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Economic Policy Challenges in the US and Japan

Japan Economic Foundation (JEF) — Asia Pacific Research Center (APARC)
Forum

Bechtel Conference Center, Encina Hall, Stanford University, June 2, 2017

Abenomicsin Japan has entered itsfifth year.  Although it has not succeeded in getting
Japan completely out of the stagnation of two decades, it seems to have stopped
deflation (for now), closed the output gap, and started several structural reforms to
restore the economic growth. In the U.S., the recovery from the global financial crisis
of 2007-2009 has been painfully slow, although compared to many European countries,
the U.S. economy has been doing much better. The gap between the rich and the poor,
which was aready a serious problem before the crisis, did not close and if anything
grew wider after the crisis. Many blame globalization as the culprit for job losses,
decline of middle-income class, and enhanced income inequality in the U.S., and there
are signs of increasing domestic orientation in various aspects of the U.S. policy making.
In the Presidential Election of 2016, the U.S. voters wished a change and elected
Donald Trump. President Trump plans to restore the economic growth in the U.S.
through new economic policy initiatives including economic deregulation, infrastructure
investment, tougher trade negotiations with trade partners, tax policy to discourage
imports and the US direct investment abroad, and policies to protect incumbent US
companies and existing jobs for US citizens.

This US-Japan dialogue organized jointly by the Japan Economic Foundation (JEF)
and the Japan Program of Asia Pacific Research Center at Stanford University examines
important economic policy challenges that the US and Japan face. By the time of the
dialogue, Donald Trump will have been the President for more than 150 days, and we
will have a better idea about the economic policies of the Trump administration.  Will
those raise the US growth rate successfully?  Will Abenomics eventually work? Or is
it already dead as some critics clam? How much will the anti-globalization sentiment
(continue to) influence the economic policies of advanced countries and how should the
US and Japan respond? These are the questions that we will be asking in the dialogue.

The dialogue will take place at the center of Silicon Valley, which seems to lead the
world economy by rapid pace of technological innovations. How much will these (and



future) new technology help growth of the advanced economies? Are we witnessing
the new industrial revolution that is comparable to the one that happened 100 years ago?
Or, as the techno-pessimists argue, are these new technologies mostly unrelated to
economic growth? We will be asking these questions as well.

Each discussion starts with brief presentation (10 minutes) to set the stage for the discussion.

9:30-10:00

Registration and Coffee

10:00-10:15 Welcome Remarks

Kazumasa Kusaka (Japan Economic Foundation)

Takeo Hoshi (Stanford University)

10:15-12:00 Session 1: Growth Strategies of the US and Japan

Moderator:

Presenters:

12:00-13:00

13:00-14:45
Moderator:

Presenters:

14:45-15:15

Takeo Hoshi (Stanford University)
Nick Bloom (Stanford University)
Takatoshi Ito (Columbia University)
Keiichiro Kobayashi (Keio University)

Kathryn Shaw (Stanford University)

Lunch

Session 2: Globalization and Inequality

Naoyuki Haraoka (Japan Economic Foundation)

Brad Delong (UC, Berkeley)

Francis Fukuyama (Stanford University)

Hideichi Okada (Japan Petroleum Exploration Co., Ltd)
Break



15:15-17:00 Session 3: Is Technology the Answer? (or Will Silicon Valley Save the World?)
Moderator: Ken Singleton (Stanford University)
Presenters:  Shai Bernstein (Stanford University)

Kenji Kushida (Stanford University)

Masaaki Tanaka (PricewaterhouseCoopers International Limited)

Tsunehiko Yanagihara (Mitsubishi Corporation)

17:00-17:15 Closing Remarks
Kazumasa Kusaka (Japan Economic Foundation)

Takeo Hoshi (Stanford University)

17:15-18:00 Cocktail Reception
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Michael Armacost is the Shorenstein Distinguished Fellow at the Walter H.
Shorenstein Asia-Pacific Research Center (Shorenstein APARC), Stanford
University. In the interval between 1995 and 2002, Ambassador Armacost
served as president of the Brookings Institution in Washington, DC. During
a twenty-four-year government career, Ambassador Armacost served as

Undersecretary of State for Political Affairs and as the U.S. Ambassador to

Japan and the Philippines. Armacost graduated from Carleton College and earned his
master’s and doctorate in public law and government from Columbia University. He has
received the President’s Distinguished Service Award, the Defense Department’s
Distinguished Civilian Service Award, the Secretary of State’s Distinguished Services Award,
and the Japanese government’s Grand Cordon of the Order of the Rising Sun. His recent
book, Ballots, Bullets, and Bargains' American Foreign Policy and Presidential FElections,

was published by Columbia University Press.

Shai Bernstein is an Associate Professor of Finance at the Stanford
Graduate School of Business. He is also a Faculty Fellow at the National
Bureau of Economic Research (NBER) and at the Stanford Institute for
Economic Policy Research (SIEPR). His research interests lie at the

intersection of corporate finance, entrepreneurship and innovation. He has a

PhD from Harvard University, MA from Hebrew university and a BA from

Ben Gurion University.

Nicholas (Nick) Bloom is the William Eberle Professor of Economics at
Stanford University, a Senior Fellow of SIEPR, and the Co-Director of the
Productivity, Innovation and Entrepreneurship program at the National
Bureau of Economic Research. His research focuses on management

practices and uncertainty. He previously worked at the UK Treasury and

McKinsey & Company.

He is a Fellow of the American Academy of Arts and Sciences, and the recipient of the Alfred
Sloan Fellowship, the Bernacer Prize, the European Investment Bank Prize, the Frisch
Medal, the Kauffman Medal and a National Science Foundation Career Award. He has a BA
from Cambridge, an MPhil from Oxford, and a PhD from University College London.



Richard Dasher has directed the US-Asia Technology Management Center
in Stanford’s School of Engineering since 1994. He concurrently served as
Executive Director of Stanford’s industry-funded Center for Integrated
Systems from 1998 — 2015. He is on the International Advisory Committee
for the Japan Science and Technology Agency (JST) and the Program

Committee of the World Premier International Research Center initiative
under MEXT. Dr. Dasher was the first-ever non-Japanese person asked to join the
governance of a Japanese national university, serving on the board of directors and then the
management council of Tohoku University, 2004 — 2010. He is also active as a consultant
and advisor to business accelerators, startup companies, and VC firms in the U.S., China,
Japan, and S. Korea. He travels to Japan several times each year and speaks and reads

Japanese fluently.

Brad DeLong is a professor of economics at U.C. Berkeley, a research
associate of the National Bureau of Economic Research, a weblogger at
the Washington Center for Equitable Growth, and a fellow of the Institute
for New Economic Thinking. He received his B.A. and Ph.D. from Harvard
University in 1982 and 1987. He joined UC Berkeley as an associate

professor in 1993 and became a full professor in 1997.

Professor DeLong also served in the U.S. government as Deputy Assistant
Secretary of the Treasury for Economic Policy from 1993 to 1995. He worked on the Clinton
Administration's 1993 budget, on the Uruguay Round of the General Agreement on Tariffs
and Trade, on the North American Free Trade Agreement, on macroeconomic policy, and on
the unsuccessful health care reform effort.
Before joining the Treasury Department, Professor DelLong was Danziger Associate
Professor in the Department of Economics at Harvard University. He has also been a John M.
Olin Fellow at the National Bureau of Economic Research, an Assistant Professor of

Economics at Boston University, and a Lecturer in the Department of Economics at M.L.T.

Karl Eikenberry is the Oksenberg-Rohlen Distinguished Fellow and
Director of the U.S.-Asia Security Initiative at Shorenstein APARC,
Stanford University. He is also an affiliate at the Freeman Spogli Institute’s
Center for Democracy, Development, and Rule of Law; the Center for

International Security Cooperation; and the Europe Center. Prior to his

arrival at Stanford, he served as the U.S. ambassador to Afghanistan from
May 2009 until July 2011, where he led the civilian surge directed by President Obama to

reverse insurgent momentum and set the conditions for transition to full Afghan sovereignty.



Ambassador Eikenberry also enjoyed a thirty-five-year career in the U. S. Army, retiring in
April 2009 with the rank of Lieutenant General. He served as the Commander of the
American-led Coalition forces in Afghanistan from 2005 to 2007. His other military
operational posts included assignments as commander or staff officer with mechanized, light,
airborne, and ranger infantry units in the continental United States, and also in Hawaili,
Korea, Italy, and Afghanistan. Ambassador Eikenberry is a graduate of the U.S. Military
Academy, holds MAs in East Asian studies from Harvard University and in political science
from Stanford University, and was a National Security Fellow at the Harvard’s John F.

Kennedy School of Government.

Francis Fukuyama is the Olivier Nomellini Senior Fellow at the Freeman
Spogli Institute for International Studies (FSI) and the Mosbacher Director
of FSI's Center on Democracy, Development, and the Rule of Law
(CDDRL). He is also a professor by courtesy in the Department of Political
Science. He was previously at the Paul H. Nitze School of Advanced

International Studies (SAIS) of Johns Hopkins University, where he was
the Bernard L. Schwartz Professor of International Political Economy and director of SAIS'
International Development program. Dr. Fukuyama has written widely on issues relating
to questions concerning democratization and international political economy. His book, The
End of History and the Last Man, was published by Free Press in 1992 and has appeared in
over twenty foreign editions. His most recent book is Political Order and Political Decay:
From the Industrial Revolution to the Globalization of Democracy. Francis Fukuyama
received his B.A. from Cornell University in classics, and his Ph.D. from Harvard in Political
Science. He was a member of the Political Science Department of the RAND Corporation,

and a twice a member of the Policy Planning Staff of the US Department of State.

Naoyuki Haraoka is Executive Managing Director of Japan Economic
Foundation. After graduating the University of Tokyo in 1978 (Bachelor of
Economics), he joined MITI (Ministry of International Trade and Industry)
of Japanese government. After having acquired MPA at Princeton, he

rejoined MITI in 1984 as an economist. Since then he had been posted as

Deputy Director and Director of a number of MITI divisions including
Research Division of International Trade Policy Bureau. He was also posted in Paris twice,
firstly, Principal Economist of Trade Bureau of OECD (Organization of Economic
Cooperation and Development) from 1988 to 92 and secondly Counselor to Japanese
Delegation of OECD from 1996 to 99. After coming back to MITI from his second stay in
Paris, he joined the efforts to found METI research institute, Research Institute of Economy

Trade and Industry as its Director of Administration. He became Chief Executive Director of



JETRO San Francisco. He was Director-General of METI Training Institute from 2006 until
July, 2007 when he left METI permanently and joined JEF as Executive Managing Director.

Robert Hodrick is Nomura Professor of International Finance at Graduate
School of Business at Colmbia University. His research examines
theoretical, empirical, and econometric issues in asset pricing as related to
equities, bonds, and currencies. He teaches international finance at the
MBA and PhD levels and is the author (with Geert Bekaert) of a leading

textbook, International Financial Management. He received his Ph.D. in

Economics from the University of Chicago in 1976, having received his A.B. in International
Affairs from Princeton University in 1972. He previously taught at Carnegie-Mellon
University from 1976-1983 and at the Kellogg Graduate School of Management of
Northwestern University from 1983-1996. Professor Hodrick joined Columbia Business
School in July 1996. From 1997 to 2002 he was the Academic Director of the School’s
Chazen Institute for International Business. From 2002 to 2004, Professor Hodrick served
as the Senior Vice Dean of the Columbia Business School. He has been a Research

Associate of the National Bureau of Economics since 1982.

Takeo Hoshi is Henri and Tomoye Takahashi Senior Fellow at the Freeman
Spogli Institute for International Studies, Professor of Finance (by courtesy)
at the Graduate School of Business, and Director of the Japan Program at
the Walter H. Shorenstein Asia-Pacific Research Center, all at Stanford

University. He received 2006 Enjoji Jiro Memorial Prize of Nihon Keizai

Shimbun-sha, and 2005 Japan Economic Association Nakahara Prize. His
book Corporate Financing and Governance in Japan' The Road to the Future co-authored
with Anil Kashyap received the Nikkei Award for the Best Economics Books in 2002. B.A.,
University of Tokyo (1983). Ph.D. (Economics), Massachusetts Institute of Technology (1988).

Gen Isayama has extensive experience in venture capital, finance, and entrepreneurship. He
founded his first company, a web design consultancy, as a third year student at Tokyo
University. Before he co-founded Wil, Gen was a partner at venture capital firm DCM,
specializing in Internet media, mobile, and consumer services. Then, at the Industrial Bank of
Japan, he led efforts across multiple disciplines, including corporate finance and market risk
management. In addition to his work at WiL, Gen authors columns for the Techology section of
the Nikkei Newspaper’s digital edition and the Toyo Keizai Online, and monthly article on
Nikkei Sangyo Shinbun. Furthermore, he is an active member of various METI, MEXT
committees. He is also a popular speaker on venture and innovation. Gen holds a BA from

the University of Tokyo’s Faculty of Law and an MBA from Stanford Business School.



r | Takatoshi Ito is Professor at School of International and Public Affairs and

: Associate Director of Research at the Center on Japanese Economy and
J Business at Columbia University. He has taught extensively both in the
United States and Japan since finishing his Ph.D. in economics at Harvard
University in 1979. He taught as Assistant and tenured Associate Professor
(1979-88) at the University of Minnesota, as Associate and full Professor at
Hitotsubashi University (1988-2002), as Professor at the Graduate School of Economics at
University of Tokyo (2004-2014) before assuming his current position in 2014. He served as
a member of the Prime Minister’s Council on Economic and Fiscal Policy (2006-2008). His
research interest includes capital flows and currency crises, microstructures of the foreign
exchange rates, and inflation targeting. He was awarded the National Medal with Purple

Ribbon in June 2011 for his excellent academic achievement

Keiichiro Kobayashi is Professor at Faculty of Economics, Keio University,
Research Director at Canon Institute for Global Studies (CIGS), and
Faculty Fellow at Research Institute of Economy (RIETI). He received
Ph.D. in economics from the University of Chicago in 1998. He researches

macroeconomic theory. He currently works on theoretical models of

financial crisis and monetary theory. He joined the Ministry of
International Trade and Industry of Japan in 1991 after graduation from the University of
Tokyo. From 2001, he was a fellow at RIETI and from 2010 to 2013 he had been a professor
at Hitotsubashi University. He has joined Keio University in April 2013. He also has been
Research Director at CIGS from 2009.

Kazumasa Kusaka has been Chairman and CEO of the Japan Economic
Foundation (JEF) since April 1, 2013, and is also a Professor at University
of Tokyo Graduate School of Public Policy. He previously served for 36 years
in Japan’s Ministry of International Trade and Industry (MITI), rising to

become vice-minister for international affairs in the reorganized Ministry of

Economy, Trade and Industry (METI) in 2004. During his long career in
public service, Kusaka was seconded to the International Energy Agency (IEA)/OECD and
was Japan’s senior official for Asia-Pacific Economic Cooperation (APEC). He played a
central role in Asia’s economic integration, promoting FTAs in the region as well as serving
as a senior official negotiating the Doha development agenda of the WTO. He was head of
Japan’s Energy Agency and held director-general positions in technology and environmental
policy in addition to trade and investment-related areas within METI. He was also
instrumental in finalizing the Kyoto Protocol, and developing Japan’s energy and

environment policies. Among many other posts Kusaka has held are Special Adviser to the



Prime Minister on Global Warming, senior vice president of Mitsubishi Electric, executive

adviser to Dentsu Inc., and president of the Japan Cooperation Center for the Middle East.

Kenji Kushida is the Japan Program Research Associate at the Walter H.
Shorenstein Asia-Pacific Research Center and an affiliated researcher at
the Berkeley Roundtable on the International Economy. Kushida’s research
interests are in the fields of comparative politics, political economy, and

information technology. He has four streams of academic research and

publication: political economy issues surrounding information technology
such as Cloud Computing; institutional and governance structures of Japan’s Fukushima
nuclear disaster; political strategies of foreign multinational corporations in Japan; and
Japan’s political economic transformation since the 1990s. Kushida has written two general
audience books in Japanese, entitled Biculturalism and the Japanese' Beyond English
Linguistic  Capabilities (Chuko  Shinsho, 2006) and International Schools, an
Introduction (Fusosha, 2008). Kushida holds a PhD in political science from the University
of California, Berkeley. His received his MA in East Asian studies and BAs in economics and

East Asian studies, all from Stanford University.

Yong Suk Lee is the SK Center Fellow at the Freeman Spogli Institute for
| International Studies (FSI) and duputy director of the Korea Program at the
Walter H. Shorenstein Asia-Pacific Research Center (APARC) at Stanford
University. Lee's research intersects the fields of labor, international, and

urban economics with focuses on entrepreneurship and firm

growth, globalization and inequality, and economic sanctions. For example,
his research examines the effect of university entrepreneurship initiatives on innovation, and
the impact of entrepreneurship on urban economic growth. His research relating to
globalization examines how inequality in South Korea evolved after the Asian Financial
Crisis, how China’s competition affects firm dynamics in Korea, and how economic sanctions
effect the regional distribution of economic activity in North Korea. Prior to joining Stanford,
Lee was an assistant professor of economics at Williams College in Massachusetts. He
received his bachelor's degree and master's degree in architecture from Seoul National
University, a master of public policy from Duke University, and a doctorate in economics from

Brown University.



Phillip Lipscy is Assistant Professor of Political Science and Thomas Rohlen
Center Fellow at the Shorenstein Asia Pacific Research Center at Stanford
University. His fields of research include international and comparative
political economy, international security, and the politics of East Asia,

particularly Japan. Lipscy is author of Renegotiating the World Order:

Institutional Change in International Relations (Cambridge University
Press), which examines how countries seek greater international influence by reforming or
creating international organizations. His second book project examines the politics of
energy and climate change. His research addresses a wide range of substantive topics such
as international cooperation, the politics of energy, the politics of financial crises, the use of
secrecy in international policy making, and Japanese politics. Lipscy obtained his PhD in
political science at Harvard University. He received his MA in international policy studies

and BA in economics and political science at Stanford University.

Prashant Loyalka is a Center Research Fellow at the Freeman Spogli
Institute for International Studies and a Faculty Member of the Rural
Education Action Program at Stanford University. His research focuses on
examining/addressing inequalities in the education of youth and on

understanding/improving the quality of education received by youth in

large developing economies, including China, Russia and India. In the
course of addressing educational inequalities, Prashant examines the consequences of
tracking, financial and informational constraints, and psychological factors of both students
and teachers in highly competitive education systems. His work on understanding
educational quality is built around research that assesses and compares student learning in
higher education, high school and (the later stages of) compulsory schooling. He also
evaluates programs/policies that seek to improve student outcomes. Prashant’s research
agenda is based on long-established and close collaborations with researchers at a number of
universities in China, Russia's National University Higher School of Economics and Apple

University. Before coming to Stanford, Prashant worked as an Assistant Professor in Peking

University.

Hideichi Okada is President & CEO of Japan Petroleum Exploration Co.,
Ltd. Okada was Senior Executive Vice President in NEC Corporation
responsible for its global business strategy (2014-2016). Prior to join private
business, he served as Vice Minister for International Affairs, Ministry of

Economy, Trade and Industry (METT), Government of Japan (2010-2012). In

that capacity, he promoted international trade and investment, including

negotiations of major free trade agreements. He also worked for Prime Minister Junichiro



Koizumi as his Executive Assistant, where he dealt with policies on economy, industry,
energy, science and technology, and environment, and with public relations (2001-2006). He
was a Pacific Leadership Fellow at UC San Diego (March 2014) and the Sasakawa Peace
Fellow at the Asia-Pacific Research Center, Stanford University (2013-2014). He was a
Visiting Scholar at Harvard Law School (2007) and the School of International Relations and
Pacific Studies, UC San Diego (2007) and Professor at National Graduate Institute for Policy
Studies (GRIPS) (2006-2007). Okada was born in Tokyo in 1951. He received a LL.M. degree
from Harvard Law School (1981), and graduated from the University of Tokyo with LL.Bs.
(1975, 1976).

Kathryn Shaw is Ernest C. Arbuckle Professor of Economics at the
Graduate School of Business, Stanford University. Professor Shaw
currently studies managing talent in high-performance firms,
entrepreneurship, and the value that good bosses confer on their firms and

workers. She particularly focuses on how firms attract and build star

talent. In addition, she on how the firm’s choice of its human resource
management practices can produce performance gains. She is identified as the co-developer
of the field of “insider econometrics,” a research field within economics in which researchers
go within companies and use insider knowledge to empirically identify the performance gains
from management practices. Her research has been extensively funded by the NSF, the
Sloan Foundation, and the Russell Sage and Rockefeller Foundations. Previously, Shaw
was a Member of President Clinton’s Council of Economic Advisers (1999-2001) and was the
Ford Distinguished Research Chair and Professor of Economics at the business school at
Carnegie Mellon University. She completed her Ph.D. in economics at Harvard University
in 1981. In 2008, she was elected a Fellow of the Society of Labor Economists; in 2001 Shaw
received the Columbia University award for the best paper on international business. At
Stanford, she teaches Organizational Strategy and Contemporary Economic Policy, and has

won teaching awards.

Hirokazu Shimoda is an Executive Director at Japan External Trade
Organization (JETRO) in San Francisco. He joined MITI (Ministry of
International Trade and Industry) of Japanese Government in 1999. Since
MITI was reorganized to METI (Ministry of Economy, Trade and Industry)
in 2001, he had been posted in IT industrial policy section to promote big

data businesses, IT device platforms, and cyber security measures for
several years. He had also managed aircrafts and equipment of Japan Maritime Self-defense
Force in Japan Defense Agency from 2004 to 2006. When the nuclear power plant accident

occurred in Fukushima in 2011, he attended the Office of Corresponding to Nuclear Power



Plant Accident at Cabinet Secretariat. He made the standards of compensation for the
accident suffers. Since he came back to METI, he made industrial frameworks to promote
precision medicine and regenerative medicine. He had also been responsible for ensuring
budget, planning new projects and managing human resources of the Commerce,
Distribution and Industrial Safety Policy Group, and the Commerce and Information Policy

Bureau at METI from 2014 to 2016.

Kenneth Singleton is the Adams Distinguished Professor of Management at
the Graduate School of Business at Stanford University. He has published
widely on financial risks and their impacts on economic decision-making,
including books on credit risk and dynamic asset pricing. His professional

awards include the Smith-Breeden Prize (Journal of Finance), Frisch Medal

(Econometrica), and the Stephen A. Ross Prize in Financial Economics
(Foundation for the Advancement of Research in Financial Economics), and he is a Fellow of
the Econometric Society, the Journal of Econometrics, and the Society for Financial
Econometrics. He is currently a scientific advisor to Credit Sesame, a startup helping
individuals build wealth through informed management of their liabilities and credit; was a
special advisor to the chief economist at the IMF during the crisis in 2009; and co-led the
Fixed Income Research group of Goldman Sachs, Asia while on leave from Stanford in the
early 1990’s. He is President of the Board of the 501(c)3 nonprofit 1 Grain to 1000 Grains
that leads programs for low-income communities through which families discover intuitive
and actionable plans for more healthful eating and financial bandwidth. Ken holds a BA in
Mathematics from Reed College and a PhD in Economics from the University of

Wisconsin-Madison.

Daniel Sneider is the associate director for research at Shorenstein APARC
at Stanford University. He currently directs the center’s project on
Nationalism and Regionalism and the Divided Memories and Reconciliation
project, a comparative study of the formation of historical memory in East

Asia. His own research focuses on current U.S. foreign and national security

policy in Asia and on the foreign policy of Japan and Korea. Sneider was
named a National Asia Research Fellow by the Woodrow Wilson International Center for
Scholars and the National Bureau of Asian Research in 2010. Prior to coming to Stanford,
Sneider was a long-time foreign correspondent. He also wrote widely on defense issues,
including as a contributor and correspondent for Defense News, the national defense weekly.
Sneider has a BA in East Asian history from Columbia University and an MPA from the John

F. Kennedy School of Government at Harvard University.



Kathleen Stephens (USFS, retired) is an American diplomat. She was U.S.
. Ambassador to the Republic of Korea 2008-2011. She also was posted
abroad in diplomatic assignments including U.S. Charge ‘d Affaires to India
(2014), and in China, Korea Yugoslavia, the United Kingdom, Portugal, and
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Summary

US-Japan Forum 2017

Economic Policy Challengesin the US and Japan

On June 2, 2017, the 2017 US-Japan Forum was held at Stanford University. The forum started with
opening remarks from Takeo Hoshi, Director of the Japan Program at Stanford’s Asia Pacific Research
Center (APARC), and Kazumasa Kusaka, Chairman and CEO of the Japan Economic Foundation (JEF).
The forum discussed three main topics. growth strategy; populism, globalization, and social equity; and
technology innovation.

Session One: Growth Strategies of the US and Japan

The first session provided an overview of the current status of the Japanese economy. The real side of
the Japanese economy is doing well: the economy expanded by 2.2% in the first quarter of 2017, above
the expected growth potential; with an unemployment rate of 2.8%, Japan is close to full employment;
nominal wages also increased by 2%; and although the working age population has been declining by
1% each year, it has been made up by increasing labor force participation of the female and elderly. In
particular, female labor force participation rate has reached a historical high, even surpassing that of the
us.

Yet the Japanese economy is also facing challenges. First of all, the inflation rate is still near zero,
suggesting that Japan’s QQE policy might be reaching its limit. Secondly, the Japanese government has
high fiscal deficits, with a debt-to-GDP ratio as high as 240%. Meanwhile, despite the increase in
nominal wages, real wages are not rising enough, which can lead to weak domestic consumption.
Finally, Japan continues to face a severe labor shortage problem due to its demographic transition.

To address the above challenges, the third arrow of Abenomics, namely the growth strategies to increase
productivity and wages, was proposed. Several key areas were pointed out that need structural reforms.
First of all, Japan needs to improve the global competiveness of its workers through education and |abor
reforms, in particular, by increasing the workers' English proficiency and IT skills, as well as by
introducing a more flexible hiring and firing system. Secondly, to optimize capital allocation, Japan
needs a capital market reform to improve its corporate governance and pension fund management.



Thirdly, Japan needs to further open up its domestic market, especially its agriculture sector such as the
rice and dairy product industries, to promote international trade. Finally, the medical and healthcare
industry also needs a reform to lower Japanese people’s medical expenditure but not lower the quality.

Following the topic of debt, a model of how excessive debt in the private and public sector can lead to
persistent stagnation was proposed after a review of Japan’s debt problem in history. During the high
growth erain the 1980s, Japan’s debt problem took the form of asset bubbles. After the bubble economy
collapsed in the early 1990s, the Japanese economy was then plagued by non-performing loans. And as
the non-performing loans problem began to be resolved in the early 2000s, Japan’s public debt has been
rising since then and is exploding in the 2010s. A new model was then developed in which excessive
debt can depress the economy persistently and simulation results were shown in comparison to the US
and Japanese economic data.

This model then has several policy implications for economic growth. Since private-sector debt may
cause persistent stagnation, like the case of Japan in the 1990s, debt reduction may be the direction to go
for. In particular, for corporate or household debt, bank recapitalization and write-off of non-performing
loans as well as debt forgiveness and restructuring of the borrowers could be helpful. On the other hand,
for public debt which may aso cause persistent stagnation, fiscal consolidation is the way out.
Nevertheless, the current policymakers may not have the incentive to implement fiscal consolidation
since it is an inter-generational investment by nature: while the current generation pays the cost, i.e.,
higher tax, it is the future generation that enjoys the return, i.e., economic stability. Therefore, it is
necessary to have a political reform to create an independent fiscal agency that represents the interests
of the future generation.

Management practice is another area that speaks to the third arrow of Abenomics aimed to increase
productivity. The World Management Survey (WMS) dataset provides valuable information. This
survey is carried out by a 30-person survey team every three years and has covered more than 20,000
firms since 2002. There are three key components of the survey methodology. First, researchers
developed scorecard for 18 management practices, covering such topics as track of performance,
targeting, and the promotion system. This information is then collected through a 45-minute phone
interview with the plant managers. Second, to get firmsinto the interview, this survey isintroduced as a
“lean-manufacturing” interview without any financial details. Meanwhile, this study has received
official endorsement, such as from the Deutsche Bundesbank, the Reserve Bank of India, the World
Bank, etc. Third, this survey uses a “double-blind” method to obtain unbiased comparable responses:
interviewers do not know in advance the company’s performance and managers are not informed in
advance that they are scored.

The survey results reveal the impacts of management practices on economic performance. Overal, a



huge spread is found in management practices across firms and countries. Furthermore, the management
scores are positively correlated with measures of firm performance such as productivity, profit, output
growth, export, R&D per employee, and patents per employee. To examine whether a causa
relationship exists, the researchers then conduct a randomized control trial and find that on average
management practices account for 31.4% of total factor productivity. For Japan, however, this number is
only 8.82%, far below other OECD countries.

This project also has policy implications. First, foreign direct investment should be encouraged, because
multinational firms tend to bring good management practices to wherever they are located. Second,
since family-run and government firms are found to have poorer management, promoting professional
ownership can be helpful. Third, raise the education level of both non-managers and managers, as
higher education seems linked to better management. Finally, deregulation may aso help, as more
regulations are correlated with less effective management practices. In particular, it is suggested that
attracting multinationals and minimizing regulations are more relevant for Japan, while the U.S. should
consider improving education and also minimizing regulations.

The first session concluded with a comparative analysis on growth strategies in the US and Japan. The
reason why growth is important is that it helps solve the problems of debt, income inequality, among
many others. As an example, the work of Rg Chetty shows that while growth is slow, the ability of
children to surpass their parents drops significantly.

Then a comparative overview of growth around the world was provided. First, it is emphasized that the
US and Japan are still the richest countriesin per capitaterms, well ahead of other large economies such
as China and India. Nevertheless, the contribution of developed countries to gross world product has
indeed been diminishing. The decrease mainly comes from Europe and the share of Japan has remained
amost the same.

There are several reasons why other countries have been catching up. On the one hand, the quality and
quantity of labor in developed countries are not sufficient to sustain growth — they are not only falling
behind in education, but also their people work less on average. Besides, the room for growth is much
smaller today since most US and Japanese large firms have aready adopted the good management
practices that greatly increase productivity. On the other hand, Asiais developing rapidly because they
are investing a lot in capital, labor, and technology. They are at an advantageous position as they can
leverage the existing ideas in developed countries.

The first secession concluded by speaking to the future. Three different views of innovation were

mentioned: the pessimistic view that all innovations are past, the positive view that technology is the
key, and the classical knowledge diffusion view. In particular, attention was paid to the relationship



between demographics and entrepreneurship. It seems that younger countries have higher levels of
entrepreneurship, probably because younger people are more creative and they are not given enough
opportunitiesin large companies. Finally, the policy package of the Trump administration was discussed.
Among all the measures, tax cuts, deficit reduction, and deregulation in certain areas are on the agenda
of Trump. Yet he is not doing enough on many key issues such as investment, trade, rule of law, good
governance, and especially immigration.

In the Q& A session, participants discussed the key issue of how to increase the productivity of labor,
capital, etc., in the US and Japan. For example, when answering the question why structural reform has
been slow in Japan, one speaker mentioned how the political system had been unfavorable for reforms,
and another speaker pointed out how the low interest rate had suppressed people's inventive to change.
Much discussion also went around demographics and innovation. It is considered important to get older
workers back into labor force. Participants also talked about the impact of automation. There is
increasing skepticism as labor productivity seems to remain low despite technology improvement.
Finally, it is mentioned that large companies may be one of the factors of declining entrepreneurship and
therefore it isimportant to help small- and medium-sized firms do better.

Session Two: Globalization and Inequality

The second session started with a discussion on the definition of inequality from different perspectives.
While economists view inequality as a problem because of the welfare loss from a utilitarian approach,
common people perceive inequality as when they do not get things they deserve or someone get things
they do not deserve. It is from this point that tension arises and why it is difficult to measure inequality
both temporally and geographically. For example, it used to cost $2,000 to buy the Encyclopedia
Britannica, but now everyone has free access to Wikipedia — and this change is not entering any
economic statistics. Also, athough there has been atrend of convergence among global population since
1976, it is only due to the catch-up of Chinaand India.

Discussions also went around the causes of inequality in the era of globalization. The causes of the
decline in manufacturing employment in the U.S. can be decomposed into several parts — manufacturing
employment dropped from 30% to 12% because the U.S. failed to improve its education along with
technology. The rate further dropped from 12% to 9% because of the fiscal policy mistakes during the
Reagan and Bush administrations. The China shock then explains the decrease from 9% to 8.7% and the
NAFTA accounts for the rest from 8.7% to 8.6%. That is to say, technology and education are the rea
causes of inequality, and globalization is just a scapegoat.

After an empirical description, the social and political implications of globalization and inequality were



discussed. Two differences between the US and Japan as well as other OECD countries were pointed out.
Firstly, poverty in the US is associated with ethnicity and political parties. For instance, although white
males in the South are the largest beneficiaries of Obamacare, they voted against their own interests in
favor of racial and ethnic minorities. Moreover, poverty is not the pure driver of inequality. Instead of
the poorest population, it is the second-to-bottom class who lose their positions are most unsatisfied
with the current situation. Secondly, inequality in the US is related to gender division. The official
unemployment rate is 4.4%, yet male labor force participation has not risen.

The above issues have several consequences. Socially, the drop in male labor force participation has
huge negative effects on families. Now there are a mgjority of white teenagers living with single
mothers. Also, drug abuse has been rising and life expectancy decreasing in the past decade for the
working class males. This change has further political implications. The Demacrats used to rely on the
working class voters, but now they are losing supporters to the Republicans. And identity could be the
channel — it is the perceived unfairness rather than absolute poverty that affects voters' attitudes towards
issues such as immigration.

Finally, discussion was also held about the varieties of populism around the world. It is argued that
populism has not become a globalization problem because it takes different forms in different regions.
In particular, two factors render populism less anissue in Asia. It is partly because there is no large-scale
immigration in Asia, and partly because Asian country leaders, such as Xi of China and Abe of Japan,
are good at mobilizing nationalism in away such that identity is not a destabilizing factor.

More insights on globalization was then offered from an industry perspective. First, an overview about
the manufacturing and service sectors in a globalized era was provided. For instance, the supplier map
of an iPhone 6 or aBoeing 787 well demonstrates that globalization has been widely spread and deeply
rooted in today’s supply chains. Similarly, fast food chains such as McDonald's, fast fashion brands
such as H&M, and IT service providers such as Uber and Airbnb also speak to the magnitude of
globalization.

The current landscape of free trade agreements (FTAS) and regional cooperation is also mentioned. As
of December 2016, there are 286 FTAs that arein effect, with additional 18 agreed but not ratified, 79 in
negotiation, and 22 in preparation. In particular, athough the US abandoned the Trans-Pacific
Partnership (TPP), the remaining 11 nations are working together ahead while leaving the door open for
the US.

Finally, the relationship between globalization and inequality was addressed. In the manufacturing

industry, the utilization of cheap labors in developing countries might have deprived developed
countries of blue-collar workers, but has also created profits for designers and managers. For example,



the bulk of value-added of iPhones goes to the software engineers and designers in the US, while
manufacturers in China receive a much smaller proportion. Similarly, the effect of globalization is also
two-sided in the service industry. Although large multinational companies entering local markets might
deprive local merchants of business opportunities, they are aso bringing new business models and
values.

This discussion raised two open-ended questions for discussion: first, whether globalization will slow
down due to the political pressure as embodied in the rise of nationalism and anti-globalism in the US,
Britain, France, etc.; second, it is proposed that inclusive growth is the solution to anti-globalism, but it
is still unclear what inclusive growth stands for and how to achieve that.

In the open discussion session, questions focused on the implications of income equality and policy
measures to achieve inclusive growth. Participants talked about the issue of the overclass. One speaker
thought that superstar firms are not understood well, even though the overclass is not a new
phenomenon. Another speaker said that American politics is increasingly dominated by the most
powerful interest groups. It is aso mentioned that the role of unions has been declining. As for how to
address the problem, most of them referred to international examples such as Germany and East Asia.

Session Three: IsTechnology the Answer ?

The last session started with a discussion on employees economic security and their innovation
productivity. The discussion started by pointing out the limitation of the current conceptual framework,
in which the relationship between household wealth shocks and employee innovation is ambiguous:
some argue there is no effect, some argue for a decrease in innovation, yet still others argue there will be
an increase in innovation. Then two empirical challenges of the study were mentioned: first, it is
difficult to measure employee innovation output; second, it is unclear how to identify the effect of
housing wealth shocks. The researchers overcome the difficulties by constructing a unique dataset that
links employees’ patent output with their housing transactions from deed records. Moreover, they
identify home ownership of inventors and their precise residual location using deed records and then
exploit zip-code level variation in housing prices.

Then the identification strategy and main results with different measures of innovation output were
presented. The identification compares employees within the same firm and metropolitan areas to
alleviate the concerns regarding variation across firms and geographical locations. The researchers first
observe a decrease in innovation following housing price shocks using different metrics, such as number
of patent, citation of patent, etc. They then find that inconsistent with the risk preferences channel,
increases in housing prices are not correlated with employees’ risk aversion. Instead, consistent with the
decreased willingness rather than ability to innovate theory, decreases in housing prices lead to lower



probability of employees departure from the firm. It suggests that employees are less willing to
innovate due to desire to maintain job security and avoid fault. It further suggests that employees have
autonomy within firms to select projects, in support of the “bottom-up” innovation theory.

Finally, there are several additional results of the study. For example, it is found that employees with
better outside option or more equity in the house are less sensitive to house price declines. On the other
hand, increase in housing prices does not affect employees’ innovation productivity.

As for the question if technology is the answer, several questions to which technology may be the
answer, such as economic growth, productivity slowdown, income inequality, and sustained risesin real
wages, were proposed. It is then emphasized that technological deployment and diffusion depends
largely on specific social, economic, political, or technological context.

The idea of the “Algorithmic Revolution” was then introduced as the core driver behind innovation. It
refers to the transformation of human activities with algorithms. In particular, once human activities are
algorithms, they can be split apart, transformed, recombined, and magnified. Sharing economy, Agritech,
Fintech, robotics, Internet of things, Artificial Intelligence, etc., al fall into this category. It is said that
the algorithmic revolution is enabled by the transformation of computing resources from scare to
abundant resource. Although human beings have the ability to store and process information throughout
most of the history, it is the advent of computing power, such as the global-scale cloud computing
technology, that transforms information into abundant resource.

Finally, artificial intelligence (Al) was discussed in details as an example to demonstrate the power of
abundant computing. For example, Google's Deep Mind not only beat the world's best Go players, but
also optimized the cooling of Google's datacenters such that energy efficiency is increased by 40% and
electricity consumption decreased by 15%. If such technology becomes available to the general public,
such asin the form of a subscription service, the impact would be enormous.

In the end, the discussion addressed the debate whether Al could replace humans. One answer was that
Al could be turned into 1A, intelligence augmentation, so that low skilled workers would not be replaced
by machines but rather provide high skilled work with the help of IA. Last not but least, it is aso
mentioned that the US and Japanese contexts are different: while the US is worried of technology
robbing workers of jobs, Japan hopes to leverage technology to fill its labor shortage.

Technology’s growing influence on business was also discussed. First, the results of an international
survey of CEOs were introduced. Technological breakthrough is the top of the five global megatrends
that are fundamentally disrupting business, with 86% of US CEOs saying that technological advances
will transform their business over the next five years. The proportion of CEOs who expect their



industries to be reshaped by technology becomes larger than 20 years ago.

The survey also showed how Japan is lagging behind by highlighting the results of Japanese CEOs.
When asked about their confidence in their company’s growth prospect over the next 12 months, only
14% of Japanese CEOs are very confident, lower than the 38% global average and actually ranking
among the lowest. Also, only 29% of Japanese CEOs said they have strong digital skills, as compared to
the global average of 55%. Besides, while 71% of US CEOs are already addressing the risks around
digital, governance, and risk management, only 47% of their Japanese counterparts are doing so.

Then the results of another survey on the global trends of Fintech with over 1300 respondents from 71
countries were shared. There are severa key insights: first, 88% of existing financial businesses, such as
payments, banking, insurance, and wealth management, are increasingly concerned they are losing
revenue to innovators; second, financial institutions are embracing the disruptive nature of Fintech, with
56% of them having put disruption at the heart of their strategy; third, financial institutions are also
learning to partner and integrate, with 82% of them expecting to increase Fintech partnerships in the
next three to five years; fourth, incumbents and Fintech companies are facing challenges around security,
regulatory uncertainty, and differences in their management, culture, business models.

Finally, it is revealed that financial institutions in Japan are embracing Fintech at a slower pace than the
globa trend. For example, Japanese financia institutions only invest 6% of their annual revenue in
Fintech-related matters, as compared to the global average of 15%. Also, only 6% of their expected
annual return on investment is related to Fintech, much lower than the global average of 20%. Japanese
financial institutions also have different expectations on the benefits of Fintech: while globally 60% of
respondents expect Fintech to help grow revenue by expanding products and services, in Japan 58%
expect Fintech to help reduce headcount costs. Besides, while globally respondents worry most about
loss of market share with the advent of Fintech, the majority of Japanese respondents worry about
information security and privacy threat. Overall, Japanese financial institutions are slower in adopting
digital channels, whether it is web-based, mobile, or social media, to interact with customers. Finaly,
Japanese financial institutions also report different regulatory barriers to innovation in Fintech. From
there, a question was asked of how to promote business along with the devel opment of technology.

The last presentation answered to the above question by providing an industry example. Three points are
considered fundamental to innovation: knowledge, creativity, and action. Knowledge not only refers to
technology knowhow, but also creative business models. Creativity then requires that the connected
ideas are based on diversity and a well-designed innovation platform. Finally, the best way to learn
about innovation is through action of concepts and accumulation of experiences.

Then the M-Lab of Mitsubishi Corporation was introduced as an example of how business can tap into



the Silicon Valley ecosystem. M-Lab adopts a horizontal integration strategy by promoting collaboration
across different industries. Its business development is based on solid research and feasibility check
with industry experts from various member companies. Through much prototyping and presenting,
M-Lab then creates business models with speed and flexibility. Eventually, M-Lab also becomes part of
the Silicon Valley ecosystem.

In particular, several sample projects were used to demonstrate how the member companies of M-Lab
are collaborating with each other and connecting ideas from different industries. One of them is a
concept car called AKXY. It is developed by the chemical company Asahi-Kasei to showcase a wide
array of automotive-related materials and technologies. The concept car utilizes the digital tools
developed in the Silicon Valley.

The final session also showed the strong interests of Japanese companies in technology and the Silicon
Valley. It is believed that while Japanese firms learn new ideas there, they can aso contribute to the
whole Silicon Valley ecosystem. For that to work, there needs a better aignment among different
regulatory agencies across countries.

The last discussion session focused on various factors of innovation, and especialy the difference
between Japan and the Silicon Valley. One speaker mentioned that Japanese companies face language
obstacles, and another speaker added that regulatory barriers, especially in emerging fields such as
Fintech, also constrain Japanese firms. It is further mentioned that the Japanese miss a culture of
accepting failures. The discussion also mentioned the uniqueness of the Silicon Valley that there is a
balance between key factors such as money and people. For example, California has a customer base
that is very willing to try new products, while Japanese consumers are quite conservative. Japan also
differs from the US in that organizations play a critica role in business. Therefore, to promote
innovation, Japanese companies have to come up with solutions by having innovative people in each
organization. This point speaks to the presentation around employees' job security and innovation. It is
therefore important to establish a favorable culture, such as tolerance of failures, in organizations for
them to be innovative.
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Sessionl Nicolas Bloom

Management and the Wealth of Nations

Nick Bloom (Stanford)
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Management research has a bad reputation
of being airport books and case studies...

“No potential driving factor
of productivity has seen a
higher ratio of speculation
to empirical study’

- Chad Syversson (2011,
Journal of Economic
Literature)




Part of a research group looking scientifically at
management, and summarize 15+ years research

1) Measuring management

2) Impact of management on performance
- Regression results
- Field experiments

3) Drivers and policy
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Carried out by survey teams of about 30
people about every three years (London 2006)
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Survey methodology (Bloom & Van Reenen, 2007, QJE)

1) Developing management questions

» Scorecard for 18 monitoring, targets & people management
practices =45 minute phone interview of plant managers

2) Getting firms to participate in the interview
* Introduced as “Lean-manufacturing” interview, no financials
» Official Endorsement: Bundesbank, RBI, World Bank etc.
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Survey methodology (Bloom & Van Reenen, 2007, QJE)

1) Developing management questions

» Scorecard for 18 monitoring, targets & people management
practices =45 minute phone interview of plant managers

2) Getting firms to participate in the interview
* Introduced as “Lean-manufacturing” interview, no financials
» Official Endorsement: Bundesbank, RBI, World Bank etc.

3) Obtaining unbiased comparable responses, “Double-blind”
* Interviewers do not know the company’s performance
» Managers are not informed (in advance) they are scored




Example monitoring question, scored based on a number of
questions starting with “How is performance tracked?”

Score |(1): Measures (3): Most key | (5): Performance is
tracked do not |performance | continuously
indicate directly [indicators tracked and
if overall are tracked | communicated,
business formally. both formally and

objectives are Tracking is informally, to all
being met. Many |overseen by | staff using a range
processes aren’t [senior of visual

tracked at all management | management tools

Note: All 18 questions & 50+ examples in http://worldmanagementsurvey.org/

Examples of performance metrics — Car Plant




Example incentives question, scored based on questions
starting with “How does the promotion system work?”

Score |(1) People are (3) People (5) We actively
promoted are promoted | identify, develop
primarily upon | primarily and promote our
the basis of upon the top performers
tenure, basis of
irrespective of | performance
performance
(ability & effort)

Note: All 18 questions & 50+ examples in http://worldmanagementsurvey.org/

Wide spread of management in manufacturing
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Sweden
Canada
Great Britain
France
Australia
Italy

Mexico

s Poland
ingapore
New Z%a?and
Northern Ireland

~ Portugal
Repubilic of Ireland
Chile

Spain
Greece
China
Turkey
Argentina
Brazil

_ India
Vietnam
Colombia
Kenya

_ Nigeria
Nicaragua
Myanmar
ambia
Tanzania
Ghana
Ethiopia
Mozambique

2.027

B Arica

- Asia

- Oceania
- Europe

- Latin America
- North America

| |
1.5 2

| |
3 3.5

Average Management Scores, Manufacturing Firms




Fraction of Firms

Management also varies heavily within countries

0 Total Argentina Australia Brazil Canada Chile
|

(=]

0 China Colombia Ethiopia France Germany Ghana
|

ol

re) Great Britain Greece India Italy Kenya
©|

(=2

re) Mexico Mozambique Myanmar New Zealand Nigeria
|

(=]

ey Northern Ireland Poland Portugal Republic of Ireland Singapore Spain
©|

ol

re) Sweden Tanzania Turkey United States Vietnam Zambia
©

o

1 2 3 4 5 1 2 3 4 5 1 2 3 4 5 2 3 45 1 2 3 4 5 1 2 3 4 5

Firm level average management scores, 1 (worst practice) to 5 (best practice)

So we find a huge spread in management
practices across firms and countries....

....but does this matter?




These management scores are positively correlated
with firm performance
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Management score decile (worst=1, best=10)

Of course this correlation may not be causal.

So I've also been working with the World Bank
on management randomized control trial

THE
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OF ECONOMICS

Vol. 128 February 2013 Issue 1

DOES MANAGEMENT MATTER? EVIDENCE FROM INDIA*

NICHOLAS BLOOM
BENN EIFERT
APRAJIT MAHAJAN
DAVID MCKENZIE
JOHN ROBERTS




Pulling all our data together we estimate

management accounts ~1/3 cross-country TFP gaps

(1) ) (3) (4) (5) (6) (7)
Weightd Unwghtd Weighted % TFP due
Man- Covariance Man- Mng. Gap % reallo- TFP Gap to Man-
agement agement with US cation With US agement
Average 24.93 314
us 91 A7 44 0 1 1
Japan .61 21 41 -3 89.1 71
Sweden 52 13 39 -39 87.34 92 48.46
Germany A5 .29 16 -46 38.9 .83 24.46
Canada 32 27 05 -.59 34.71 .88 45.55
Singapore 25 43 -.18 -.66 5.95
Britain 2 .26 -.05 =71 30.46 .94 107.81
Mexico 17 4 =23 =74 9.51 .73 23.04
N. Ireland 16 58 -42 =75 -15.18
Australia .05 21 -.16 -.86 30.65 .83 4524
Ttaly 0 12 -12 -91 38.96 .82 454
Portugal -.04 37 -41 -95 10.55 .66 23.04
Poland -.07 14 -21 -.98 33.89 .8 44.74
France -11 A1 =22 -1.02 36.08 .84 58.87
Colombia -12 37 -.48 -1.03 10.25 52 15.69
NZ -.14 27 -42 -1.05 18.68 .79 43.54

Source: Management as a Technology by Bloom, Sadun and van Reenen (2015)

1) Measuring management and its impact on GDP

2) Impact of management on performance
- Regression results
- Field experiments

3) Drivers and policy — how can we raise growth?




PROMOTE FDI: MULTINATIONALS ACHIEVE GOOD
MANAGEMENT PRACTICES WHEREVER THEY LOCATE

United States
Japan
Germany
Sweden

Canada
Great Britain
France

Italy
Australia
Slnlglappre
exico
Poland
Portugal

New Zealand I Domestic firms
Turkey

China I Foreign multinationals
Chile
Greece
Spain
India

Brazil

Colombia
Vietnam
Argentina
Northern lreland

_ Mtyanmar
Republic of Ireland
Nicaragua

! T I
2 2.2 2.4 26 2.8 3 3.2 3.4
Management score

PROMOTE PROFESSIONAL OWNERSHIP: FAMILY-RUN AND
GOVERNMENT FIRMS OFTEN HAVE POOR MANAGEMENT

Dispersed Shareholders

Private Equit

Family owned, non-family CEO _
Managers |
Private Individuals _
overnment _

Family owned, family CEO

Founder owned, founder CEO

2.7 2.8 2.9 3 3.1 3.2
Management score (by ownership type)

Management scores after controlling for country, industry and number of employees. Data from 9085 manufacturers and 658 retailers. “Founder
owned , founder CEO” firms are those still owned and managed by their founders. “Family firms” are those owned by descendants of the founder
“Dispersed shareholder” firms are those with no shareholder with more than 25% of equity, such as widely held public firms.




RAISE EDUCATION FOR NON-MANAGERS AND MANAGERS
APPEAR LINKED TO BETTER MANAGEMENT

Non-managers Managers
O’)_ ~
o o
N
(e0] (4p]
()]
0 = o
? &
"qc'; ™
= N
Qo o
S (]
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© o N
S
O
N o~
(V]
© Yo}
N N
1t010 11t0 25 26to50 50+ 1t010 11t025 26to 50 50+

Percentage of employees with a college degree (%)

Sample of 8,032 manufacturing and 647 retail firms.

MINIMIZE REGULATIONS: THESE ARE CORRELATED WITH
LESS EFFECTIVE MANAGEMENT PRACTICES

0
™
® United States
R uaad
® Canada
4
S o Sgeaserence
e
o .
o LT
o
# .
ch o BAmentina
OE) 0 @ Colombia ° K‘e:]r;‘i'a ® Nigeria
g _
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zania
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0 50 100 150 200

World Bank Doing Business Rank (1=easiest)

Note: Management scores for the 15,454 interviews in the WMS survey plotted against the World Bank’s 2014 doing business
“Ease of Doing Business” rank, where 1 is best and 189 is worst. See htip://www.doingbusiness.org/rankings. Smaller and larger
firms in China, Nigeria and Mozambique have been re-stratified in order to balance the sampling frame.




Conclusions

Management appears to be a major driver of growth

Policies to follow in particular in Japan would be:
- Encouraging multinationals
- Less regulation

Policies to follow in particular in the US would be:
- Improved education
- Less regulation

More research, policy briefs & media available here
www.worldmanagementsurvey.com

@ WORLD E ACADEMIC POLICY & BUSINESS TEACHING SURVEY DATA MEDIA ABOUTUS
T MANAGEMENT SURVEY

UNITED STATES
E.,.,Ak thx RESEARCH
g NDIA We have worked with thousands of managers
- from nearly 40 countries to measure
" IIIIE performance in their firms.
I:TME IIMEHEN‘I EEEEE

LATEST NEWS Benchmark your organization

Using our web-based tool, answer of guestic benchmark your

) ization against our full dal hef t f the WMS
DATE FOR YOUR CALENDARS: NEXT EMPIRICAL i ettt e e
MANAGEMENT CONFERENCE AT MIT ON DECEMBER 8-9, R
CALL FOR PAPERS COMING IN JULY.

BENCHMARK NOW
NEW PAPER: INTERNATIONAL DATA ON MEASURING
MANAGEMENT PRACTICES ',;:355, Survey Data

%
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Growth Strategy of Japan 2017:

The Invisible Third Arrow Needs a New Bow

Takatoshi Ito

Professor, School of International and Public Affairs,
Columbia University

JEF-APARC conference at Stanford
June 2, 2017

Takeaways

e Japanese economy as of March (Q1), 2017,
* The real side of the economy is doing well
* But, the inflation rate is far below the 2% target

e Challenges
* Fiscal. High fiscal deficits and debt-to-GDP ratio (240%)
e Real wages. w are not rising even at n<3% - C is weak
e Demography = Adverse, aggregate supply and demand
* Need higher productivity & potential growth (3™ arrow)

39 Arrow (Need Higher productivity and compensations)

* Need globally competitive workers< English proficiency & IT skills
< Education reform < Labor reform

* Need better allocation of Capital €< Corporate gov reform &
pension fund reform

* Need more FTAs < agricultural reform €< Introduce market
mechanism

* Need medical and health care €Medical reform




Japanese Economy
The real side is doing well

e Japanese economy as of March (Q1), 2017,
e Growing at or above potential (g(2017Q1)=2.2%)
Full employment (u=2.8%)
But, inflation rate is still near 0% (m=0.2%)
Nominal wage increase is around 2% or above (Aw=2%)
Working age pop declining 1% a year (AL=—1%)
* Women and elderly participation rates increasing
 Women participation rate (all ages): now Japan>US

Japanese Economy
Challenges

* QQE is reaching at its limit and no inflationary sign
* Exit problem
High fiscal deficits and debt-to-GDP ratio (240%)
e GDP(2016): 537 trillion yen
* New JGB issues (2017 budget): 34.4 trillion (6.4%)
e General Gov liability (2015): 1,296 trillion (241%)

Real wages are not rising even at m<3% = Cis weak
Demographic transition = | is weak
Need higher productivity & potential growth (3 arrow)




Need Growth Strategy:
Higher productivity & wages

* Need globally competitive workers
e & English proficiency & IT skills
e & Education reform
o & Labor reform

* Need better allocation of Capital
e & Corporate gov reform & pension fund reform

* Need more FTAs
e & agricultural reform
e & Introduce market mechanism

* Need better medical & health care
e & medical reform

Reforms:
Why, How and Consequences

* Human capital with English proficiency
* |T-skilled workers
e Education reform for experts

e Labor reform
* Flexible hiring and firing
e Capital allocation
e Corporate gov reform & pension fund reform

e FTAs and Agriculture
* Introduce market mechanism

e Medical & health care
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Debt and Economic Growth

Keiichiro Kobayashi
Keio University, CIGS, RIETI, Tokyo Foundation

June 2, 2017 @ JEF-APRC, Stanford 2017

1/14

e 1980s High economic growth (Boom): Asset bubbles
e 1990s Low economic growth (Stagnation): Nonperforming loans

e 2000s Low economic growth (Stagnation): Public debt

2/14




“Secular stagnation” in Japan

Real and potential GDP

550 trillion yen trillion yen 60
W GDP gap (right scale) e==Real GDP —Potential GDP

500 | 41 40

450 1 20

400 .T-.W_H : 0

350 1 -20

300 1 -40

(Quarterly)

250 I S I [ [ ) [ [ S S Iy [ Iy [ S e Iy I IO B | _60
O =AM LNONCON O —IANMNTLNWONN 00N O 1IN LNWO N 00N O =N LNLO
oooooooooooooooooooocncncnmmmmmmmgoooooooooax—iﬁﬂﬁx—uﬁ

o
Sources: Cabinet Office, Government of Japan, “Annual Report on National Accounts”
3/14
Asset prices: land and stocks
s00 1980=100
. Land value (SNA)

500 n . . .

1 - = = Nikkei 225 stock price
i 1

400 |

300 f

200

~/ .

100 | I Y [N I [ [N N N N AN (NN N N [N AN N N N [N A NN N AN N N M N N NN N A B A |
80 82 84 86 88 90 92 94 96 98 00 02 04 06 08 10 12 14

Sources: Cabinet Office, Government of Japan, “Annual Report on National Accounts”, The Nikkei.
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Nonperforming loans-to-GDP ratio
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Sour:ces: Financial Services Agency,Status of Non-Performing Loans; Cabinet Office, Government of Japan,Annual Report on
National Accounts. 5 / 1 4
Public debt
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Source: OECD, Economic Outlook No.100
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Does excessive debt depress the economy persistently?

e Debt in private sector
e Borrowing constraints on inter-temporal debt b and intra-temporal

debt o, which finances the working capital

e b <HS
Kiyotaki-Moore 1997 Temporary effect

o0 <fmax {S—b, 0}
Jermann-Quadrini 2012 Temporary effect

o0 < ¢y(o) + max {6S — b, 0}
Kobayashi-Shirai 2017 Permanent effect

7/14

Why does excessive debt have a permanent effect?

e Borrowing constraints : o < ¢y(o) + max {6S — b, 0}

e Define o, by 0, = ¢y(0;)

o Define b, by b, = %r—az

e Suppose b, > 0S

e If by = b,,then for all t,
bt — bz,

Ot — 0

8 /14




Debt in private sector can cause secular stagnation: simulation

Kobayashi and Shirai (2017)

LV growth rate
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o = Simulation >
o
® 06 -15
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Year Year 9 / 14

Policy implication for excessive debt in private sector

e Private-sector debt may cause persistent stagnation

e Japan 1990s
e United States 2010s?

e Debt reduction may enhance economic growth
e Corporate or household debt

e Bank recapitalization and write-off of nonperforming loans

e Debt forgiveness and restructuring of the borrowers

10/14




Tail risk of public debt

Nonperforming loans disappeared in 2000s in Japan

Public debt is exploding in 2010s

Tail risk depresses the economy persistently

e Gourio (2013)
o Kozlowsky-Veldkamp-Venkateswaran (2015)

Tail risk for Japan = Debt crisis = Hyperinflation

e Persistent stagnation today may be caused by future risk of tail event
e Tail risk is “growing”
= Not only /evel but also growth rate of GDP is depressed

11/14

Simulation and data (Japan)

o Kobayashi and Ueda (work in progress)

bC/
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Inter-generational conflict on public debt

Public-sector debt may cause persistent stagnation
e Japan 20107

Fiscal consolidation = Inter-generational investment
e Current generation pays the cost of investment, i.e., higher tax

e Future generation enjoys the return, i.e., economic stability

Non-existence of democratic implementation of fiscal consolidation
e Future generation cannot commit to pay reward of fiscal consolidation
to Current generation
e Current generation has no incentive to implement fiscal consolidation

Need political system reform
e To create political actors that represent future generation

— Independent fiscal agency

13 /14

Reference

o Kobayashi and Shirai (2017) “Debt-ridden borrowers and economic

slowdown”

o Kobayashi (2017) “Persistent economic slowdown and debt-ridden
borrowers” VOX column
http://voxeu.org/article/persistent-economic-slowdown-and-debt-ridden-

borrowers
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Hideichi Okada

Globalization and Inequality

Location and Number of
iPhone 6 Suppliers per Country

Nu:‘fber Country NUf:fbef Country Nu:‘fber Country
suppliers suppliers suppliers
349 | China 11 | Vietnam 2 Brazil
139 |Japan 7 Mexico 2 Costa Rica
60 | USA 6 Indonesia 2 Austria
42 | Taiwan 6 Israel 2 Netherlands
32 | South Korea 5 France 1 Canada
21 | Malaysia 5 Czech Republic 1 Portugal
24 | Philippines 3 Belgium 1 Spain
21 | Thailand 3 Italy 1 Morocco
17 | Singapore 3 Ireland 1 Puerto Rico
13 | Germany 3 UK 1 Malta
1 Hungary




Boeing 787 Suppliers per Country

THE COMPANIES

us. CANADA AUSTRALIA JAPAN KOREA EUROPE
M Boeing M Boeing M Boeing M Kawasaki M KAL-ASD B Messier-Dowty
B Spirit B Messier-Dowty B Mitsubishi ¥ Rolls-Royce
¥ Vought W Fuji " Latecoere
WGE Alenia
M Goodrich Saab

WING TIPS j

Korea

MOVABLE TRAILING EDGE
Australia

TAIL FIN
Fredrickson,

LANDMG GEAR DOORS
Wmmpeg Canada

MAIN LANDING GEAR
WHEEL WELL

gTom Nagoya, Japan
. ElK;IHEs
Foggia, ftaly GE-Evendale, Ohio
CENTER WING BOX Rolls-Royce-Derby, UK
Nagoya, Japan

FIXED AND MOVABLE
LEADING EDGE
Tulsa, Oklahoma

LANDING GEAR
Charleston, S.C. Gloucester, UK

Source: Boeing

Boeing 787 Suppliers per Country

Part name Country
Forward Fuselage USA E
Forward Fuselage Japan E
Center Fuselage Italy I]
Aft Fuselage usa B
Wings Japan E
Leading Edge of Wings USA =
Fixed Trailing Edge of Wings Japan E
Movable Trailing Edge of Wings Australiaﬂ
Wing Tips Korea
Vertical Tail Fin usa B
Rudder China -
Horizontal Stabilizer Italy I]
Fairing Landing Gear Doors Canada IEI
Cargo/Access Doors Sweden
Passenger Entry Doors France I]
Landing Gear UK =
Engines USA/UK
Engine Nacells USA E

Source: Boeing




the World

Number of FTAs

(As of December 2016)

286

18

79

22

In Effect

Agreed but not Ratified

In Negotiation

In Preparation

Source: JETRO

TPP 11




Supply Chain in East Asia

(2010)

70%~

60%~

50%~

40%~

30%~

~30%

Canada
Mexico

n Source: RIETI-TID 2011

839.1 6

2785 3808

Southern Industrial Corridor in
Mekong

N,

-

3 L{(

{ Mekong River - f
g“*’) r’j South China Sea

Myanmar

¢
Thilawa SEZ ' \b\
o
Dauei SEZ




NAFTA Super Corridor

» State of Guanajuato

Wi nmpeg < Detroit in Mexico>
II ] » Many auto
Kansas city manufacturers
invested in Mexico
II . GM 690,000
San Antonio Ford 430,000
Fiat Chrysler 500,000
II Nissan 820,000
N 1 Honda 200,000
Gua ajuato Mazda 180,000
" Toyota 100,000
, , VW 460,000
Mexico City BMW (150,000)
Audi —
Auto Parts Suppliers *
Fast Food

Founded Number of
Countries

Number of
Stores




Fast Fashion

Country Number of Number of
Countries Stores

ZARA

Forever 21

Uber and Airbnb

Number of Number of
Countries Cities




Globalization & Inequality

Manufacturing Indtry

» Utilization of cheap labors in developing countries
(e.g. Bangladesh)
- Depriving developed countries of blue-collar worker's jobs
+ Creating profit for design and management

» Oligopolization of the service industry in indigenous/local
markets
- Depriving indigenous/local merchants of business
opportunities
+ Creating new business models and opportunities/value

Trade of iPhone in Value-Added

Terms
U.S. Imports of
One Unit of iPhone iPhone 4
Chinese -
China  Taipei Germany Korea ROW S
0 T T T T
20 52 0 B
40 - 207 16.0 s o
601 19
80 - Bimport Value e
100 1 BValue-Added Terms 80,0
120 -
140 -
160 - |
180 -
(Source) OECD and WTO (2012), /
"Trade in Value-Added: Concepts, Methodologies and Challenges" ©2012 Apple. Inc.
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Rise of Nationalism and
Anti-Globalism

» America First

» Brexit

» Marine Le Pen in France
» Joko Widodo in Indonesia

cf. One Belt One Road

Future of Globalization

» Would globalization slow down
because of the political pressure?

> Inclusive Growth
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Redrawing the lines:
Technology’s growing influence on
business

2017 Japan-US Forum
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Agenda

1. What’s happening ~~ Five global megatrends and technological breakthrough

2. Highlights from PwC’s 20th CEO Survey

3. PwC Global FinTech Survey 2017

4. Discussion points ~~ How business leaders are grappling with technological disruptions
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Five global megatrends are fundamentally disrupting business...

Shift in global

Demographic Technological Rapid
economic power

Climate change and
and social change breakthrough urbanisation

resource scarcity

68% 3-3 million $300 400 million people 50%

Companies that will Additional workers — The  Cost of today’s Sony The increase in Increase in the demand
have at least one 65+ labour force in the Playstation, which has China’s population for energy — by 2030
global business unit US almost doubled the computing power of a since 1980

head based in Asia between 1990 and 2010 1997 military

by 2017 supercomputer

Sources: The Economist: 2013 Asia Business Outlook Survey; ILO ‘Key Indicators of the Labour Market; Michio Kaku, ‘Physics of the Future’ (2011), Corbin Bal | Associates (2012); PwC analysis based
on data from United Nations, Department of Economic and Social Affairs, Population Division (2013); ‘Global Trends 2030: Alternative Worlds’, National Intelligence Council, 2912.




| Most CEOs believe that technology will transform and disrupt their
business.

Technological advances
Demographic shifts

Shift in global economic power
Resource scarcity and climate change
Urbanization

28 -
Trends that will
transform business, O

next five years (%)

of US CEOs say technological advances
will transform their business over the next
five years

Source : PwC 17t" CEO Survey




Over the last 20 years, CEOs have witnessed tremendous upheavals as

a result of globalization and technology

In trade [..l

e 4x trade flows
* 5x financial flows
* BRIC economies

In technology |

» Exponential rise in global online traffic
» Google, Wikipedia, Facebook, Alibaba

In society m

+ Lifting 1 billion out of extreme poverty
* New emerging middle class

20th CEO Survey

PwC

... however
 Inequality is on the rise

* Mistrust in business
* Growing social instability
* Rise in populism

Percentage of CEOs that were very confident about prospects for growth

The percentage of Indian CEOs that were very confident about near-term prospects for growth was the highest globally. In
contrast, Japan was among the lowest — only ranking slightly higher than Venezuela.

India
UsS 39%
Global 38%
China
ASEAN

Japan

Source : PwC 20t CEO Survey
PwC

71%

Q: How confident
are you about
your company’s
prospects for
revenue growth
over the next 12
months?




Uncertainty has become a way of life

CEO short-term confidence has risen compared to last year.

Question: How confident are you about your company’s prospects for growth over the next 12 months?

Respondents with “Very Confident” (%)

38%

are “very confident
4 %,

-®-Global CEO

(J = £
After the financial crisis -
2008 '09 10 11 12 "13 14 15 16 2017
~., 2015 2016 2017 .~
*,.. ® o
Source : PWC 20" CEO Survey e,
PWC .

T

Waves of change

CEOs’ predictions of the impact of
technology were pretty accurate 20 years
ago. Today, an even larger proportion
expect their industries to be reshaped by it.

[ | Complete reshape industry
[ | Significant impact
B Moderate impact

No impact

Source: PWC, 1st Annual Global CEO Survey and 20th CEO Survey. Base: All respondents (1998=377; 2017=1,379) 7
PwC




CEOs’ digital literacy

Is digital literacy a requisite for business leaders to create and lead our future?

69%
m Global CEO m Japanese CEO
55%
46%
o 43%
e 37%
O, o,
32% 20% 31%
21%
Of Japanese CEOs . ;
said that they have 13/“ 0/
strong digital skills e
compared to
Use robotics in my home ~ Make mostounfmg purchases  Active on social media Use horsr;es{ae\;rl‘:mauon Have strong digital skills Consu[r;:g r:ﬁ:ﬂ:{s‘l ;::3.': more
55 % of Global CEOs
Source : PWC 20t CEO Survey Question: To what extent do you agree or disagree with the following statements about your personal use of technology?

PwC

Digital risks and trust in business

There is a striking contrast between Japanese and US CEOs on the approach to some of the risks
around digital, governance, and risk management.

2%

Negative 56%

impact on 48% A47%

trust by IT 36%

outages and 27%
disruptions in

next 5 years .

Japan India ASEAN Global China UsS of Japanese CEOs

Extent your [ are addressing this
company is
addressing this 25%
issue today
54%

issue today while
47% 48%

71 % of US CEOs

55% are already

1, addressingit.

Source : PwC 20th CEO Survey
PwC




| Global FinTech Survey 2017
Respondents profile

Type of companies

Venture
Capital / Mobile
Private operator 2%

Equity firm
4%
[Cx=Ea|
g EA| ]
[fie]
Securities
broker /
Investment Asset
davigdr 4% Managemen
Transfer t company
and urance/ 6%
Payments OtherRebisurance
institution company
3% 14%

Source: PwC Global FinTech Survey 2017

More than 1,300 respondents, from 71 different countries around the world

Origin of respondents

[/H%]
Oceania3% L[]

Al

North
Amerlca 9%
Amerlca

13% Asia 33%

Europe

Type of respondents

Head of
Headsgfo 49 " "OdUCtsCRO/Risk
Innovation manager 3%
CDO/Buﬂhe
CEO 21%
Developmen
t5%
hicadio Director /
Strategy 4°/ Halar
Department
CFO 6 e
(©lifer Head of
IT/Digital/T
echnology
8%
14




[
FinTech is a driver of disruption in the market.

Financial Institutions are
learning to partner and
integrate

82%

88% of incumbents are

increasingly concerned they are
losing revenue to innovators

. @ expect to increase FinTech
e ) partnerships in the next
o . . . thi t
9 Financial Institutions are ree tofive years
embracing the disruptive nature
of FinTech

& EI @ 56%
AT,

have put disruption at the FI

heart of their strategy

Source: PwC Global FinTech Survey 2017

15

More than 80% of respondents believe their business is at risk

Q: Do you believe that part of your business is at risk of being lost to standalone FinTech companies within next 5 years?
m2017 survey m2016

0, 95%
88% 33% 919 89% 88% 88%

83% 83%

Global Latin America Europe Asia Africa North America

Q: What financial activities do you believe your customers already conduct with FinTech companies?

84%
68%
° 60% 56% 49%

Payments Fund Personal Personal Traditional Insurance Wealth
transfer finance loans deposits / management
Source: PWC Global FinTech Survey 2017 Savings accts 16




Financial institutions are addressing customer retention in the face
of the disruptive nature of FinTech

Q: What do you think are the most important areas to address customer retention in the context of new FinTech competition?

1st 2nd ard

Payments SR |n.tU|t|ve Faster service 24/7 accessibility
product design

Banking 2280 @7 e, [N 24/7 accessibility Faster service
product design

Insurance Ease of use, |n.tU|t|ve Superior qustomer 2417 accessibility
product design service

Asset & Ease of use, intuitive

Wealth L 24/7 accessibility
product design

mgmit

Source: PwC Global FinTech Survey 2017 17

Financial Institutions are learning to partner...

82% of companies expect to increase partnerships w/ FinTech in next 3-5 years

m Currently engaging in partnerships w/ FinTech m Expecting to increase partnerships over next 3-5 years

Germany 70% I —— 78%
AU & New Zealand 64% I —— 83%

Singapore 59% I I 2
us 53% I T 88%
Global 45% I —— 82 %o
UK 44% I I 1%
India 42% | N 95%
China 40% I T 68%
Brazil 30% I T 72%
Japan 30% 91%
S. Korea 14% N D 76%

Source: PwC Global FinTech Survey 2017 18
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And integrate... but facing challenges around security, regulatory
uncertainty, differences in management, culture, business models

Q: When working with Financial Institutions (or FinTech companies), what challenges do you face?

When working with FinTech < > Incumbents

IT security
Regulatory uncertainty
Differences in mgmt and culture
Differences in business models
IT compatibilty
Differences in operational processes
Differences in knowledge / skills
Required financial investments

Source: PwC Global FinTech Survey 2017 19

| Investiment in enabling technologies will help narrow the gap

Q: What are the most relevant technologies % of large Financial Institutions that identified
for your business that you plan to invest in these emerging technologies as the most
within the next 12 months? relevant to invest in within the next 12 months

(vs. Large FinTech companies)

Data analytics m Large Financial Institutions  ® Large FinTech
Mobile
2 19%
e Blockchain
Artificial intelligence 50%
Cyber-security
30%
Robotics process automation Artificial intelligence
46%
Biometrics and identity mgmt
Distributed ledger technology . , . . 9
(e.g. blockchain) Biometrics and identity 20%
management o
Public cloud infrastructure 48%
Source: PwC Global FinTech Survey 2017 Note: We include only responses of companies with more than 500 employees 20




" Blockchain is moving out of the lab

Q: Please describe the extent to which you are familiar with blockchain technology

m Extremely familiar = Very familiar

Gioba 200
North America 41%
Japan o |
Europe 20%
Afica
Oceania 23%
Latin America 20%
Asia 16%

Source: PwC Global FinTech Survey 2017

|
Regulations trigger both disruption and innovation

Q: In which areas do you see regulatory barriers to innovation in FinTech?

Data storage, Digital identity AML / Know Your New business E-money /
privacy and authentication Client models cryptocurrency
protection (crowdfunding, P2P
lending)

Source: PwC Global FinTech Survey 2017

22




Managing expectations will be key...

Q: In your opinion, what are the opportunities related to the rise of FinTech within your industry?

Expand Leverage Increase Respond to Improve Decrease IT
products and existing data  customer  competition Reduce cost retention of infrastructure
services  and analytics base faster headcount Differentiate  customers costs
60%
I
46%  44%
— 38%
— 30% 29% 28%
— — — 19%
I
Source: PwC Global FinTech Survey 2017 23
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FinTech moving at a slower pace for Japan’s Financial Institutions

The only way to get returns is to invest to learn.

Q: What percentage of your annual revenue do you allocate to FinTech
matters (investments into FinTech, IT projects, dedicated resources)?

» y
15% 6%

Annual
FinTech
investment

% revenue

Global

Source: PwC Global FinTech Survey 2017

Japan

Q: What is your expected annual Return on Investment (ROI)
on your projects related to FinTech?

25%
23%

Global Asia North

America America

Latin  Europe Japan

25

Source: PwC Global FinTech Survey 2017

60%
46% 44%
Global

Expand Leverage Increase
products existing data customer

& services and analytics base

Japan .
36% 36%
45%

Different expectations on potential impacts of FinTech

Q: In your opinion, what are the opportunities related to the rise of FinTech within your industry?

38%
29% . 30%
Respond to Reduce
Differentiate competition headcount
faster costs
24% 24%
58%

26




[
Threats imposed by FinTech

Information security is a larger concern for Japanese financial institutions compared to their
counterparts who worried more about market competitiveness.

Q: In your opinion, what are the threats related to the rise of FinTech within your industry?

72% m Global = Japan
[fif]
63%
57%
48%
45%
41% 38% 39%
33% 31% 31%
Information security / Increased price Loss of market share Increase of IT Increase of customer  Legal / Compliance
privacy threat competition investments churn risk

Source: PwC Global FinTech Survey 2017 27

[ I d I d 1 d I id
Renewed digital customer experience driven by customer centricity
Japanese financial institutions are slower in adopting digital channels to interact with customers

Q: What percentage of your clients do you interact with through the following channels?

Website, web-based platform Global 41°

Mobile application

I 252
I 25
I 197

Call center

Social media

Source: PwC Global FinTech Survey 2017 28




Regulatory barriers to innovation

Complexities of managing privacy, digital identity, and detailed customer data can be expensive hurdles

Q: In which areas do you see regulatory barriers to innovation in FinTech?

Global

Japan
Data storage, privacy Data storage, privacy
and protection and protection

Digital identity E-money /

authentication AML/KYC Cryptocurrency New business
model

2nd

3rd

Source: PwC Global FinTech Survey 2017
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Discussion points
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Tough questions to ask for business leaders

1. What parts of your business model will benefit from further automation?

2. Is your HR function ready to adapt to managing man and machine? What's
missing from its capabilities and how will you fix it fast?

3. How are you going to find the rarer skills like leadership, creativity and

adaptability required for your company to innovate and build brand
differentiation?

4. Have you considered how artificial intelligence and automation will help you
create competitive advantage in your key markets?

5. Have you redesigned your business processes so that your employees are best
placed to work seamlessly with automation to create new value?

31
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Thank you

At PWC, our purpose is to build trust in society and solve important problems. We're a network of firms in 157 countries with more than 208,000 people who
are committed to delivering quality in assurance, advisory and tax services. Find out more and tell us what matters to you by visiting us at www.pwc.com.

This publication has been prepared for general guidance on matters of interest only, and does not constitute professional advice. You should not act upon the
information contained in this publication without obtaining specific professional advice. No representation or warranty (express or implied) is given as to the
accuracy or completeness of the information contained in this publication, and, to the extent permitted by law, PwC does not accept or assume any liability,
responsibility or duty of care for any consequences of you or anyone else acting, or refraining to act, in reliance on the information contained in this publication
or for any decision based on it.

© 2017 PwC. Al rights reserved. PwC refers to the PwC network and/or one or more of its member firms, each of which is a separate legal
entity. Please see www.pwc.com/structure for further details.
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Questionnaire Result

15 responses out of 30 participants, 50% of the response rate.
1. Overall Evaluation of the Forum

Somewhat
Satisfactory
27%

Satisfactory
73%

- Satisfactory -~ Somewhat Satisfactory

Somewhat | Somewhat

Satisfactory Unsatisfactory | e R out of

Satisfactory |

15

2. Evaluation of the Quality of the Forum as compared with your expectation

the same
level
60%

Higher than

expected

40%

i Higher than expected the same level
Higher than Lower than
the same level out of
expected expected
6 9 0 15




3. Session by Session Evaluation

Session 1: Growth Strategies of the US and Japan

Session 1 Somewhat
Somewnat Unsatisfactory
Satisfactory o

33%

\ e o Satisfactory
\: : 5 60%

- Satisfactory - Somewhat Satisfactory = Somewhat Unsatisfactory

: Somewhat Somewhat Unsatisfact
Satisfactory , , out of
Satisfactory Unsatisfactory ory
9 5 1 0 15
Session 2 : Globalization and Inequality
Somewhat Session 2 Satisfactory
Satisfactory o 73%
27% = e
- Satisfactory - Somewhat Satisfactory
Satisfactor Somewhat Somewhat Unsatisfactor out of
y Satisfactory Unsatisfactory y
15




Session 3: Is Technology the Answer? (or Will Silicon Valley Save the World?)

Somewhat Session 3

Satisfactory

Satisfactory
73%

- Satisfactory - Somewhat Satisfactory

Satisfactor SUEH e SO Unsatisfactor out of
y Satisfactory Unsatisfactory y
15
4. You are:
You are...
0 1 2 3 4 5 6

Researcher NN
University teacher il s s,
Business person NG
Government official [NEIEGINNGGNGNEG
Media
"

Others

University Business Government

Researcher Others out of

teacher person office




Japan Economic Foundation

Japan Economic Foundation (JEF)

The Japan Economic Foundation (JEF) was established in July 1981 to deepen
understanding between Japan and other countries through activities aimed at
promoting economic and technological exchange.

With this goal in mind, JEF engages in a broad range of activities such as providing
information about Japan and arranging venues for the exchange of ideas among
opinion leaders from many countries in such fields as industry, government,
academia and politics in order to build bridges for international communication
and to break down the barriers that make mutual understanding difficult.

URL: www.jef.or.jp

Shorenstein

Stanford | APARC | ze=.

The Japan Program is an initiative of the Walter H. Shorenstein Asia-Pacific
Research Center, a unique Stanford University institution focused on the
interdisciplinary study of contemporary Asia. As an integral part of the Center, the
Program facilitates multidisciplinary, social science-oriented research on
contemporary Japan, emphasizing both academic scholarship and policy-relevant
research. The Program aims to become a central platform for Stanford students

and the broader community for understanding and engaging with Japan.
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— % R N E SRR A2 iU ] Japan Economic Foundation (JEF)
{EFT : T104-0061 HURUHSH U DCERIAE 5-15-8  Ipdid@fs B/l 11 B
Tel : 03-5565-4824 Fax: 03-5565-4828
URL : http://www.jef.or.jp
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JEEMI{A4 © Asia-Pacific Research Center (APARC)
Stanford Japan Program

{77 :  Walter H. Shorenstein Asia-Pacific Research Center
Encina Hall, 616 Serra St.
Stanford University
Stanford, CA 94305-6055

URL:  http://aparc.fsi.stanford/edu/japan
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