, which include:

Japan's Problems and Emerging China: A Japanese
Banker's Perspective, on September 20, with Masamoto
Yashiro, senior adviser of Shinsei Bank.

Issues in Japanese Pension Fund Management, on
October 11, with Noboru Yamaguchi, senior executive
adviser, Fiduciary Service Research Center, Nomura

Securities.

Sovereign Wealth Funds: Policy Challenges and Market
Implications, on February 4, with speakers Don Hanna,
managing director and head of emerging markets,
Economic and Market Analysis, at Citigroup Global
Markets; Curtis Milhaupt, Fuyo Professor of Japanese Law
and director, Center for Japanese lLegal Studies at

Columbia Law School; and Alicia Ogawa.

The Center is grateful to Daido Life Insurance Company,
Nomura Holdings, Inc., and Advantage Partners, LLP,
for their support of the Program.
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Events

CONFERENCES

From left to right: Katsumasa Suzuki, Satoshi Kawai, Yuto Matsumura, Curtis J. Milhaupt, Ronald J. Gilson, and Jeffrey N. Gordon

Japan's Emerging M&A Market: Defensive Measures, Judicial Review, and Insider Trading
October 12, 2007

Japan has long been viewed a country where M&A is rare and hostile takeovers are nonexistent. But recent developments
have changed this picture dramatically. To examine these developments, the Center for Japanese Legal Studies at
Columbia Law School cosponsored a conference with CJEB titled “Japan's Emerging M&A Market: Defensive Measures,
Judicial Review, and Insider Trading.” It was organized by Mori, Hamada and Matsumoto, a Tokyo-based law firm with exten-
sive expertise in corporate mergers and acquisitions. Speakers included Satoshi Kawai and Yuto Matsumura, partners of
Mori, Hamada and Matsumoto; Professor Curtis Milhaupt; Professor John C. Coffee Jr.; Professor Ronald Gilson;

Katsumasa Suzuki, also of Mori, Hamada, and Matsumoto; and Professor Jeffrey Gordon.
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NBER Japan Project Meeting
June 24-25, 2008

In 2006 CJEB joined the Center for Advanced Research in Finance, the European Institute of Japanese Studies, and

the Australia-Japan Research Centre in cosponsoring the National Bureau of Economic Research (NBER) Japan Project,

which David Weinstein cochairs with Anil Kashyap of the University of Chicago. This year's annual meeting was held in

Tokyo on June 24-25, 2008. The following papers were presented and discussed:

Tuesday, June 24

“Suicide and Life Insurance”

Authors: Joe Chen, Yun Jeong Choi, and Yasuyuki
Sawada, University of Tokyo

Discussant: Emily Oster, University of Chicago and NBER

“Foreign Entry into Underwriting Services:

Evidence from Japan's ‘Big Bang' Deregulation”
Authors: Jose Lopez and Mark Spiegel, Federal Reserve
Bank of San Francisco

Discussant: Takeo Hoshi, University of California-

San Diego and NBER

“Did Mergers Help Japanese Mega-Banks Avoid
Failures? Analysis of the Distance to Default of Banks”
Authors: Kimie Harada, Chuo University, and Takatoshi
Ito, University of Tokyo and NBER

Discussant: Joe Peek, University of Kentucky

“Tax Law Asymmetries and Income Shifting:

Evidence from Japanese Capital Keiretsu”

Authors: Kazuki Onji, Australian National University, and
David Vera, Kent State University

Discussant: Yishay Yafeh, Hebrew University

“Interaction Between Trade, Conflict, and Cooperation:
The Case of Japan and China"

Author: Shiro Armstrong, Australian National University
Discussant: Matthew Slaughter, Dartmouth College
and NBER

Wednesday, June 25

“Deflation in Durable Goods Markets: An Empirical Model
of the Tokyo Condominium Market”

Author: Migiwa Tanaka, Bank of Japan

Discussant: Christopher Mayer, Columbia University and
NBER

“Exporting Deflation? Chinese Exports and
Japanese Prices”

Authors: Christian Broda, University of Chicago and
NBER, and David Weinstein, Columbia University and
NBER

Discussant: Shujiro Urata, Waseda University

“High Performance Work Practices and Employee Voice:
A Comparison of Japanese and Korean Workers”
Authors: Kiu-Sik Bae and Dong-Bae Kim, Korea

Labor Institute; Hiroyuki Chuma and Isao Ohashi,
Hitotsubashi University; and Takao Kato, Colgate University
Discussant: Jesse Shapiro, University of Chicago

and NBER
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Japan's Bubble, Deflation and Long-term Stagnation

March 21-22, 2008

Professor David Weinstein, together with Professor Anil Kashyap of University of Chicago and Koichi Hamada of Yale
University, is a member of an international advisory committee for this major project of the Japanese Cabinet Office's
Economic and Social Research Institute (ESRI). The first pre-conference academic workshop of this project was held
at Columbia University, and was cosponsored and co-organized by the Center on Japanese Economy and Business.

The preliminary papers were presented by the following
authors, and commented on by the following discussants:

Friday, March 21

In What Sense Was It a Bubble? Evidence from
Multiple Surveys

Author: Robert Barsky, University of Michigan
Discussants: Wei Xiong, Department of Economics,
Princeton University; Xavier Gabaix, NYU Stern
School of Business

Mismatches and Factor Immobility

Author: Kenn Ariga, Kyoto University

Discussants: Ricardo Lagos, Department of Economics,
NYU; Ryo Kambayashi, Hitotsubashi University

An Exploration of the Japanese Slow Down during
the 1990s

Author: Diego Comin, Harvard University
Discussants: Gialluca Violante, Department of
Economics, NYU; Tsutomu Watanabe, Hitotsubashi
University

The Contribution of Bank Lending to the Long-term
Stagnation in Japan

Author: Joe Peek, University of Kentucky
Discussants: Kazuo Ogawa, Osaka University;
Charles Calomiris, Columbia Business School

Consumption, Land Prices, and the Monetary
Transmission Mechanism in Japan

Author: John Muellbauer, Oxford University
Discussants: Charles Horioka, Osaka University;
Martin Lettau, NYU Stern School of Business

The Yen and the Competitiveness of Japanese Industries
and Firms

Authors: Robert Dekle, University of Southern California;
Kyoji Fukao, Hitotsubashi University

Discussants: James Harrigan and Gianluca Benigno,
Federal Reserve Bank of NY

From left to right: Koichi Hamada, Anil Kashyap, Masahiro Kuroda (president of
ESRI), David Weinstein, and Hugh Patrick

Saturday, March 22

Corporate Restructuring, 1975-2007:

From Main Banks to the Market

Author: Takeo Hoshi, University of California, San Diego
Discussants: Patrick Bolton, Columbia Business School;
Geoffrey Miller, NYU School of Law

The Japanese Employment System after the Bubble
Burst: New Evidence

Author: Takao Kato, Colgate University

Discussants: Joe Altonji, Economics Department, Yale
University; Till von Wachter, Department of Economics,
Columbia University

The Yen and Japan’'s Economy, 1985-2007

Author: Maurice Obstfeld, University of California, Berkeley
Discussants: Linda Goldberg, Federal Reserve Bank of
NY; Kyoji Fukao, Hitotsubashi University

International Financial Integration and Japanese
Economic Performance

Author: Philip R. Lane, Trinity College Dublin
Discussants: Nobu Kiyotaki, Economics Department,
Princeton University; Paolo Pesenti, Federal Reserve
Bank of NY
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Asia Update
November 12-13, 2007

CJEB co-organized and co-sponsored a special Asia Update program with the Kozmetsky Center of
Excellence in Global Finance at St. Edward's University, Austin, Texas. The purpose was to have
recognized experts provide appraisal of the political economy of Japan, China, and Southeast Asia.
Professor Margaret E. Crahan, a distinguished Latin Americanist and human rights scholar at Hunter
College in New York and adviser to the Kozmetsky Center, organized the program at St. Edward's
University and served as panel moderator. Professor Hugh Patrick arranged for the participation of
outstanding Japan and East Asia experts: Professor Jennifer Amyx from the University of
Pennsylvania; Professor Harry Harding, former dean of the Elliot School of international Affairs and
currently University Professor at The George Washington University; Arthur M. Mitchell, former gen-
eral counsel of the Asia Development Bank and now senior counselor at White and Case, LLP, inTokyo;
and Professor Ann Marie Murphy, Whitehead School of Diplomacy and International Relations, Seton
Hall University.

Hurdles and Rewards: Navigating Japan’s Financial Services Market
January 23, 2008

Held at the Japan Society as part of their Corporate Program, the event was also cosponsored by
CJEB, Nomura Holdings America, Inc., and the Women's Bond Club of New York. The panel discussion
and reception created networking opportunities for executives, policy makers, journalists, academics,
and students interested in Japan-related topics. About two hundred people attended the symposium.
Speakers included Brian Kelly, managing director of Asian Century Quest Capital, LLC.; Leslie Norton,
foreign editor, Asia, Barron's; Alicia Ogawa, director of the Program on Alternative Investments of the
Center on Japanese Economy and Business; and Masatomo Harigaya, director of International Equity
Sales, Nomura Securities International, Inc.

Sovereign Wealth Funds: Policy Challenges and Market Implications
February 4, 2008

The Program on Alternative Investments of CJEB and the Mitsui USA Foundation cosponsored
a symposium titled “Sovereign Wealth Funds: Policy Challenges and Market Implications!” This was
the Ninth Annual Mitsui USA Symposium at Columbia Business School. Two hundred fifty people
gathered to hear the stimulating perspectives of Don Hanna, managing director and head of
Emerging Markets Economic and Market Analysis at Citigroup Global Markets, and Curtis Milhaupt.
The event was moderated by Alicia Ogawa.

Perspectives on Japan's Political Economy
May 21, 2008

The Center held this symposium in Tokyo, where about one hundred eighty people, including many dis-
tinguished friends of the Center from the private, government, and academic sectors, attended to hear
the diverse insights of Professors Gerald Curtis, Hugh Patrick, Alicia Ogawa, and David Weinstein.
These four Japan specialists and core faculty of CJEB spoke on a broad range of timely topics, includ-
ing comparisons between the current housing bust in the United State and Japan's experience in the
1990s, the debate in Japan over a sovereign wealth fund, Japan's macroeconomic performance, and
the economic policy implications of Japan's political situation. Presentations and discussions were in
English with simultaneous interpretation provided in Japanese.

Masamoto Harigaya

From left to right: Alicia Ogawa, Don Hanna, and
Curtis Milhaupt

Front row: Hugh Patrick. Back row (left to right):
Gerald Curtis, David Weinstein, Alicia Ogawa
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LECTURES

Abe’s Gone...Is the LDP Next?
September 13, 2007

Speaking just hours after Japanese
Prime Minister Shinzo Abe's stunning
resignation, Professor Gerald Curtis
described Abe’'s move as “an unprecedent-
ed event in Japanese parliamentary

democracy!” Before an audience of one

Gerald Curtis

hundred seventy-five at the Kellogg
Center of the School of International and Public Affairs,
Professor Curtis commented on Abe's brief tenure as
prime minister, the fate of the ruling Liberal Democratic
Party (LDP), and the implications for economic reforms ini-
tiated by former Prime Minister Junichiro Koizumi. The
event was cosponsored by the Weatherhead East Asian
Institute of Columbia University.

Japan’s Problems and Emerging China: A Japanese
Banker's Perspective
September 20, 2007

The Chinese banking system enjoys
learning from abroad: consultants are
hired from all over the world; foreigners
sit on management committees;

aggressive overseas actions allow

members of the boards to take part in

Masamoto Yashiro

top-level meetings in primary institu-
tions. It is a new banking development strategy, whose

ZADANKAI

model is inspired from a place not far away from Peking: for
better or for worse, Japan has proven to be the main refer-
ence. Masamoto Yashiro is a long-time expert in the Asian
banking environment. After thirty years of experience at
Exxon, he served as executive vice president at Citicorp
and chairman of Citicorp Japan, and is now senior adviser
of Shinsei Bank. He is also a member of the Council of
International Advisers of the China Banking Regulatory
Commission. During his lecture at Columbia, Mr. Yashiro
drew on his experience as a senior executive in the oil and
banking industries in the United States, Japan, and China,
to compare economic prospects and corporate cultures in
Japan and China.

What Will Become of the Japanese Corporation?
A Comparative Perspective
November 9, 2007

The Center and the M.B.A. student-
run Japan Business Association of
Columbia Business School hosted
Professor Katsuhito Iwai from the
University of Tokyo in the fall. An inter-
ested audience of about sixty people

Katsuhito lwai

greeted the renowned academic while
he presented his deep intellectual speculation about the
legal, economic and ethical issues of the different approaches
that Japanese and Americans leverage to organize large
workforces and compete in the global marketplace.

he Center holds informal discussion groups in the Business School to give M.B.A. students the opportunity to listen

to and talk with leading experts in the field of Japanese business and economics. The zadankai are held in Uris Hall

during lunch hours and are open to the Columbia Business School community, and to the public by invitation. These

events were cosponsored by the student-run Japan Business Association of Columbia Business School.

Issues in Japanese Pension Fund Management
October 11, 2007

Mr. Noboru Yamaguchi, senior executive adviser of Fiduciary Services Research Center, Nomura Securities, spoke to a group

of about twenty-five students, faculty, and visiting fellows. He described the current difficulties faced by most Japanese cor-

porate pension plans. In particular, he noted the low rates of return on corporate pension assets, the lack of professional

asset managers, and the need for more diversification in corporate pension portfolios.
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Japan’'s Economic Prospects: How Good Are They?
March 20, 2008

This session featured presentations by Professor Charles Horioka from the Institute of Social and Economic Research at

Osaka University and Professor Tsutomu Watanabe from the Institute of Economic Research at Hitotsubashi University.

The lunchtime discussion was attended by over thirty graduate students, visiting scholars, and faculty members.

WEATHERHEAD EAST ASIAN INSTITUTE BROWN BAG SERIES

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

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

2007-2008 include:

Sustainability of Public Debt: Evidence from
Pre-World War Il Japan
September 12, 2007

Professor Masato Shizume of Kobe University in Japan
shared preliminary results of his research, showing the
causes of Japanese public finance trouble could have deep
roots in the past, dating back to policies adopted in the
1930s.

The China-Japan Equation: Economic Partners,
Strategic Rivals
February 6, 2008

Claude Meyer, associate professor at Sciences Po in Paris,
discussed the fact that in recent years American media
have focused on the dramatic rise of China while largely
ignoring the role of Japan in Asia. However, the relation-
ship between these two Asian giants is much more com-
plex than the occasional diplomatic flap that Americans
read about in the newspapers. Professor Meyer examined
the two countries’ political and economic relations and
their rivalry for leadership in Asia.

Japan-Middle East Relations
February 12, 2008

With no oil or natural gas reserves of its own, Japan has
long depended on the Middle East for its energy needs. At
the same time, Japan is dependent on its military alliance
with the United States for its national security. Mr.

Mitsugu Saito, former minister in the Embassy of Japan in
the United Arab Emirates, traced the history of Japanese
foreign policy in the Middle East and explained the coun-
try's position in the current debate over Iranian nuclear
development.

Adoptive Expectations: Rising Son Tournaments in
Japanese Family Firms
March 3, 2008

Professor Yupana Wiwattanakantang, associate professor
at Hitotsubashi University, presented the results of a fasci-
nating study of family firm performance, a study she
co-authored with Vikas Mehrotra, Randall Morck, and
Jungwook Shim. The study goes beyond a simple compari-
son of family and nonfamily firm performance, examining the
differences between firms owned and controlled by
founders, blood relatives, adopted relatives, and outsiders. It
points to the role of unique succession practices in Japan,
where families may adopt adult males or marry their daugh-
ters to selected men in order to secure a capable heir.

An Update on U.S.-Japan Relations
April 3, 2008

James Zumwalt, director of the Japanese Affairs Office at
the U.S. State Department, spoke on U.S.-Japan relations
and current political developments in Japan. The event was
cosponsored by the Nihon Benkyo Kai/Japan Exchange
Forum at the School of International and Public Affairs.
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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,
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-United States 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); and Asia’s New Giant—How the Japanese
Economy Works (with Henry Rosovsky). He served as one
of the four American members of the binational
Japan-United States Economic Relations Group appoint-
ed by President Carter and Prime Minister Ohira,
1979-1981. He is on the board of directors of U.S. Asia
Pacific Council and has been a member of the Council of
Foreign Relations since 1974. He chairs the Finance
Committee for the Association of Asian Studies. He was

chairman of the International Steering Committee for the

conference series on Pacific Trade and Development (PAF-
TAD) 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 (Kunnitd
Zuihd shd ). He was awarded an honorary Doctorate of

Social Sciences by Lingnan University, Hong Kong, in
2000.

Yvonne Thurman is director for admin-
istration at the Center on Japanese
Economy and Business. She joined
the Center in 1999 and worked as a
program officer while pursuing gradu-

ate studies at Columbia University's
School of International and Public Affairs with a concentra-
tion in International Finance and Business and East Asian
Studies. She received her Master of International Affairs
degree in 2002, and was promoted to associate director
of the Center in 2004. 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 coordi-
nator for international programs at the Central Office of
the City University of New York, where she managed a
grant project that allowed over one hundred students from
low-income households to participate in one of the univer-
sity’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)
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Program. Ms. Thurman served as president of the JET
Alumni Association, New York Chapter, 1998-1999, and
as treasurer from 1997 to 1998. She received her B.A.
from the City University of New York.

Alicia Ogawa is associate director for
program development of the Center
on Japanese Economy and Business,
and director of the Program on

Alternative Investments at the Center.

Until 2006 she was managing director
at Lehman Brothers, where she was responsible for
managing the firm's global equity research product. 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, hav-
ing 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
Japanese Ministry of International Trade and Industry on a
number of U.S.-Japan trade negotiations. She is a member
of the board of directors of The Maureen and Mike
Mansfield Foundation and is on the board of directors of
MW Turnbull, a London-based Asian hedge fund. She is
also a member of the President’s Circle of the All Stars
Project, a development program for inner city students,
and is on the advisory board of the U.S.-Japan Innovators
Network of the Japan Society. In 2004 she was inducted
into the Academy of Women Achievers. Her current
research focus is on developments in the fixed income
markets and the impact on Japanese corporate gover-

nance of alternative investment funds. During the

2008-2009 academic year, she will be leading a project
on sovereign wealth funds for the Congressional Research
Service. She graduated from Barnard College and earned
a master's degree in International Affairs at Columbia
University's School of International and Public Affairs,

where she is also an adjunct professor.

David Weinstein is Carl S. Shoup
Professor of the Japanese Economy.
He is also the associate director of
research at the Center for 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. Previously,
Professor Weinstein was a senior economist at the Federal
Reserve Bank of New York and a consultant for the Federal
Reserve Bank of San Francisco and the Federal Reserve
Board of Governors. 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 as well as an associate professor of economics
at Harvard University. He also served on the Council of
Economic Advisers from 1989 to 1990. His teaching and
research interests include international economics, macro-
economics, corporate finance, 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 four successive 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 “Product Creation and Destruction:
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Evidence from Barcode Data,” American Economic Review
forthcoming; “Optimal Tariffs and Market Power: The
Evidence,” American Economic Review forthcoming;
“Globalization and the Gains from Variety,” Quarterly
Journal of Economics; and “Happy News from the Dismal
Science: Reassessing Japan's Fiscal Policy and
Sustainability," in Reviving Japan's Economy: Problems and

Prescriptions.

Officers

Front row ( left to right): Matthew Brummer, Jennifer Olayon, Jeffrey
Lagomarsino, Kahori Takahashi. Back row ( left to right): Daniel Park,
Emiko Mizumura, Tamaris Rivera, Andy Wanning

Matthew Brummer (until May 2008)

Senior Financial Officer

B.S., Business Administration, Bucknell University

M.I.A. Candidate, School of International and Public Affairs,
Columbia University

Junni Cai (from May 2008)

Financial Officer

B.A. magna cum laude in Economics, School of Generall
Studies, Columbia University

Jeffrey Lagomarsino

Senior Research and Editorial Officer

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

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

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

Jennifer Olayon

Senior Program Officer

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

Daniel Park

Program Assistant

B.A., University of California, San Diego

M.A., East Asian Studies, Graduate School of Arts and
Sciences, Columbia University

Tamaris Rivera
Senior Administrative Coordinator
B.A., English, Wesleyan University

Kahori Takahashi

Program Assistant

B.A., Sociology, Waseda University

M.A. Candidate, Aaron Copland School of Music,
City University of New York

Andy Wanning
Senior Program Officer
B.A., Anthropology and Sociology, Lafayette College

Japan Representative

Terumi Ohta
B.A., Tsukuba University

Interns

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

Minori Honda
B.A., International Studies, Loras College
M.S., International Affairs, Florida State University
Ed.M. Candidate, Teachers College,
Columbia University

Jinny Jin

B.A., Economics, Columbia College

M.I.A. Candidate, School of International and
Public Affairs, Columbia University

Bonan Li

B.S., Automotive Engineering, Tsinghua University,
Beijing, China

M.S., Mechanical Engineering, Tufts University

M.I.A. Candidate, School of International and
Public Affairs, Columbia University

Huizi Zhang

B.A., Accounting, Central University of Finance and
Economics, Beijing, China

M.A. Candidate, Statistics, Graduate School of Arts
and Sciences, Columbia University
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Gerald L. Curtis is Burgess Professor
of Political Science at Columbia
University, concurrently visiting
professor at Waseda University,
and former director of Columbia’s
Weatherhead East Asian Institute.
Professor Curtis is the author of
Seiji to Sanma - Nihon to Kurashite 45 nen, The Logic of
Japanese Politics, and Nihon No Seiji O Doo Miru Ka
(Comparative Perspectives on Japanese Politics, based on
a series of twelve half-hour programs he produced and nar-
rated in Japanese for NHK television). He has authored
numerous other books and articles written in both English
and Japanese and translated into Chinese, Korean, Thai,
and other languages. He currently divides his time
between Columbia University and Tokyo, where he is active
as a columnist, speaker, writer, and consultant. Professor
Curtis has held appointments at the Royal Institute of
International Affairs, Chatham House, London; the College
de France, Paris; the Lee Kwan Yew School of Public Policy
in Singapore; and in Tokyo at Keio and Tokyo Universities,
the Research Institute for Economy, Trade and Industry,
the Graduate Research Institute for Policy Studies, and the
International Institute of Economic Studies. He has written
a syndicated monthly column for the Chunichi/Tokyo
Shimbun since 1984. He also writes often for newspapers
and magazines in Japan and abroad and is well known to
Japanese television audiences as a frequent commentator
on Japanese politics and international relations. He is the
recipient of numerous prizes and honors, including the
Chunichi Shimbun Special Achievement Award and the
Masayoshi Ohira Memorial Prize. In 2001 he was awarded
the distinguished Japan Foundation Award. In 2004
Professor Curtis was awarded the Order of the Rising Sun,
Gold and Silver Star by the Emperor of Japan, one of the
highest honors bestowed by the Japanese government.
Professor Curtis is a member of the Trilateral Commission,
the Council on Foreign Relations, and the board of direc-
tors of the U.S.-Japan Foundation and serves as adviser to
numerous public and private organizations in the United
States and Japan. Professor Curtis received his Ph.D. from
Columbia University in 1969, and he has been on the
Columbia University faculty since 1968.

CORE FACULTY

Glenn Hubbard was named dean

of Columbia Business School on

July 1, 2004. A Columbia faculty

member since 1988, he is also the

Russell L. Carson Professor of

Finance and Economics. As a faculty

member at Columbia University's
Graduate School of Arts and Sciences, he is professor of
economics. Professor Hubbard received his B.A. and B.S.
degrees summa cum laude from the University of Central
Florida, where he received the National Society of
Professional Engineers Award. He holds A.M. and Ph.D.
degrees in economics from Harvard University, where he
received fellowships from the National Science Foundation
and the Alfred P. Sloan Foundation. He has been a visiting
professor at Harvard's Kennedy School of Government and
Harvard Business School, as well as the University of
Chicago, and also held the John M. Olin Fellowship at the
National Bureau of Economic Research. He is a visiting
scholar at the American Enterprise Institute in Washington
and a member of the International Advisory Board of
the M.B.A. Program of Ben-Gurion University. Professor
Hubbard began his teaching career at Northwestern
University. He moved to Columbia in 1988 and served as
senior vice dean of the Business School from 1994 to
1997 and co-director of the Entrepreneurship Program
from 1998 to 2004. His research spans tax policy, mone-
tary economics, corporate finance, and international
finance. In addition to writing more than 100 scholarly
articles in economics and finance, Professor Hubbard is
the author of two leading textbooks on money and financial
markets and principles of economics, as well as co-author
of Healthy, Wealthy, and Wise: Five Steps to a Better
Health Care System. His commentaries appear frequently
in Business Week, the Wall Street Journal, the New York
Times, the Financial Times, the Washington Post, Nikkei,
and the Daily Yomiuri, as well as on television and radio.
Professor Hubbard served as deputy assistant secretary
of the U.S. Treasury Department for tax policy from 1991
to 1993. From February 2001 until March 2003, he was
chairman of the U.S. Council of Economic Advisers under
President George W. Bush and also chaired the Economic
Policy Committee of the OECD. In the corporate sector, he
is currently a director of ADP, BlackRock Closed-End
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Funds, Capmark Financial Corporation, Duke Realty,
Information Services Group, KKR Financial Corporation,
Met Life, and Ripplewood Holdings. Professor Hubbard
has also served on the advisory boards of several organiza-
tions and is a trustee of Resources for the Future, life
member of the Council on Foreign Relations, a member of
the Big Apple District Committee of the Boy Scouts of
America, chairman of the Economic Club of New York, and
co-chairman of the Committee on Capital Markets

Regulation.

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
co-director of Columbia's APEC Study Center. Professor
Janow teaches graduate courses in international econom-
ic 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 as well as that of CJEB.
In December 2003 Professor Janow was elected to serve
as the North American member of the Appellate Body of
the World Trade Organization (WTO) 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 com-
mittee established by the Department of Justice to consid-
er international antitrust matters. Before joining Columbia
University, from 1989 to 1993, Professor Janow was 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 imple-
menting U.S. trade policies and negotiating strategies
toward Japan and China. Prior to her period in government,

she was an associate at Skadden, Arps, Slate, Meagher &

Flom, specializing 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 Group. 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, Albert E. Cinelli

Enterprise Professor of Law, and

director of the Center for Japanese

Legal Studies at Columbia Law

School. He is 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 governance.
His other primary research interests include law and
economics, and law and development. In addition to
numerous scholarly articles, he has coauthored or edited
six books: Law and Capitalism: What Corporate Crises
Reveal about Legal Systems and Economic Development
Around the World (University of Chicago Press, 2008);
Transforming Corporate Governance in East Asia
(Routledge 2008); The Japanese Legal System: Cases,
Codes, and Commentary (Foundation Press, 2006);
Economic Organizations and Corporate Governance in
Japan: The Impact of Formal and Informal Rules (Oxford
University Press, 2004); Global Markets, Domestic
Institutions: Corporate Law and Governance in a New Era
of Cross-Border Deals (Columbia University Press, 2003);
and 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
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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 Law Review, and a B.A. with
high honors in Government and International Studies from

the University of Notre Dame.

Joseph Stiglitz is  University
Professor 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. 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. In 2001 he was awarded the Nobel

Prize in Economics for his analyses of markets with asym-

metric information, and he was a lead author of the 1995

Report of the Intergovernmental Panel on Climate Change,

which shared the 2007 Nobel Peace Prize. 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. He holds a part-time

appointment at the University of Manchester as chair of

the Management Board and director of graduate summer
programs at the Brooks World Poverty Institute. He serves
on numerous other boards, including Amherst College's

Board of Trustees and Resources for the Future. 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. He has
made major contributions to macroeconomics and mone-
tary theory, to development economics and trade theory,
to public and corporate finance, to the theories of industri-
al organization and rural organization, and to the theories
of welfare economics and of income and wealth distribu-
tion. He founded one of the leading economics journals,
The Journal of Economic Perspectives. His book
Globalization and Its Discontents (W.W. Norton, June
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; Fair
Trade for All (Oxford University Press), with Andrew
Charlton; and Making Globalization Work (N.W. Norton and
Penguin/Allen Lane, 2006). His most recent book, The
Three Trillion Dollar War: The True Cost of the Irag Conflict,
with Linda Bilmes of Harvard University, was published in
March 2008 by W.W. Norton and Penguin/Allen Lane.

Hugh Patrick and David Weinstein are also members of the

Center's core faculty; their profiles are on pages 26 and 27.
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VISITING FELLOWS

2

Hiroyasu Asano
Mitsubishi UFJ Trust
& Banking

Junko Uenishi
Sophia University

Hirokazu Okamoto
RISA Partners

Joint Fellows with the
Weatherhead East Asian Institute
Lena Saito of Columbia University

RISA Partners

Keiko Ito
Senshu University

Tatsushi Kurihara

Midori Munechika Bank of Japan

Toyo University

Kazuhiko Takeda
Ministry of Finance

Takeshi Yoshida
Development Bank

Mitsuo Takii of Japan

Oberlin University

Masataka Nishijima
RISA Partners

:
&

Ellie Okada Hirokazu Tashiro
Yokohama National Mitsui Sumitomo
University Insurance Co., Ltd.
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he Center 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 participation in

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

Christina Ahmadjian

Professor of International Business Strategy

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
Academic Director
Corporate Education
Duke University

Lee Branstetter

Associate Professor of Economics and Public Policy

H. John Heinz lll School of Public Policy and Management
Carnegie Mellon University

Jenny Corbett

Executive Director

Australia-Japan Research Centre

Professor of Economics

Crawford School of Economics and Government
The Australian National University

Robert Dekle

Professor of Economics
Department of Economics
University of Southern California

Peter Drysdale

Professor of Economics Emeritus

Crawford School of Economics and Government
The Australian National University

David Flath

Professor of Economics

College of Management

Director of the Economics Graduate Program
North Carolina State University

Koichi Hamada

Tuntex Professor of Economics
Department of Economics
Yale University

Yasushi Hamao

Associate Professor of Finance and Business Economics
Marshall School of Business

University of Southern California

Masanori Hashimoto
Professor of Economics
Department of Economics
The Ohio State University

Takeo Hoshi

Pacific Economic Cooperation Professor in
International Economic Relations

School of International Relations and Pacific Studies

University of California, San Diego

Takatoshi Ito

Professor

Graduate School of Economics
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 W. S. Schupf Professor
in Far Eastern Studies

Department of Economics

Colgate University

Kenneth Kuttner
Professor of Economics
Department of Economics
Williams College

RESEARCH ASSOCIATES
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Patricia Kuwayama
Vice President
JP Morgan Chase, New York

Edward Lincoln

Director

Center for Japan-U.S. Business and Economic Studies
Clinical Professor of Economics

Leonard N. Stern School of Business

New York University

Robert Myers
Vice President
Fairfield Resources International, Inc.

Terutomo Ozawa

Professor of Economics Emeritus
Department of Economics
Colorado State University

Joe Peek

Gatton Endowed Chair in International Banking and
Financial Economics

Gatton College of Business and Economics

University of Kentucky

Adam S. Posen
Deputy Director
Peterson Institute for International Economics

William V. Rapp

Henry J. Leir Professor of International Trade and Business
School of Management

New Jersey Institute of Technology

Frances McCall Rosenbluth
Professor of Political Science
Department of Political Science
Yale University

Ulrike Schaede

Associate Professor of Japanese Business

School of International Relations and Pacific Studies
University of California, San Diego

Michael Smitka

Professor of Economics
Williams School of Commerce
Washington and Lee University

Hong Tan

Lead Economist

Finance and Private Sector Division
The World Bank Institute

Eleanor Westney

Scotiabank Professor of International Business
Schulich School of Business

York University

Michael Yoshino

Herman C. Krannert Professor of Business Administration
Emeritus

Harvard Business School

Harvard University
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PROFESSIONAL FELLOWS

Professional Fellow appointment at the Center rec-
ognizes former government officials and business
leaders who have had distinguished careers in eco-
nomics-related ministries or business corporations. This
position facilitates his or her ongoing involvement with CJEB

and its activities.

Robert Fallon recently returned to

Columbia Business School as an adjunct

professor after completing his term as

chairman of Korea Exchange Bank, a

publicly listed $80 billion institution that

is Korea's leading international bank.
After taking over as president and CEO, he successfully
led a wholesale reorganization and restructuring that
restored the bank's capital strength and profitability,
achieving record net income in 2004. He is also the first
foreigner to chair a public company in Korea. Previously Mr.
Fallon was an international banker with JP Morgan Chase,
where he was head of global financial services. Prior to this
appointment, he was resident in Tokyo as Asia-Pacific divi-
sion head, where he was responsible for Chase’s activities
in thirteen different countries across the region. Mr.
Fallon's research interests include international banking
and Asian financial and economic affairs. He has lived in
Asia for thirty-three years and enjoys myriad contacts
across a wide spectrum of government, corporate, and
financial institutions in the region. He travels widely and
speaks often on regional economic and business affairs.
He started his banking career with Citibank in Hong Kong
in 1975 and later worked in investment banking and man-
agement positions in Tokyo. Subsequently he assumed
Asia regional responsibility with Drexel Burnham Lambert

and Bankers Trust Company before joining Chase in 1992.

Mr. Fallon holds a B.A. from Ohio University and an M.B.A.
from Harvard Business School. Following his undergradu-
ate studies, he served in the U.S. Peace Corps, including
three years as a volunteer mathematics teacher at Chanel
College in Western Samoa. Mr. Fallon is currently a director
of the Japan Society, director of the Korea Society, trustee
of the Ohio University Foundation, director of the Council on
International Educational Exchange, and a Professional
Fellow of the Center on Japanese Economy and Business
of Columbia University. He is also a member of the Asia
Society and the Council on Foreign Relations, and serves
on the Advisory Board of the Korea Economic Institute and
the Asian Advisory Boards of Deutsche Bank AG and
Euromoney PLC.

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-

executive director of Barclays Bank, Fuji
Xerox Co., Ltd., and Horiba Ltd.; member of the
International Advisory Council of JP Morgan Chase; adviser
to the Imperial Hotel, Tokyo; member of the Advisory Board
of the New Perspective Fund; vice president of the
America-Japan Society, Inc.; and 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 his M.A. from the Fletcher School
of Law and Diplomacy.
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INTERNATIONAL ADVISORY BOARD

The 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

Chairman

TEPIA Foundation

Former Vice Minister

Japanese Ministry of International Trade and Industry

Robert S. Ingersoll

Former Ambassador to Japan

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

Susumu Kato
President and CEO
Sumitomo Corporation

Yotaro Kobayashi
Chief Corporate Advisor
Fuji Xerox Co., Ltd.

Yuzaburo Mogi
Chairman and CEO
Kikkoman Corporation
M.B.A.'61

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

Akio Utsumi
Senior Advisor
The Mitsubishi UFJ Trust and Banking Corporation

Noboru Yamaguchi
Senior Executive Advisor
Fiduciary Services Research Center, Nomura Securities Co., Ltd.
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Promoting Exchange of Ideas

FACULTY PROGRAM IN JAPAN

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 each year for selecting
faculty from Columbia and other top-tier academic institu-
tions to participate in this 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 the School's student-
run groups, including the Japan Business Association (JBA)
and the Asian Business Association (ABA), to enhance the
student experience at Columbia Business School (see list-
ings of cosponsored events on pages 24-25).

CJEB cosponsored the 2008 Chazen International Study
Tour to Japan organized by the Jerome A. Chazen Institute
of International Business and the School's student-led
organization, the Japan Business Association. Since 1989
CJEB has contributed to the student-led trip to Japan,
which in 1993 became a Chazen International Study Tour
of the Business School. In March, a group of forty MBA
students along with Professor Ciamac C. Moallemi, assis-
tant professor in the Decision, Risk, and Operations

The group was in Tokyo from June 2 to 6,
2008. The theme of the program was
“Corporate Strategies for Meeting the
Challenges of Globalization.” In addition to
Charles Wolf,
Tim Baldenius, professor of accounting,

the participants were
Tim Baldenius

Columbia Business School; Charla Griffy-Brown, professor
of information systems, Pepperdine Graduate School of
Business; Charles O'Reilly, professor of management,
Stanford Graduate School of Business; Richard Rumelt,
professor of business and society, UCLA Anderson School
of Management.

ENHANCING THE M.B.A. EXPERIENCE

Division, traveled to Japan for a week to witness the coun-
try through a variety of perspectives and experiences. The
Study Tour included stops in the cities of Kyoto, Kobe,
Toyota City, and Tokyo. The itinerary mixed visits to a
cross-section of Japanese corporations with a number of
educational and cultural excursions, such as meetings with
Doshisha and Keio Business School students, a kaiseki tra-
ditional dinner, and a tour through the Tsukiji fish market.
Company site visits included Gekkeikan Sake Company,
Ltd., Asics Corporation, Creation Core Higashi Osaka,
Toyota Motor Corporation, NTT DoCoMo Inc., Dream
Incubator Inc., Sony Corporation, and Mizuho Corporate
Bank. The trip also included a panel discussion titled
“Japan'’s Evolution—Economic and Cultural Competencies”
and a reception organized and sponsored by CBS Alumni
Club of Japan. Partial sponsorship of the Chazen Japan
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Study Tour was provided by companies, including
Careerincubation Inc., CJEB, several CBS alumni, and by
Interface Inc., Kikkoman Corporation, Mori Building Co.
Ltd., and Watson Wyatt Worldwide.

Fellowship and Scholarship Programs
The Center on Japanese Economy and Business provides
selected fellowships supporting 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.
Raicho Boikov Bojilov, Ph.D. candidate in economics, was
the recipient for the 2007-2008 year. His project is titled
“Vertical vs. Horizontal Foreign Direct Investment:
Evidence from the Activity of Japanese Multinational
Firms! Its objective is to summarize firm-level data and
establish how much of the activity of Japanese multi-
national corporations falls under the category of vertical
and how much under the category of horizontal FDI.

The Center annually conducts a University-wide competi-
tion on behalf of the Mitsubishi UFJ Trust Scholarship
Foundation and nominates one Columbia University stu-

he Center continues to develop its databank on the
Japanese economy, with emphasis on financial mar-
kets. 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 news and data
retrieval system that provides essential corporate and
economic data and leading newspaper and journal articles
on Japan and other Asia-Pacific economies. CJEB makes

dent to receive tuition and living expenses for a one-year
program of graduate study in Japan. The scholarship recip-
ient for 2007-2008 was Omar Yusef Baker, M.A. in East
Asian languages and cultures.

For a second year, the Center continued its CJEB Graduate
Student Fellowship. 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 interviews
for publication on the CJEB Web site and in the School news-
paper, The Bottom Line. The 2007-2008 fellows were
Stefano Casertano (M.B.A. '08) and Carlton Vann (M.B.A.
'08).

Graduate Student Conference on East Asia

On February 8 and 9, 2008, CJEB supported another
Graduate Student Conference on East Asia, which provided
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 interdisci-
plinary 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.

available to Columbia students, faculty, and other
University 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. The Center also maintains a small
working collection of hard-copy materials on the Japanese
and Asia-Pacific statistical

economies, including

resources, academic journals, and periodicals.
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Japan Economic Seminar

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, other professionals, and advanced grad-
uate students to discuss ongoing research in preliminary
form by specialists on the Japanese economy. The
Weatherhead East Asian Institute of Columbia and The
George Washington University cosponsor with CJEB 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 2007-2008:

September 28, 2007
Columbia University

“Japan and Germany: Different Capitalisms, Different
Prospects”

Adam Posen, Deputy Director and Senior Fellow,
Institute for International Economics

“Defining Price Stability in Japan: A View from America”
David Weinstein, Carl S. Shoup Professor of Japanese
Economy, Economics Department, Columbia
University; Associate Director for Research, Center on
Japanese Economy and Business

November 16, 2007
The George Washington University

“The Effects of Politics on Trade and Trade on Politics
between Japan and China"”

Peter Drysdale, Emeritus Professor of Economics
Crawford School of Economics and Government,
Australia National University

Shiro Armstrong, Research Associate, Crawford
School of Economics and Government, Australia
National University

“Changing Japan: Models for Organizing What We
Know"

Michael Smitka, Professor of Economics, Washington
and Lee University

Arthur Alexander, Mitsui Adjunct Professor on Japan,
Georgetown University

February 15, 2008
Columbia University

“Toyota Motor Company: An Environmental and
Strategic Marketing Assessment for Hybrid and
Renewable Energy Resource Automobiles”
William V. Rapp, Henry J. Leir Professor of
International Trade and Business, School of
Management, New Jersey Institute of Technology

“A Nordic Mirror: Why Structural Reform Has
Proceeded Faster in Scandinavia Than in Japan”
Richard Katz, Senior Editor, The Oriental Economist

April 11, 2008
The George Washington University

“The Increasing Productivity Dispersion of Firms: A
Reevaluation of Its Causes in the Case of Japan During
the Lost Decade”

Keiko Ito, Professor, Senshu University; Visiting Fellow,
Center on Japanese Economy and Business

“Are U.S. Exports Different from China's Exports?
Evidence from Japan's Imports.”

Kozo Kiyota, Visiting Associate Professor, Gerald R.
Ford School of Public Policy, University of Michigan;
Associate Professor, Yokohama National University

U.S.-Japan Discussion Group

This group is organized as a series of informal meetings
among a small number 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 2007-2008 academic year, the
discussions were led by Hugh Patrick and Michihisa
Shinagawa, 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; 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 (Federal Reserve Bank of NY); and Mike
Woodford (Columbia University).
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Financial Support

olumbia University and its Business School provide basic support for the Center by covering faculty
salaries and providing office space, library and administrative support, and other necessary services.
However, the Center relies on external sources of financial support from foundations, corporations,
and individuals for its programs and research activities. Income is derived from the Center's endowment, oper-
ating and project grants, and especially from the Corporate Sponsorship Program, established in 1995.
Academic independence has not been an issue, since there are no restrictions attached to any of these gifts.
The Sponsorship Program has been instrumental in expanding the Center’s activities and guaranteeing their
long-term financial support. The companies listed opposite give to the Center on an annual basis. The Center
also greatly appreciates and benefits from the income derived from the generous endowments funded by
Fuji Xerox Co., Ltd., Sanken Industrial Policy Research Institute, The Marine and Fire Insurance Association,
The Federation of Bankers Association, The Security Dealers Association, The Life Insurance Association, and
Mitsubishi UFJ Trust & Banking Corporation during the first years of the Center's establishment at Columbia
Business School.
The Center's Program on Alternative Investments receives financial support from a select group of leading

companies in Japan.
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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 2007-2008 are as follows:

Lead Corporate Sponsor
(8100,000+ annually)
Sumitomo Corporation of America

Senior Corporate Sponsor
850,000+ annually)
Daiwa Securities America, Inc.

Major Corporate Sponsors
825,000+ annually)
Kikkoman Corporation
RISA Partners

Saga Investment Co., Inc.
Takata Corporation
Tsuchiya Co., Ltd.

Corporate Sponsors

10,000+ annually)

AFLAC

Caxton Associates, LLC

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 Co., Ltd.

Pacific Investment Management Company LLC
(PIMCO)

Shin Nihon Ernst and Young

The Tokyo Electric Power Company, Inc.

Yaskawa Electric Corporation

Individual Sponsors
($10,000+)

Robert Alan Feldman
Shigeru Masuda, M.B.A. 73

Friends of the Center

(up to $9,999)

Hugh Patrick

Sumitomo Chemical Corporation
John and Miyoko Davey

Sponsorship of the
Program on Alternative Investments

Lead Corporate Sponsors
(8100,000+ annually)

Daido Life Insurance Company
Nomura Holdings, Inc.

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