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Keynote speaker Gerald Curtis addresses the audience

Welcoming Remarks

Glenn Hubbard, dean and Russell L. Carson Professor of Finance and Economics at

Columbia Business School, opened the conference by welcoming the attendees and speakers,
and pointing to two sets of relationships that together underscore the import of the 30th
Anniversary Conference. The first is the partnership between the Center on Japanese

Glenn Hubbard

Economy and Business (CJEB),
Columbia Business School, and
Columbia University, where theory
and scholarship are brought
together with the practical teachings
of the world around us. The second
relationship is between Japan and
the United States, which has served
as a major contributor to global
prosperity and security since WWII.



The conference comes at an important time in the world economy, said Dean
Hubbard, with some vital questions on the table. What are the possibilities for long-term
growth? How do we find the appropriate mix between fiscal policy, monetary policy, and
structural reform? How do we balance gains in trade and global cooperation with domestic
political demands for broad economic inclusion? With these topics and more, Professor
Hubbard set the course for the event's panels and discussions.

Opening Comments

Hugh Patrick, director of CJEB and
R.D. Calkins Professor of International
Business Emeritus at Columbia Business
School, first offered condolences to the
families of the victims of the recent
earthquakes in Kumamoto. He then
echoed Dean Hubbard's welcome and
offered a brief history of the U.S.-Japan
economic relationship to provide
context for the conference proceedings.
Hugh Patrick Professor Patrick noted that

CJEB's first conference, 30 years ago, also
focused on the U.S.-Japan economic relationship with implications for security, although in a
significantly different context. In 1986, the bilateral relationship was tense, he said, whereas
today it is much deeper, stronger, and more friendly. An important differentiation, he
continued, is that the economic relationship is no longer confined to a predominantly bilateral
context, with both countries integrated into a fundamentally different, and more robust,
global economic environment. Deflationary pressures, European Union trade and political
friction, and China's reemergence are some of the factors that have led to a very different
situation; accordingly, a host of new challenges have appeared.

In a bid to address these changes in the global economy, as well as remedy Japan's
listless performance of recent decades, Prime Minister Shinzo Abe put forth a bold economic
policy platform, known as Abenomics, at the launch of his administration in 2012. Professor
Patrick recalled that in his remarks at CJEB's 2013 Tokyo conference, he had four comments
regarding Abenomics: 1) it would help Japan would break out of its mediocre economic
performance; 2) significant monetary stimulus measures would be adopted; 3) TPP would be
an important symbol of structural reform; and 4) the strategy for Abenomics liberalization
would become well-defined once the growth strategy took shape. The movement on these
fronts has been mixed. The Bank of Japan has surely provided major new stimulus, but Japan's
economic performance remains underwhelming, TPP is held up in the Diet (as well as in the
recalcitrant U.S. Congress), and a clear set of priorities and implementation measures are yet
to be articulated for the "third arrow" growth strategy.

In introducing the agenda, Professor Patrick noted that, while CJEB's annual Tokyo
conference always examines economic and business issues, it is also essential to consider




broader, fundamental political-security matters as they relate to the U.S.-Japan relationship.
The keynote address by Gerald Curtis, Burgess Professor Emeritus of Political Science at
Columbia University, was designed to do just that. Then two panels were organized, one to
discuss a range of macroeconomic and related issues in the United States and Japan, and the
other to address issues of Japan's evolving corporate culture and governance regime. In order
to dig deeper still into all of these matters, the final session was structured as a free-flowing
dialogue between two leaders of their respective professions: Takatoshi Ito, professor at
Columbia University’s School of International and Public Affairs (SIPA), and Mr. Takeshi
Niinami, president and CEO of Suntory Holdings Ltd. Professor Patrick then introduced
Professor Curtis to give the keynote speech.

Keynote: The U.S.-Japan Alliance in a Turbulent East Asia

Professor Curtis spoke on the
U.S.-Japan  security alliance and
changing geopolitical dynamics in the
Asia Pacific. Shinichi Kitaoka, president
of the Japan International Cooperation
Agency and professor at the National
Graduate Institute for Policy Studies,
served as a discussant, and Merit E.
Janow, dean of SIPA, served as both the
moderator and second discussant.
Gerald Curtis Professor Curtis began by noting

the substantial differences between the
geopolitical and economic environment of the early Cold War period, when the U.S.-Japan
alliance was forged, and the globalized, multipolar world of today. He made clear that the
alliance remains strong and continues to serve as a mechanism for peace and stability in East
Asia, but said that the clarity of strategic choice afforded nations by a bipolar world after
WWII, and then a unipolar world towards the end of the 20th century, no longer exists. The
evolving multipolar system — whose complexity makes the costs and benefits of different
policy options more difficult to estimate, coordination among allies harder to achieve, and
the dangers of misunderstanding, suspicion, and miscalculation greater — require every
country in the region to think carefully on issues of national security.

Japan is no exception, said Professor Curtis, and this is reflected in the steps it has
recently taken to ensure its security. The driving force behind the changes in Japan's defense
strategy has been changes in the international structural environment; thinking of
developments in the country's security policy as primarily spearheaded by a faction or
individual politician is ill conceived. If Prime Minister Abe were to leave office tomorrow,
argued Professor Curtis, we should not expect substantial divergence from the strategic
security course Japan is currently on.

Indeed, in Professor Curtis' view, the Abe Administration is pursuing a strategy that
does not diverge from but rather builds upon policy trends that have been evolving over the




past half century. It is a three-pronged strategy: to increase Japan's own capabilities; to
strengthen the alliance with the United States; and to develop security relationships with
other countries. Given the changes in the geopolitical environment and national security
strategies, skillful management of the U.S.-Japan alliance requires a redoubling of efforts in
both countries to enhance cooperation and coordination while taking into account domestic
political realities.

The political reality in Japan, in Professor Curtis' view, is that the country is not on the
cusp of becoming a "normal" military power; public opposition to the use of military forces
for more than defending the homeland is and will remain strong. The political reality in the
United States is that there is widespread public unease over the direction of American foreign
policy, triggered in part by unsuccessful and unpopular wars in the Middle East and
underscored by a growing isolationist rhetoric from both major political parties. Although
Professor Curtis believes that Hillary Clinton will likely be the next U.S. president, the Donald
Trump and Bernie Sanders campaigns have shown us that there is a large number of angry,
scared, and frustrated voters who are not happy with much of what neoliberal economic and
foreign policy has wrought. Whoever wins the election, he pointed out, the fact is that there
are deep divisions in American society that will not be repaired easily or soon.

Speaking more specifically on the U.S. domestic political situation, Professor Curtis
said that demographic changes, wealth inequality, discord on social and immigration issues,
and increasingly different beliefs concerning values and rights has created a deeply divided
political environment not only between parties but within them. America’s political parties
need to reorient themselves so that we once again have two parties, one on the center-right
and the other on the center-left, that offer the public clear policy choices but whose centrist
orientation also allows for the consensus and compromise that is essential for the effective
functioning of democratic government. The chances of TPP passing in the current U.S.
Congress are slim, as is the likelihood that the U.S. will ever resume the role of dominant
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leadership in Asia that is has played in the past. Thus, close consultation between the U.S. and
Japan will be more important than ever in the coming years.

This is especially true, continued Professor Curtis, in terms of managing the two
greatest threats to regional peace in East Asia: North Korea's nuclear weapons program and
China's thrust for regional power and influence. Positive inducements to get the North to give
up nuclear weapons have been unsuccessful, he said, and have provided the DPRK regime
with funds to develop its weapons of mass destruction programs. Sanctions have not worked
either because they have been undercut by the Chinese government’s preference to keep the
Kim regime in place rather than face the security challenges presented by regime collapse. So
policy approaches toward North Korea are particularly difficult — and positive outcomes
dubious — but it is vitally important to try. The route to finding a way to bring about positive
change in the North Korean regime goes through Beijing, he said, as it always has.

How the U.S., Japan, and other countries manage relations with China will be the most
consequential question facing political leaders in East Asia well into the middle of this century,
asserted Professor Curtis. A more important question is whether China will manage its rise to
superpower status in a manner that generates confidence that it is committed to the peaceful
settlement of disputes, that it will observe global rules and norms, and that its policies do not
threaten the vital interests of other nations in the region. Unfortunately, recent Chinese
actions, he warned, especially in regard to expansionist claims of sovereignty in the South
China Sea, do not offer encouragement to prospects of a peaceful course. This has resulted
in an unprecedented increase in security building throughout Asia, exemplified by heightened
security cooperation between Japan and several ASEAN states.

At the same time, Professor Curtis reminded the attendees, it is not realistic to expect
China to be a responsible stakeholder in the international system without it also seeking to
exercise leadership. The presidency of the World Bank belongs to the United States, the
president of the International Monetary Fund is European, and the head of the Asian
Development Bank is always Japanese. If the liberal international order is not reformed to
make room for China to be a leader in existing important international organizations, he said,
we should not be surprised to see it create its own structures and instruments — such as the
Asian Infrastructure Investment Bank — to fulfill Chinese needs and goals.

In closing, Professor Curtis said that whether the Chinese economy booms or busts
will present starkly different challenges to its leaders and to regional stability, and that
prudent evaluation of the costs and benefits of pursuing different policy courses will be vitally
important. Either way, peace in East Asia requires a concerted effort to maintain the balance
of power in the region, he said, along with a comprehensive policy of engagement to
encourage China to understand that its strategic concerns are best met by cooperation, not
by conflict.

Professor Janow agreed with Professor Curtis that American anti-globalization
sentiments have become pronounced and that there is a rising sense of inequality in the
country. However, the United States is not nearly as broken as some of the presidential
candidates would have us believe. Similarly, while Professor Janow agreed with Professor
Curtis in that we should not underestimate the Trump campaign, she also suggested that we
not overemphasize it either, and give due attention to a responsible critique of policy



platforms, including that of Hillary Clinton
— who does not represent a simple
continuation of the current
administration. Given the changes
underway in America and in the
international structural environment,
Professor Janow posed the questions,
what can Japan's political-economy
tolerate, and what can the country do to
equitably engage China in the
international public policy sphere?
Professor Kitaoka shared two general observations of Japanese diplomacy. The first
was that it is overly dependent on the United States in the security realm. The second is that
it has been constrained by history and the related half-century long criticisms from China and
South Korea stemming from the regional wars in the middle of the 20th century. Both of these
aspects have shown signs of improvement in recent years, he said, with Japan adopting
policies to expand the scope of its Self-Defense Force activities and with Prime Minister Abe's
well received speech commemorating the 70th anniversary of the end of the Pacific War. Both
have enhanced Japan’s credibility.
Professor Kitaoka made
the case for Japan to go further in
recalibrating its defense policy,
and called for expanded
counterstrike capabilities in case
of attack from North Korea,
noting the logics of defense and
deterrence to bolster this
rationale. He suggested that the
Japanese silent majority may f
agree with this view, although Gerald Curtis, Shinichi Kitaoka
they remain less vocal than
opponents of "normalization." To be clear, stressed Professor Kitaoka, he is not pushing for
radical change or for change that is in any way different from what is standard protocol in
other developed democracies. Most importantly, all parties should remain calm and
cooperative in reaching peaceful compromises to diplomatic disagreements. In this light, he
called for Japan to abandon radical interpretations of history, both conservative and liberal
alike, and to seek the center; and to base policy formation on strategic calculation rather than
emotion or passion.

Merit E. Janow

Panel 1: Japanese and U.S. Economies in Global Perspective

Dean Hubbard, Hiroko Ota, professor at The National Graduate Institute for Policy
Studies in Japan, and David E. Weinstein, director of research at CJEB and Carl S. Shoup
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Professor of the Japanese Economy at Columbia University, spoke on the economic
environment in the United States, Japan, and globally. Professor Patrick moderated the panel.

Dean Hubbard began by bridging the panel's theme with that of the keynote address,
saying that the United States and Japan both currently face important economic and national
security interrelationships; both countries share similar challenges relating to growth,
economic policy, and links to China. Despite much of the pessimism and populist rhetoric, he
believes that a smart pivot in public policy can offer much to the economic well-being of both
nations.

Dean Hubbard pointed out that, in the United States, the key long-term question is
about growth, highlighted by legitimate concerns pertaining to the supply side of the
economy and issues relating to productivity. For the United States, as for Japan, structural
reform will play a critical role in shaping the future, including a fundamental tax and
regulatory reform as well as the need to shift expectations regarding long-term growth. He
noted that, although monetary policy in the United States played a very constructive role in
the aftermath of the most recent financial crisis, we have since then relied too heavily on the
Federal Reserve. This hamstrings
its future policy options if another
recession were to strike in the near
term, among other problems. By
contrast, fiscal policy, via tax
reform and a sustained
infrastructure spending program,
offers more promise, both in
terms of long-term growth
support and as a countercyclical
policy.

According to Dean A
Hubbard, the key in Japan, a Glenn Hubbard




country with a shrinking labor force, is productivity growth, which is crucial to the
revitalization of investment and for solving the nation's long-term fiscal balance. As with the
United States, a shift in expectations is important, as is a move away from heavy reliance on
the Bank of Japan. In the short run there is still a need for fiscal support, but this could be
coupled with approaches to dealing with long-term issues, including phasing in a consumption
tax increase.

In closing, Dean Hubbard touched on several global trends of concern. He said that
populism and pessimism were particularly worrisome, and that pushback on the TPP
symbolizes this. The agreement is not simply about trade, he said, but also about American
and Japanese security interests. By trifling with the TPP, he argued, we diminish U.S. and
Japanese roles in the world.

Professor Ota echoed Dean
Hubbard in identifying two primary
challenges facing both the United
States and Japan: the TPP, and
reliance on monetary policy. TPP
offers more than elimination of
tariffs, she said, including rule-
making for state-owned enterprises
and domestic procurement. It also
serves as a good model for the
future global economy through its
liberalization pressures on various
industries. TPP offers an opportunity
to expand both the U.S. and Japanese economies, and both countries should lead the way
forward for its adoption.

Supply side challenges to Japan's potential growth rate remain an overarching policy
issue, continued Professor Ota, and Abenomics was conceived in order to offer a three-
pronged, or three arrow, solution. Thus far, Japan has relied too much on monetary policy,
the first arrow; in order to achieve optimal results, both structural reforms and a coherent
growth strategy are imperative. She also agreed that labor reform and increasing productivity
are important, especially in the highly protected services industries, including healthcare and
child services. Diversification, mobility, and wage adjustment are all important reform issues
in the labor market; they are needed to address the productivity challenges in the services
industries and in the broader Japanese economy.

Professor Ota also pointed to the slow pace of change in Japan, lamenting that the
post-WWII fixed systems of employment and business relationships that once contributed to
Japan's rapid growth have not adapted well to changes in the global economy. Vested
interests, as well as the general population, fear change, she said, and this is particularly
troublesome in regards to diversity. Different ideas and perspectives are crucial to innovation,
and she urged further efforts be made in corporate governance reform to allow for increased
diversity.

Hiroko Ota



Professor Weinstein agreed,
saying that one of the least painful
ways for Japan to break away from
its prolonged recession is by raising
productivity growth, which will help
to restore fiscal balance as well as
increase investment and other
economic activities. The question, of
course, is how best to do this, and
where to put policy focus. Professor
Weinstein  pointed out that, David E. Weinstein
although TPP is important for all the
reasons that Dean Hubbard and Professor Ota touched upon, the impact of TPP on the
Japanese economy will likely be relatively small, raising growth rates approximately two-
tenths of a percentage point per year.

Population decline is one of the major challenges facing the Japanese economy, as it
puts downward pressure on a host of important engines of growth, including demand. One
reason is that the mechanisms by which savings from the elderly are transmitted to young
entrepreneurs, who in turn innovate and drive growth, are constrained by the declining
population. Specifically, he continued, the number of young people has fallen by about half,

so the pool of new entrepreneurs has been halved as well.

This suggests why Japan has adopted low, and now negative, interest rates, continued
Professor Weinstein, in order to foster investment in innovation by younger generations.
Human capital building is thus very important, and one way to develop and promote human
resources is to invest in women, a particularly promising source for talent in Japan.
Furthermore, management practices that favor hiring and promoting workers based on
prejudiced preferences ultimately reduce firms’ productivity. In other words, providing
women a fair and equitable workplace is not just morally right, but also makes good business
sense.

Another avenue by which the Japanese government can raise productivity is to pursue
reforms that are more conducive to the globalized world of today. Professor Weinstein
presented statistics that show how little the Japanese workforce has internationalized over
the past 25 years, with foreign residents as a percentage of the Japanese population growing
by less than one percentage point, from 0.9% to 1.8%. At the same time, Japan's engagement
with the world has declined in certain respects, including young people studying abroad in
foreign universities. This suggests that there is substantial scope for both government and
industry action in order to increase the opportunities and competitiveness of its workforce.

Panel II: Corporate Culture & Governance as a Recipe for Innovation

Taisuke Sasanuma, partner and co-founder of Advantage Partners, Inc., Hiroshi Suzuki,
president and CEO of Hoya Corporation, and Shigeru Yamashita, president and COO of Pigeon
Corporation, presented their ideas and experiences relating to one of the central themes
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discussed in the previous panel: corporate governance reform. Alicia Ogawa, senior advisor
at CJEB and adjunct associate professor at SIPA, moderated the panel.

Professor Ogawa started by
saying that in the United States, the
catalysts for better corporate
governance were the Enron and
WorldCom scandals, after which the
Sarbanes-Oxley Act and a host of new
and recalibrated laws were put in
place. While this response appears to
have been successful in reducing
fraud, how they affected profitability
is a subject of debate. Japan has
adopted a two-pronged approach —
the Corporate Governance Code and Stewardship Code — in order to be better equipped to
manage the forces of globalization. However, these have progressed slowly and with
considerable pushback, with many Japanese unsatisfied with the predominately Western
conception of best practices that underscore these reforms. This is why the panel topic has
been framed to specifically include
culture, stressed Professor Ogawa, as it
is the culture and people of a firm that
best predict success, not legal
structures or codes of conduct.

Mr. Sasanuma proposed that
transforming Japan into a research and
development (R&D) based economy
may be the best way to increase
national innovation rates. Government
and industry should collaborate in
making Japan an R&D powerhouse. He Taisuke Sasanuma

Alicia Ogawa
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provided several cross country statistics to describe the current innovation environment in
Japan and around the world, including figures on expenditures, trade balances, efficiency
metrics, public versus private engagement, profitability, and patent filings. The data points to
several interesting findings, including that although Japan's investment in R&D ranks high
among developed economies, the value added by this investment is comparatively low. The
reason for this, argued Mr. Sasanuma, is the tendency of Japanese firms to prefer closed
innovation, in contrast to U.S.-style open innovation. Mr. Sasanuma said that he believes
Japan can learn much from the U.S. system of incorporating engineers and technologies from
around the world, including encouraging university-industry collaboration, and engaging in
R&D with a long-term mindset.

Mr. Suzuki provided his
observations on firm culture from a
micro, personal experience
perspective, and explained Hoya's
history in terms of changes in its
corporate governance over the years.
In 1989, the company's board was
comprised of seventeen directors, all
of which were internal Hoya
employees. In 1995, the company

adopted a general competitive Hiroshi Suzuki
philosophy of being "a big fish in a

small pond," and added its first outside director that year in order to be more competitive
globally. Today, Mr. Suzuki said, the company has winnowed down the number of directors
to six, and he is the only internal director on the board, with five outside directors. This is
quite an atypical board composition for Japan, and has been recognized for its efforts to
change and adapt, winning the Corporate Governance of the Year Prize from the Japan
Association of Corporate Directors.

Mr. Yamashita began by asking,
“What is the primary objective of
corporate governance?” In his view, it
is to ensure sustainability and increase
corporate value, both of which are not
simply bottom line economic
measures but also include human
considerations as well. Corporate
value is partly comprised of social
, value, represented by what s
Shigeru Yamashita important to the broader community.

As such, Mr. Yamashita said that he
seeks to provide his customers with joy and happiness, and in order to do so, hires employees
that share this view. Likewise, his employees can experience joy and happiness in their work,
and this dynamism is part of what makes up corporate culture and corporate value at Pigeon.
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At times, given this approach, the interests of stakeholders and the interests of the company
may not be aligned, said Mr. Yamashita, and corporate governance serves as a mechanism for
bridging this divide.

Question and Answer session

Q: What are the positive and negative effects of activist investors in Japan on corporate
governance and creating corporate value?

A: Mr. Suzuki said that he believes that there are both positive and negative effects, and that
these largely depend on the intentions of the investors. Often, these intentions are driven by
short-term considerations, which can result in negative effects, but in terms of the larger
marketplace of business deal-making, the increase in activity of these investors is a positive
sign. Mr. Yamashita said that present-day activist investors are largely different from the
vulture funds of the past, and that they can result in positive corporate value when interests
align. Mr. Sasanuma suggested that these investors’ target companies may be particularly
sensitive to disclosing company information, which can complicate operations and result in
negative effects.

Q: Board meetings at Japanese companies are held far more frequently than they are at U.S.
or European companies. Is this reflective of the nature of discussions at board meetings in
Japan, with an operational emphasis opposed to strategic?

A: Mr. Yamashita said that Pigeon holds a board of directors meeting about ten times a year,
and that it is designed as an advisory board, not a monitoring board. Mr. Suzuki said that it
can be difficult for outside directors to engage meaningfully in strategic discussions, although
it depends on the person and circumstances. However, there are certainly constraints on the
expectations a company can place on outside board members. If a company is run well, he
said, reliance on outside directors is not needed, but this changes if a company is doing poorly.
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Mr. Sasanuma said that by virtue of his role as a partner in a private equity firm, he sits on
many boards as an outside director. In his view, being a proactive outside director lends
greatly to the effectiveness of the role, and both the company and board members need to
come to a clear understanding of expectations and goals.

Q: Diversity has been a hot topic in today's discussion. What are your thoughts on the concept
of inclusion?

A: Mr. Yamashita replied that increasing diversity is only a first step of corporate governance,
and that diversity itself changes little, or can actually decrease productivity. Inclusion of
diverse people with diverse backgrounds is where the value lies, he said, and this requires
weaving the workforce together in such a way as to capitalize on the exchange of experiences
and ideas, which is not as easy as simply hiring a diverse workforce.

Abenomics Stage Il: Progress and Challenges

via Business School 4.— Columbia Busines
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Takatoshi Ito, Takeshi Niinami

Mr. Niinami and Professor Ito engaged in a discussion of the progress and challenges
of the second stage of Abenomics, including fiscal policies and growth strategies. The
discussion was thus wide-ranging by design, touching on issues related to industrial
competitiveness, stimulation of consumption, and the promotion of inbound foreign direct
investment (FDI), among other topics.

To begin, Professor Ito posed the question, "What is your view of Abenomics, three
years since its inception?"

Mr. Niinami said that he has noticed a positive shift in momentum over the three years,
although challenges remain. Progress has been made on the inflation front, with the core-
core rate (which excludes food and energy prices) currently at 1.1%. Disposable income has
also grown, with Japan experiencing three consecutive years of wage growth under the Abe
Administration, reversing a deflationary trend of previous years. Furthermore, female

13



participation in the workforce in the child bearing and caring age bracket has increased to a
level comparable to other OECD countries. Women empowerment is clearly on the rise.
Inbound tourists have increased beyond optimistic forecasts, and inbound workforce
numbers have also increased. So while there remain important challenges, there have also
been significant achievements.

Professor Ito replied that while
he agreed that aggressive monetary
policy — the first arrow of Abenomics —
has shown success, he noted that
many in the international community
are more skeptical about further room
for easing, perhaps particularly so
considering the recent experiences
introducing negative interest rates. In

terms of fiscal policy, the second arrow,

and the ongoing debate over whether
and when to raise the consumption tax from 8% to 10%, the question of how best to spend
the increased revenue has taken on increased significance. Professor Ito made clear that he
thinks that the consumption tax should be raised, and asked Mr. Niinami to share his thoughts
on this politically divisive issue.

Takatoshi Ito

Mr. Niinami responded that Japan needs to create an environment that is conducive
to raising the consumption tax, but that it is still a bit early to know when precisely the
economy will be ready for this. He was not optimistic on the current consumption forecast,
but if we assume that Japan will indeed raise the tax at some point in the near future, what is
important is that the revenue be spent
on ensuring the future for the younger
generations. Indeed, even without
considering the incremental tax
revenue, Mr. Niinami said that the fiscal
policy should be better calibrated to
benefit young families. There are no
easy answers when it comes to fiscal
policy, but what is clear is that in order
for both the first and second arrows of
Abenomics to function effectively, the
third arrow — structural reform — is Takeshi Niinami
vitally important.

Professor Ito agreed, and noted that the industries with the lowest productivity are
also the most heavily regulated industries, including agriculture, healthcare, and education.
These sectors are lagging the most, and Professor Ito urged that this be understood as an
opportunity; these industries offer the most promise from structural reform and deregulation.
How then, Professor Ito inquired, has the Council on Economic and Fiscal Policy (the Council)
been considering this issue?
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Mr. Niinami replied that the Council has been discussing this and related issues for
decades. Reaching agreement has been difficult, but even once a common understanding has
been reached, enacting and adopting their consensus into policy has proven very challenging.
What is important in bridging the realities of an inefficient system with those of entrenched
interests is a clear visualization of inputs and outputs, so that policymakers and citizens can
make informed choices that best meet the needs of society.

On a different topic, Professor Ito asked why there has been so little positive
movement in attracting foreign investment, a policy challenge that Japan has been grappling
with since his days on the Council in 2006.

The biggest difficulty is labor market reform, said Mr. Niinami; structural reforms are
necessary to improve labor mobility in and across industries and national borders. Developing
a scheme that creates both an attractive environment for foreign investment and labor as
well as efficient domestic use of human resources is what is needed, and this includes policies
governing retirement and remuneration systems.

Given that the current mechanism hinders labor mobility by "locking in" workers to
their current jobs after a certain age in order to receive maximum pension system payouts,
Professor Ito said that this scheme needs to be changed for the benefit of younger
generations.

Mr. Niinami agreed that this is one approach to fixing the system, but asked about
eliminating the forced retirement system altogether. Today's greater longevity compared to
any point in history is an important consideration, as is how the pension system would work
in concert with both early and late retirement. The retirement mechanism may hinder labor
mobility, said Mr. Niinami, and the current system is not ideal.

Professor Ito pointed out that if corporate governance is inefficient, and both
domestic consumption and workforce mobility are low, then one reaction for companies will
be to go abroad. This presents its own set of challenges, and asked what obstacles firms face
when expanding to international markets.

ey
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Diversity is a major challenge, replied Mr. Niinami, and said that moving abroad raises
the degree of diversity in terms of backgrounds, values, cultures, and mindsets that
companies must integrate with, and that a purely Japanese management system cannot be
successful in this environment. Therefore, Japanese companies need to capitalize on local
talent and be flexible in changing their management methods. Different industries must
approach this differently, he continued, saying that the successful Toyota model may be a
useful guide for some companies but likely not for others, like finance. However, one
commonality can be seen regardless of industry: appropriately managing international
business operations takes time and cannot be achieved overnight. Finding employees that
will best represent your company's core values, he said, is the key to success, and this takes
effort over the long term.

Professor Ito then asked whether English fluency is critically important to this success,
and what the difference is between the manufacturing and finance industries in terms of
cross-border governance.

Mr. Niinami replied that English is important, and that firms should take their time in
hiring and nurturing the right employees in this regard. The cultures of manufacturing and
finance are very different; the former is grounded in principles of continual improvement, or
kaizen, and understanding the local market as it responds to tangible products, whereas
finance is more strictly bottom line-focused and without tangible products, which alters
management and personnel considerations.

In closing, Professor Ito asked, in looking to the future of Abenomics, "What is most
needed?"

Mr. Niinami responded with a question: "How can we best revitalize society?" We
should create an attractive work environment for foreign workers, he answered, and should
enact fiscal stimulus, as well as proceed with social and labor reforms. The consumption tax
hike is also an important tool for enhancing the futures of younger generations, and we must
clearly communicate the government's intentions in this regard to Japanese citizens.

Takeshi Niinami, Takatoshi Ito
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Greeting: His Excellency Shinzo Abe, Prime Minister of Japan

Col- -«1bia Business Sc
“ENTER OF BUSINE

Prime Minister Shinzo Abe
Source: Official Website of the Prime Minister of Japan and His Cabinet

His Excellency Shinzo Abe, Prime Minister of Japan, congratulated CJEB on its
anniversary celebration and offered his thanks for the Japan-focused research and teaching
that has flourished over the years at Columbia Business School under the strong leadership
of Professor Patrick. He noted that Columbia University has been home to many leading
academics with interests in Japan, including University Professor Joseph Stiglitz and emeritus
professors Donald Keene and Gerald Curtis, as well as those charged with steering the current
and future course into the 21st century, including Dean Hubbard and Professor Weinstein.

Prime Minister Abe recalled his visit to Columbia University in September of 2014,
when he had the opportunity to speak with students about the role that Japan would play in
addressing global issues of concern. Impressed with their keen interest, he promptly moved
forward with a five million dollar grant from the Government of Japan in support of the
University's Japan Studies programs. Fifty students were subsequently invited to visit Japan
in 2015 in order to further nurture their study experiences and understanding of the country
and its people. Prime Minister Abe said he was happy to hear that the initiative has been a
success.

Among his administration's most discussed policy actions has been “womenomics,” or
the structural linking of women's equality with economic growth, which Prime Minister Abe
said continues to be centrally important to Japan's future. He noted that promoting women’s
policies under his government has changed from what was once a purely social policy
approach to one that is underwritten by economic policy. It is thus broader in design and
more directly confronts the challenges facing the nation, as well as the related prescriptions.
Although women stand as a central pillar to this re-imagination of economic policy, the
conception goes beyond gender, to include people from all backgrounds and walks of life, in
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what Prime Minister Abe said is a drive toward a dynamic engagement of Japanese citizens
throughout society.

In closing, Prime Minister Abe recalled that only four months after the launch of his
administration in 2012, CJEB held its first public lecture focused on Abenomics, an impression
that underscores the Center's commitment to communicate to the world about Japan, the
challenges it faces, and the fortitude with which it will pursue solutions. Prime Minister Abe
congratulated CJEB on its 30-year anniversary, and wished it all the best and continued
success for the next 30 years.

Here is the full text of his remarks in Japanese, which is also available, with
video, on the official website of the Prime Minister and His Cabinet at
http://www.kantei.go.jp/ip/97 abe/actions/201605/13conference30.html:
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Closing Remarks

Professor Weinstein thanked Prime
Minister Abe for his remarks, the speakers for
the great discussion, and the attendees for
participating in CJEB's 30th anniversary
conference. He stressed the importance of the
ongoing support provide by the corporate
sponsors, whose funding underpins CJEB's
programs and initiatives. In looking to the
future, Professor Weinstein said that CJEB will
continue to grow and develop, and remains as
committed as ever to providing premier
academic research, teaching, and public
dialogue on the Japanese economy and its businesses. Finally, he invited participants to a
reception sponsored by Sumitomo Corporation of Americas. At the reception, Professor
Patrick introduced Kuniharu Nakamura, President and CEO of Sumitomo Corporation, who
offered a toast honoring CJEB on its 30th anniversary.

David E. Weinstein

Columbia Business Schaol
BUSINESS™
iy and Busing

Kuniharu Nakamura Hugh Patrick, Kuniharu Nakamura

== i !
w1 giess Sch 7— i\ =

Shigeru Yamashita, Shinichi Kitaoka, Alicia Ogawa, Takatoshi Ito, David E.
Weinstein, Hugh Patrick, Gerald Curtis, Glenn Hubbard, Taisuke Sasanuma
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