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Bruce Greenwald giving keynote speech

Welcoming Remarks

David E. Weinstein, director of research at the Center on Japanese Economy and
Business (CJEB) at Columbia Business School (CBS), Carl S. Shoup Professor of the Japanese
Economy, and chair of the Department of Economics at Columbia University, opened CJEB’s
annual Tokyo conference by welcoming the speakers and attendees on behalf of both
Columbia and the Development Bank of Japan, the event’s two sponsors. He noted that
CJEB's role in creating an international platform for the exchange of ideas on Japan’s
business systems and economic issues continues to grow, and highlighted the school's
recent faculty appointment of renowned economist Takatoshi Ito as an indication of
Columbia's commitment to supporting this mission.

The Abe administration has made corporate governance one of its top policy
priorities and has announced a wide-ranging series of proposals to significantly change the
way Japanese corporations are run. Under the seven principles of the planned Stewardship
Code, Professor Weinstein said that shareholder activism is expected to rise along with an
increase in transparency and disclosure measures. Another important yet difficult issue
concerns greater participation from outside directors on board, and their committees.



Professor Weinstein said that this year's
conference  would explore these
proposed changes and how they may
affect the functioning and perception of
the Japanese economy.

To this end, Professor Weinstein
stated that two keynote addresses and
two panels would offer a range of

opinions on corporate governance in “
Japan — its history, its present situation, David E. Weinstein
and its potential in the future. Bruce

Greenwald, Robert Heilbrunn Professor of Finance and Asset Management at CBS, and
Yasuchika Hasegawa, chairman of Takeda Pharmaceutical Company, would provide
insightful views — one as an academic and one as a longtime practitioner — on the
governance of Japanese corporations. There two panels would focus on the role of
corporate governance and the perspectives of outside directors.

Keynote 1: Productivity Change and Corporate Governance: Japan and the United
States

In his keynote address, Professor
Greenwald examined the differences and
similarities between U.S. and Japanese
economic growth and depression from a
historical perspective in the context of
changing governance regimes. Professor
Hugh Patrick, director of CJEB and R.D.
Calkins Professor of International Business
Emeritus at CBS, introduced Professor
Greenwald and served as the moderator. Hugh Patrick

Professor Greenwald began by
saying that for about forty years directly after the end of World War Il, Japan's economy was
a highly tuned and efficient vehicle, but that from the 1990's, it has been driving down the
wrong road. The solution to this is not to dismantle the vehicle, he cautioned, but rather to

choose a better road to travel on. That is, before wholeheartedly embracing U.S.-style
corporate governance, it will be important for Japan to remain true to many, albeit not all,
of its still valuable vehicle designs.

In order to better understand the current crisis in manufacturing that has come to
bear in a myriad of ways on the industrialized economies of the United States and Japan,
Professor Greenwald spoke on past sustained economic depressions and the policy
solutions that were designed to address them. Focusing on the transformative nature of the
Great Depression, Professor Greenwald highlighted how the prolonged economic downturn
fundamentally altered the entire agricultural industry, essentially necessitating an economic



revolution and a move away from an agro-centered model in order to climb out of the
depression. The solution materialized in an inadvertent manner, said Professor Greenwald,
as WWII proved to be an extraordinarily effective industrial policy, financing the transition
from a rural to an urban American workforce. Many of the countries that did not participate
in the war that also suffered from a prolonged economic downturn, such as Argentina, were
unable to tap into the policy power of a government-led transformation from agriculture to
industry.

Many of the conditions that
applied to agriculture also apply to
today's manufacturing dilemma in the
United State and Japan, Professor
Greenwald argued. Since productivity
has grown more rapidly than demand,
manufacturing employment has been
undergoing a sustained decline
(currently around two to three
percent per year), and an attempt to
reinvigorate the economy through
Bruce Greenwald increased exports. China's

reemergence exacerbates this "death
of manufacturing" by adding to the already supply-laden and contracting global
manufacturing sector. Like initial approaches to addressing the failing agriculture industry of
the 1920s and 1930s, current policy courses are not likely to achieve desired results.

What would serve Japan well, Professor Greenwald suggested, is to redeploy assets
to a services-based economy. This is not simply about capital redistribution, he said, but
rather asset and labor reallocation. The issue is neither demographics, nor demand, nor
household savings rates; it is a problem of productivity growth strength coupled with
corporate cash holdings that are not reallocated into 215*-century growth industries. At the
same time, Japanese human resources, historically a stalwart of Japan's economic might and
a critical input to its success story, are trapped in manufacturing companies with gloomy
futures. Therefore, Japan should preserve the impressive vehicle, but steer it in a different
direction; away from manufacturing and into services.

This is not a simple task, either financially, institutionally, or culturally, Professor
Greenwald acknowledged, but the answer is not to simply adopt U.S.-style corporate
governance standards. When looking at three primary services sectors — housing, medical
care, and education — Professor Greenwald called attention to some of the built-in
advantages of Japanese corporate structure and managerial methods. Japan, he said, can
benefit from capitalizing on its highly efficient finance-industry ties, within-firm and cross-
firm operation networks, and distinguished history of public-private partnerships. Redirect
the Japan Inc. vehicle, he closed with, before trying to dismantle it.

Question and Answer session

Q: Will you provide an example of and comment on a successful medical services
corporation outside of Japan, and how its design might be applied here (Japan)?



A: Professor Greenwald

Business School E
@*ﬂﬁmum responded that Anthem,
# A Center on Japanese Economy and Business . . .
previously WellPoint, is an
\ Q.-Cobnﬂt&uimusd\od example of a tremendously
7 OF
q . successful managed healthcare

company. It dominates local
markets, and this has been a
key to their success. An
interesting example to look at in
terms of a transition from
, manufacturing to services is
Hugh Patrick and Bruce Greenwald John Deere, which used to be a

business centered on producing
tractors but is now primarily concerned with servicing tractors and providing IT in the
deployment of tractors. Their customers buy the John Deere servicing model first, and the
tractor second; this transition into a services company has been hugely profitable for the
company.

Q: If demographics do not matter, as you mentioned in your speech, and growth
opportunities are limited in Japan given the declining population, are you implying that
Japan must go abroad to secure its future?

A: No. Japan's population has always grown about 1.5% slower than the United States. That
has not changed. Further, adjusting to a declining labor force is not that difficult given the
natural attrition through retirement. The relative demographic change that is reflected in
hours worked has not changed substantially since 1990. What has changed, and what has
turned against Japan, is productivity growth. This is of more concern than demographics, or
other demand-rooted concerns; Japan is not suffering from a shortage of demand, but
rather from declining productivity growth.

Panel 1: Role of Corporate Governance
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Nicholas E. Benes, representative
director at The Board Director Training
Institute of Japan, Takatoshi Ito, professor
at the School of International and Public
Affairs (SIPA), Columbia University, and
associate director for research at CJEB,
and Kazuhiko Toyama, representative
director and CEO of Industrial Growth
Platform, Inc., reflected on the role of
corporate governance in Japan. Alicia
Ogawa, senior adviser at CJEB and adjunct Alicia Ogawa
associate professor at SIPA, provided
opening remarks and moderated the panel.

Professor Ogawa opened the panel by introducing the speakers and offering
background on dialogues and policies surrounding corporate governance in Japan. The
Corporate Governance and the Stewardship Code, she said, coupled with the new JPX 400
stock market index, are truly the most important market initiatives since Prime Minister
Hashimoto introduced "the big bang" in 1996. Already we see signs of changing behavior,
Professor Ogawa noted, but warned against the temptation to cast “corporate governance”
as a magic pill that will heal Japan of all its economic woes. There will be spectacular failures
in corporate governance, she said, as there have been elsewhere in the world, while
progress will be slow and quiet. Further, many of the proposed changes to Japanese
management methods run contrary to not only embedded, but also beloved, cultural
traditions and values. Change is needed, urged Professor Ogawa, but should be carried out
carefully and with appropriate contemplation on policy direction.

Mr. Benes began by commending Japan on its introduction of the Corporate
Governance Code (GC), saying that it both stands as a driver of change as well as a symbol of
change. The Code will spur needed change in governance of Japanese corporations and
highlights that the nature of policy making in Japan is itself changing in a beneficial direction.
Together with the newly introduced Stewardship
Code, the GC offers a significant opportunity to
Japanese companies, said Mr. Benes, one that moves
management and best practices to an aspirational
realm, supported by national policy but not limited by
legal structures.

Mr. Benes believes that the GC will serve as a
conduit for wide-ranging change in Japan, improving
earnings, productivity, stewardship, capital allocation,
reinvestment, and appropriate risk-taking practices.
However, further progress can and should still be
made. This includes revisions and iterations on the
current policy course in order to set rules for
independent committees (particularly for
nominations), and to require disclosure of
compensation paid to former board members. Mr.
Benes said the most important aspect of the GC is that
Nicholas Benes it establishes a virtuous cycle framework for constant




PDCA-style improvement, where Japanese manufacturing kaizen has been brought to
governance through practices such as board evaluation. In closing, he underscored the
importance of training, both in the public and private arena, to accompany these
recalibrations of governance and stewardship methods in Japan.

Professor Ito spoke on
corporate governance reform in terms
of its political agenda, impact on
management, macroeconomic
implications, and effect on workers.
Corporate governance reform is an
important and leading objective of
Abenomics' “Third Arrow,” and is a
centralized political effort geared at

Columbia Busin changing Japanese executives' way of

Takatoshi Ito thinking about resources in an

attempt to encourage corporations to

more efficiently use their capital and this become more profitable. This policy direction will

impact the management of Japanese companies, said Professor Ito, moving Japan away

from traditional stakeholder capitalism and into shareholder capitalism, where higher
profits and higher dividends are more highly regarded as management objectives.

The macroeconomic implications of governance reform will be seen in rising stock
prices, which will in turn stimulate consumption, said Professor Ito, and as management
allocates capital more efficiently, Japan’s potential growth rate will increase. Embedded in
this process should be a willingness to close down money-losing operations, becoming more
open to M&A, and unwinding interlocking shares. In referring to the concerns that Professor
Ogawa raised regarding the effects of governance reform on workers, Professor Ito agreed
that in the short term there may well be growing pains associated with changing corporate
culture and identity, but that in the long run, workers will benefit from these changes as
they become better prepared to compete in the increasingly globalized labor market. Finally,
Professor Ito warned against confusing the core objectives of corporate governance reform
with the often-linked debate surrounding the potential for increased inequality: he argued
that reforming management methods is about increasing
the size of the (economic) pie, not necessarily about how
best to slice that pie. These challenges should be
addressed separately.

Mr. Toyama spoke on the fundamental pivot point
at the heart of corporate governance reform: whether to
embrace short-term stakeholder values or long-term,
sustainable shareholder values; and whether to adopt a
principles-based approach or a rules-based approach.
Adding to what previous speakers had noted about the
goals and potential impact of the Stewardship Code and
Governance Code, Mr. Toyama said that changing the
role of company boards, including the positioning and
function of independent directors, would help address
shortcomings in auditing and strategy-making. Similarly,
Kazuhiko Toyama it would better illuminate disparities in “honne,” or




honest opinion, and “tatemae,” the official company stance. Japan ranks dismally compared
to the United States, Canada, and the EU, in terms of diversity of top management and
promotion of international hires. Corporate governance reform addressing this deficiency
would create intrinsic solutions for companies, overcoming the temptations of
counterproductive "village-like" group thinking, and introduce a pragmatic, diversified
management approach focused on higher productivity and higher profits.

Echoing the sentiments of Professor Greenwald, Mr. Toyama highlighted the poor
productivity performance of Japanese corporations compared to their contemporaries. He
clarified that this productivity failure is not concentrated in the labor market, but rather in
capital efficiency, where Japan ranks quite low compared to the United States and Germany
in return on equity (ROE), resulting in lower profit ratios. Mr. Toyama agreed with previous
panel speakers that although governance reform is certainly needed, it should be done with
care, with caution paid to maintaining the best parts of Japanese management methods.
Offensive governance, which Mr. Toyama described as management focused on shareholder
interests, should be promoted as a challenge to defensive governance structures that are
primarily concerned with stakeholder values that often result in low levels of capital
efficiency.
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Question and Answer session
Q: What do you think of the applicability of "comply or explain" in Japan?

A: Mr. Benes replied that the effectiveness of the newly introduced codes will depend in
large part on investor attitudes and what they will do within this new governance
environment. Pension funds, said Mr. Benes, will be vitally important to the success and
adoption of the stewardship and governance codes. Professor Ito agreed, and said that
above all else, the Government Investment Pension Fund falling in line with the reforms will
decide the future of governance in Japan. Mr. Toyama said that yes, "comply or explain" is
applicable in Japan and that he has always supported this approach.



Q: If American corporate governance is touted as superior, how can income gap and salary
disparities in U.S. companies be justified when compared to the relatively equal distribution
under traditional Japanese governance?

A: Mr. Benes replied that he does not agree with the assumption that American corporate
governance is far superior to Japanese management methods. The two systems are
effectively inverse universes of each other, he said. Executive compensation in the United
States, clarified Mr. Benes, cannot be justified, and at the same time, performance-linked
compensation in Japan should likely increase moving forward.

Keynote 2: New Dawn of Corporate Governance in Japan

Yasuchika Hasegawa, chairman of Takeda
Pharmaceutical Company, delivered the second
keynote, speaking on changes underway in
Japanese corporate governance. Professor Patrick
served as the moderator.

Mr. Hasegawa began by saying that the
concept of corporate governance is not native to
Japan and that, like democracy, it has been
imported from abroad. Japan needs to find its own
working model of corporate governance for the 21
century, Mr. Hasegawa said, but if it is American-
style shareholder capitalism that some people
expect or hope for, the "new dawn" will be a
disappointing one.

In describing the Japanese corporation, Mr.
Hasegawa described how much of the traditional,
family-owned and operated mentality still exists,
where absentee shareholders tend to be viewed
as outsiders. Likewise, weak or ambiguous checks and balances on management have
prevailed in this family-style governance approach. This characterization holds true for
Takeda Pharmaceutical as well, he said, where a family member has led the company for all
but the last six years of its 230-year history. Certain benefits can be found embedded in the
traditional Japanese approach, including an extremely strong and robust corporate culture
that can serve as a profound comparative advantage for Japanese firms if managed correctly.
Long-term planning and relative income equality are further benefits of the Japanese model,
Mr. Hasegawa said. However, there are shortcomings as well, particularly in that family-run
businesses tend to suffer from a narrow context, or narrow view, of management and
governance. One symptom of this, Mr. Hasegawa pointed out, is a lack of international
benchmarking, which in turn comes to bear negatively on foreign perceptions, profitability,
and productivity.

He continued by saying that this Japanese style is neither uniquely virtuous nor all
bad; it depends on the circumstances. What is certain is that, like the U.S. approach, it
cannot guarantee investors’ safety or any level of return. In both governance systems, what
is most important is character; particularly the character of the chief executive. In the
globalized world economy, Japan must adapt certain aspects of its management philosophy

Yasuchika Hasegawa



in order to better compete, said Mr. Hasegawa, but that
fundamentally a strong Japanese-based corporate culture is
compatible with many Western or international governance
standards. Whether this is the case or not must be
determined by experimentation, he said, and Takeda
Pharmaceutical is committed to testing this important
meeting of ideals and methods.

Mr. Hasegawa suggested that Japan needs to better
understand the difference between governance, which is the
control owners have over the use of company assets, and
compliance, which is business protocol to ensure conformity
and adherence to official requirements. In order for there to
be a responsible relationship between governance and
compliance, which matters greatly to outside investors,
Hugh Patrick certain attributes of the traditional Japanese corporation must

change. Mr. Hasegawa believes that moving forward, the
number of independent directors will most certainly increase in the near-term, as will
expanding board diversity, although this transition will move more slowly. Mr. Hasegawa
closed by saying, "Corporate governance in Japan will be no more than Japan makes of it,"
and that Takeda Pharmaceutical will strive to be an example that other companies can look
to and emulate.

Question and Answer session

Q: How can Japanese companies better manage their own personnel departments and in-
firm mentoring structures?

A: In Japan, the human resources department has historically commanded significantly more
power within the company than their counterparts in Western corporations. Regarding
personnel management specifically, the practice of moving human talent from one office or
one department to another on a scheduled basis is becoming obsolete.




Q: How can companies both recruit and retain highly talented personnel?

A: First, you must reform the corporate culture in order to make it attractive to foreign
workers. This begins with the executive staff. Takeda Pharmaceutical's head of HR, chief
financial officer, chief procurement officer, and chief information officer are non-Japanese.
This created a culture that allowed me to recruit my CEO successor, who is non-Japanese. If
a company can create an environment that is attractive to the best talent, and is prepared
to offer competitive compensation, it can recruit and retain the best personnel.

Panel 2: Views of Outside Directors
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George Olcott, Gen Isayama, Sakie Fukushima, David Weinstein

Sakie T. Fukushima, president of G&S Global Advisors, Gen Isayama, co-founder and
CEO of WIL LLC, and George C. Olcott, guest professor in the faculty of commerce at Keio
University, provided their insights into the roles and function of outside directors in
Japanese corporations. They all serve as outside directors on Japanese boards. Professor
Weinstein moderated the panel.

Ms. Fukushima recounted her experiences as an outside director on the boards of
nine large Japanese companies over the past fifteen years, based on her unique experience
of serving as an inside director in the
headquarters of an American public
company. Corporate governance in
Japan over these years has changed
significantly, she said, regarding the
structure of boards, requirements of
independent board members, their
role, and shareholders’ expectations
of independent board members. As a
result, both the requirements and
selection of board members have
changed, as have the mission and
role of independent directors. Sakie Fukushima
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Although there is no "one size fits all" when it comes to optimal corporate governance
structure or board design, Ms. Fukushima believes certain pragmatic measures can be taken
to develop an ideal governance team. One approach, she said, is through building a diversity
portfolio of skills and backgrounds, in which board members' expertise can complement
each other, thus avoiding redundancy of knowledge base and increasing the pool of
perspectives. Ms. Fukushima recommended approaches to outside directors that they
should learn as much as possible about the company while maintaining objectivity,
including: regular information exchange between management and outside directors;
efforts made to clarify roles, goals, and succession plans; hiring female and non-Japanese
outside directors; and promoting teamwork between inside board members and
independent directors. Finally, Ms. Fukushima closed by offering her recipe for becoming a
good outside director, which includes ensuring consistency between strategy and action of
the company, commitment to confidentiality, ability to remain objective while also
developing familiarity with other board members, and nurturing a balance between
guantitative and qualitative assessment of company performance.

Mr. Isayama stressed that the
roles and expectations of outside
directors vary significantly depending
on what stage of growth a company is
in. For startup businesses,
independent directors are primarily
tasked with issues surrounding hiring
of talent, fund raising, and technology
or general business advice. For mid-
stage companies, he said, the
expectations change, and may involve
introducing business partners and
Gen Isayama potential customers, serving as a
sounding board to the CEO, and securing private funding or helping to manage the IPO
process. For public companies, especially in Japan, outside directors are often marginalized,
Mr. Isayama lamented, and are expected to remain quiet and not make controversial
statements, to always support the CEO and "fall in line." Much of an independent director's
time in publicly listed companies, he said, is spent firefighting, addressing personal issues,
public relations issues, or other emergency situations that may arise. This is unfortunate and
does not utilize well, or capitalize on,
the significant value that an
independent director may bring to a
corporation. Moving forward in
Japanese governance reform, Mr. |) ()] 4
Isayama hopes that outside board
members can be better integrated
into the core decision-making body '
of companies.

Mr. Olcott echoed Mr.

Isayama's sentiment that
independent directors (IDs) are often : i
sidelined in Japanese management George Olcott

F s
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hierarchies. IDs were not in a
position to add value to board
discussions and the decision-
making process if corporate
boards in Japan did not tend to
engage in strategic discussion,
which was often the case. In Japan,
with a long tradition of insider-
dominated boards, most
important decisions were made
earlier on, and lower down in the
organization, and the role of the
board was merely to rubber stamp
those decisions. Mr. Olcott referenced a recent McKinsey Quarterly article on “creating
engageable boards” which recommended that, "Directors should participate early in the
formulation of strategy." This was a particularly important message for Japan, and IDs could
only function in the way intended if there was a fundamental re-think of the role of the
board. Although IDs are often willing and able to ask the tough questions, the fact that IDs
lacked a clear strategic framework made it difficult for them to judge the appropriateness of
important investment decisions. Another surprising aspect of Japanese corporate
governance, given the urgency of the globalization imperative, was the total lack of foreign
directors on Japanese boards. In 2001, Mr. Olcott pointed out, there were 232 foreign
directors sitting on Japanese company boards. In 2014, there were 274, out of 39,672 total
directors. This trivial increase of 42 foreign directors over a 13-year period, and the
extremely low absolute number of foreign directors, epitomizes the extreme lack of
diversity in Japanese management structures; this must change, believes Mr. Olcott, if Japan
is to better garner value from foreign perspectives in today's global economy.

David Weinstein

Question and Answer session

Q: How do we implement laws or
reforms in Japan that will
improve governance in the
typical, not the exceptional,
Japanese company?

A: Ms. Fukushima responded
that unfortunately, sometimes
rules and reforms need to be
imposed on companies for their

own good. Average or
underperforming companies are
Gen Isayama, Sakie Fukushima, David Weinstein often those most in need

governance reform, although
they may not know it, and so pressure should applied when applicable. Mr. Isayama said
that the benefits of governance reform need to be proven, and the proof needs to be
demonstrated and shared with the average Japanese company. With strong, relevant
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examples of increased growth under reform conditions, Japanese companies will naturally
follow suit in accepting change.

Q: How do British firms see corporate governance in the United States?

A: Mr. Olcott replied that, in many ways, U.K. and U.S. governance systems are similar,
particularly the strong emphasis on board independence and the use of the committee
structure. However, there were some important differences, such as the strong emphasis on
independent chairmen in the U.K. and the fact that governance in the U.K. centered on
compliance to a code, whereas there was a much stronger statutory regime in the United
States. There were also significant differences in levels of executive remuneration, where
U.S. compensation soars above standard levels in Britain and throughout the E.U. Compared
to Japan, outside directors in both the United States and United Kingdom have far more
influence on the direction of corporate affairs.

Q: What are your thoughts on Olympus's major corporate governance failure?

A: Mr. Olcott said that while Olympus was a spectacular governance failure, he does not
believe it by any means exemplifies the norm of Japanese corporate governance, and
comments by Mr. Woodford to the contrary are incorrect and uninformed. Ms. Fukushima
agreed, saying that painting a picture of Japanese corporate governance using the tainted
example of Olympus is not an accurate portrayal of the broader system.

Closing Remarks

George Olcott, Gen Isayama, Sakie Fukushima, David Weinstein, Hugh Patrick

In his closing remarks, Professor Patrick gave special thanks to the speakers,
moderators, audience members, corporate sponsors, CJEB staff, simultaneous interpreters,
and the Development Bank of Japan for participating in a very successful and interesting
event. He welcomed all the attendees to a reception and said that he looks forward to
seeing everyone again at next year's Tokyo conference, CJEB's 30-year anniversary.
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