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Dr. Sylke Tempel

Alexander Schonfelder

Dr. Klaus Gunter Deutsch

Dr. Claudia Schmucker

Dr. llja Nothnagel

Dr. Henning Hoff

Mr. Michael Bultmann

Dr. Andreas Rinke
Dr. Christian Molling
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Member of the Executive Board, German Council
on Foreign Relations, DGAP

Head of the Division 400 Basic Economic Issues,
International Economic and Financial Policy,
Federal Foreign Office

Head of Research, Industrial and Economic Policy,
Federation of German Industries (BDI)

Head of Globalization and World Economy
Program, DGAP

Head of Division Foreign Trade Policy and Law,
Association of German Chambers of Commerce
and Industry (DIHK)

Executive Editor Berlin Policy Journal, DGAP
Managing Director, HERE Deutschland GmbH
Chief Political Correspondent, Reuters Berlin
Deputy Director of the Research Institute, DGAP
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Thursday, 18 May 2017
9:30-10:15 am Conference registration
10:15-10:30 am OFFICIAL WELCOME

Dr. Sylke Tempel, Member of the Executive Board, German
Council on Foreign Relations (DGAP)

Kazumasa Kusaka, Chairman and CEQ, Japan Economic
Foundation (JEF)

SESSION 1:
10:30-12:00 am ESCAPING THE LOW GROWTH TRAP

o What are the lessons to be learned from low growth periods in
Japan and Europe?

¢ What means are available to avoid getting stuck in second gear?

o What reform plans did the Japanese G7 presidency launch in
2016?

e What can the German G20 Presidency do to tackle these
problems?
Speakers Prof. Mitsuhiro Fukao, Professor Emeritus, Keio University

Alexander Schdnfelder, Head of the Division 400 Basic Economic
Issues, International Economic and Financial Policy, Federal
Foreign Office

Dr. Klaus Giinter Deutsch, Head of Research and Economic
Policy, Federation of German Industries (BDI)

Moderator: Naoyuki Haraoka, Executive Managing Director, Japan Economic
Foundation (JEF)

12:00-1:00 pm Lunch



SESSION 2:

1:00-2:30 pm

Speakers:

Moderator:;

2:30-3:00 pm

POPULISM, PROTECTIONISM, AND THE FUTURE OF
FREE TRADE

¢ In developed countries there is a growing distrust of
globalization and the benefits of free trade. The "Brexit"
decision is one example.

o What are the consequences for free trade? Is the world heading
to a new era of protectionism?

o What can be done to reconcile populism and regional
integration?

e What are the prospects for TTIP in Europe and RCEP and TPP
in the Asia Pacific Region?

Dr. Sota Kato, Executive Director, Tokyo Foundation; Professor,
International University of Japan

Tetsuro Fukunaga, Executive Director, Brussels Office, Japan
Machinery Center for Trade and Investment (JMC)

Dr. Claudia Schmucker, Head of Globalization and World
Economy Program, DGAP

Dr. llja Nothnagel, Head of Division Foreign Trade Policy and Law,
Association of German Chambers of Commerce and Industry
(DIHK)

Dr. Henning Hoff, Executive Editor Berlin Policy Journal, DGAP

Coffee break



SESSION 3:

3:00-4:30 pm

Speakers

Moderator:

4:30-4:50 pm

5:00-6:00 pm

STAYING COMPETITIVE THROUGH DIGITALIZATION

e What are the opportunities and challenges of the Fourth
Industrial Revolution for G20 countries such as Germany and
Japan?

o Are Europe and Japan adequately prepared to reap growth
opportunities through innovation and efficiency gains?

e What can we learn from leading digital economies like the USA?
Toshiyuki Shiga, Vice Chairman, Nissan Motor Co., Ltd.

Michael Bultmann, Managing Director, HERE Deutschland GmbH
Dr. Andreas Rinke, Chief Political Correspondent, Reuters Berlin

Dr. Christian M06lling, Deputy Director of the Research Institute,
DGAP

CLOSING CEREMONY
Dr. Sylke Tempel

Kazumasa Kusaka

Reception



Harrison Addo
Tuna Akarasu
Dietrich Alexander
Dr. Nagih Al-Obaidi
Lukas Althoff

Olga Arany

Bianca Becca

Dr. Friederike Bosse
Michael Biiltmann
Stefan Dauwe

Dr. Klaus Giinter Deutsch

Frank Fronzeck
Prof. Mitsuhiro Fukao

Tetsuro Fukunaga

Thomas Giotitsas

Dr. Eduard Gloeckner
Dr. Wolfgang Glomb
Heiko Giinther
Naoyuki Haraoka

Arne Harrendorf
Takayuki Hirabayashi
Dr. Henning Hoff
Inge Joachimski

Tim Jones

Dr. Sota Kato
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University of Applied Sciences HTW Berlin

Berlin

Senior Consultant, WMP EuroCom AG

Journalist

Economics & Technology Management

Berlin

Free University Berlin

Secretary General, Japanese-German Center Berlin

Managing Director, HERE Deutschland GmbH

Managing Director, DGAP Consulting GmbH

Head of Research and Economic Policy, Federation of German
Industries (BDI)

Director, SecureSystem GmbH

Professor Emeritus, Keio University

Executive Director, Brussels Office, Japan Machinery Center
for Trade and Investment (JMC)

Press and Communications Office, Greek Embassy

Journalist

Berlin

Director, Pharmunion LLC

Executive Managing Director, Japan Economic Foundation (JEF)
Research Assistant, Mitsubishi Hitachi Power Systems Europe
GmbH

Deputy Director-General, Japan External Trade Organization
Berlin Office (JETRO)

Executive Editor Berlin Policy Journal, DGAP

Berlin

I. Secretary, Economic, Trade & Development, Economic
Team, British Embassy

Executive Director, Tokyo Foundation; Professor,

International University of Japan



Dr. Elguja Khokrishvili
Yuka Kida

Dr. Tilo Klinner

Sebastian Klotz

Kyung Sok Koh
Orloff Kurth
Kazumasa Kusaka
Hans-Dieter Lochmann
Yulia Loeva

Dr. Felix P. Lutz

Asas Mahrad
Corinna Martin
Hitoshi Masuda

Dr. Christian Molling
Abdul Mueed
Lucinio Munoz

Pilar Munoz
Gabriela Navia

Dr. Ilja Nothnagel

Tonny Nowshin
Dr. Arend Oetker

Dr. Jennifer Pernau

Jennifer Pierotti

Elizabeth Pond

Ivo Reginka

Dr. Andreas Rinke
Wolfgang Roth
Michael Schach
Wilfried Schmidt

Dr. Claudia Schmucker
Rolf Schnelle

Minister-Counsellor (Economic Policy), Embassy of Georgia
Officer, Ministry of Economy, Trade and Industry of Japan
Director, Trade, Finance and Technology Policies, Federal
Foreign Office

Research Fellow, Consultant, World Trade Institute (WTI) and
International Trade Center (ITC)

Minister Counsellor, Embassy of Korea

Berlin

Chairman and CEO, Japan Economic Foundation (JEF)

CEOQ, Leadership Institute GmbH

Head of Event Management, DGAP

Berlin

Researcher, Consultant Urban Planning

University of Applied Sciences HTW Berlin

Director General, Japan External Organization (JETRO)
Deputy Director of the Research Institute, DGAP

University of Applied Sciences HTW Berlin

Counsellor, Economic and Trade, Embassy of Spain
Counsellor (Trade), Embassy of Spain

University of Applied Sciences HTW Berlin

Head of Division Foreign Trade Policy and Law, Association of
German Chambers of Commerce and Industry (DIHK)
University of Applied Sciences HTW Berlin

President, German Council on Foreign Relations (DGAP)
Executive Assistant to the CEO Dr. Arend Oetker Holding
GmbH & Co. KG

Senior Researcher, Representative Office in Paris, Japan Bank
for International Cooperation (JBIC)

Publicist

Lawyer, Partner, REG Business Law Firm Reginka

Chief Political Correspondent, Reuters Berlin

Consultant

RWTH Aachen

Vice Chairman, Daiwa Capital Markets Europe Limited
Head of Globalization and World Economy Program, DGAP

Berlin European Studies Program, FU Berlin



Alexander Schonfelder

Toshiyuki Shiga
Dongmin Shin
Dr. Silke Stahl-Rolf

Dr. Volker Stanzel
Kilian Strauss
Rachel Tausendfreund

Dr. Sylke Tempel

Niels Thiirigen

Dr. Serhat Unaldi

Urs Unkauf

Tamas Vaczi

Dr. Thomas Voland
Lilian Weiche
Muhammad Asif Zaman
Dr. Michael Zickerick

Head of the Division 400 Basic Economic Issues, International
Economic and Financial Policy, Federal Foreign Office

Vice Chairman, Nissan Motor Co., Ltd.

II. Secretary, Embassy of Korea

Head of Team, Innovation Policy - Innovation Strategies,
Internationalisation, VDI Technologiezentrum GmbH
Former German Ambassador to China and Japan

Manager / Risk Advisory, Deloitte GmbH

Senior Editor, German Marshall Fund of the United States
Member of the Executive Board, German Council on Foreign
Relations (DGAP)

Consultant, Economic & Finance, Economic Team, British
Embassy

Senior Manager, Asia-Pacific-Committee of German Business,
Federation of German Industries (BDI)

Humboldt Universitat, Berlin

Executive Assistant, Economist, The Central Bank of Hungary
- Representative Office Hamburg

Lawyer, Freshfields

Free University Berlin

University of Applied Sciences HTW Berlin

Berlin
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Michael BULTMANN
Managing Director, HERE Deutschland GmbH

Michael Biltmann was appointed managing director of HERE Deutschland
GmbH in November 2014, having served as managing director of Nokia
GmbH the previous six years. He joined Nokia in 2001 and held senior

controlling, legal, and governmental relations positions throughout the
company in Germany and France. In addition, he has taught international business law at Liineburg
University, and served as a board member of BITKOM, an association representing more than 2,400
digital companies in Germany.

Dr. Klaus Gunter DEUTSCH
Head of Research, Industrial and Economic Policy, Federation of German Industries (BDI)

Dr. Klaus Giinter Deutsch has been the head of the industrial and economic
policy research department at the Federation of German Industries
(Bundesverband der Deutschen Industrie, or BDI) since 2014. Prior to joining BDI,

he was senior economist with Deutsche Bank Research, the economics think
tank of Deutsche Bank. He joined DB Research in July 1996 where he worked as economist in the
unit on Economic and Banking Policy, and European integration in the headquarters in Frankfurt.
After a one-year exchange stint with the Federal Chancellery in 1999/2000 at the desk for banking
and external economic relations, he founded and has directed the office of Deutsche Bank Research
in Berlin. Dr. Deutsch received his education in political science and economics from the Free
University of Berlin and spent a year as a Fulbright exchange student at George Washington
University, Washington, DC, in 1988/89. He completed his doctorate in political science at FU Berlin
in 1995.
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Prof. Mitsuhiro FUKAO
¢ Professor Emeritus, Keio University
Professor Faculty of Economics, Musashino University

Mitsuhiro Fukao has been a Professor of Economics in the Faculty of Economics of
Musashino University since April 2017. He had been teaching at the Faculty of Business
e EF and Commerce of Keio University in Japan for twenty years until March 2017. His
primary fields of expertise are financial regulations, international finance, monetary economics and policy. Fukao

has abundant publications in Japanese and in English on international finance, exchange rate policy, corporate
governance, and recently on financial system and its crisis. Prior to joining Keio University, Fukao was the Head
of the Strategic Research Division of Research and Statistics Department of the Bank of Japan. Between 1991
and 1993, Fukao was a senior economist at the OECD in Paris and a G-10 secretary. In 1989 and 1990, he was a
senior economist at the International Department of the Bank of Japan and a member of the Danielsson
subgroup of the Basel Committee on Banking Supervision. From 1983 to 1985, Fukao served as a senior
economist at the Economic Planning Agency of Japan, and participated in drafting the official White Paper on
Japanese Economy. Born in Japan, Fukao received his bachelor's degree in Engineering from Kyoto University in
1974. He was awarded a Ph.D. in Economics from the University of Michigan in 1981. He is married to Masayo
Fukao, and has two children.

Tetsuro FUKUNAGA
Executive Director, Brussels Office, Japan Machinery Center for Trade and Investment (JMC)

Tetsuro Fukunaga currently holds the position of Executive Director of the Brussels
office of the Japan Machinery Center for Trade and Investment (JIMC), where he
represents almost 250 Japanese machine manufacturers and trading companies. Prior to

. joining JIMC in 2013, he was the Director for Trade Policy at Large and for the Southwest
Asia Office at the Ministry of Economy, Trade and Industry (METTI) in 2012, and the Counsellor in the National
Policy Unit of the Cabinet Secretariat of the Japanese Government in 2010. Mr. Fukunaga has a diverse
background in trade and energy — in addition to industrial policy — which he gained over his more than 20 years
of work experience with the Japanese government.
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Naoyuki HARAOKA
Executive Managing Director, Japan Economic Foundation (JEF)

Naoyuki Haraoka was born in Tokyo in 1955. After graduating from the University of
Tokyo in 1978 (Bachelor of Economics), he joined the Japanese Ministry of International
Trade and Industry (MITI). Having been posted in the industrial policy section and the

international trade policy section for several years, he was enrolled in a two year MPA
(Master of Public Administration) programme at Woodraw Wilson School of Princeton University in the US on
a Japanese government sponsorship. 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 1992 and secondly Counselor to the Japanese Delegation of OECD from 1996 to 1999. After
coming back to MITI from his second stay in Paris, at the occasion of the government structural reform in 2001
when MITI was remodeled as METI (Ministry of Economy Trade and Industry) 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 in 2003 and stayed in San Francisco until 2006.
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.

Dr. Henning HOFF
Executive Editor Berlin Policy Journal, German Council on Foreign Relations (DGAP)

Dr. Henning Hoff is executive editor of Berlin Policy Journal and editor-at-large of
Internationale Politik, both published by the German Council on Foreign Relations (DGAP).
He joined DGAP in 2011, after nearly a decade as foreign correspondent in London, where
he worked for German and international media, including DIE ZEIT/ZEIT online,
Frankfurter Allgemeine Zeitung, International Herald Tribune, and TIME. He is also co-founder and director of the
WELTKIOSK publishing company (London/Berlin) which specializes in international journalism. An international
historian by training, he holds a PhD in Contemporary History from Cologne University, Germany (2001).

12



Dr. Sota KATO
Executive Director of Research and Senior Fellow, Tokyo Foundation
Professor, International University of Japan

and Defense Industries Division, deputy director for the International Economic Division, and senior

After earning a law degree (LLM) from the University of Tokyo in 1991, Dr.
Sota Kato joined the Japanese Ministry of International Trade and Industry
(MITI). His positions at MITI have included assistant director for the Aircraft

research fellow for the Research Institute of Economy, Trade and Industry (RIETI). After turning to
academia, he has served as a Professor at the International University of Japan since 2006. He has
held several positions at policy think tanks, including executive director of research and senior fellow
at the Tokyo Foundation, senior fellow at the Canon Institute of Global Strategy, and senior fellow
at the Mitsui Global Strategic Studies Institute. His research interest includes comparative political
economy, political methodology, and Japanese political economy. He received the Nikkei Prize for
Economics Books in 2001, the Jiro Osaragi Rondan Prize (Asahi Shimbun) in 2002, and the Best
Paper Award at the Society of Advancement of Socio-Economics in 2012. He received his MBA
with honors from Harvard Business School and his PhD in political science from the University of

Michigan.

Kazumasa KUSAKA
Chairman and CEO, Japan Economic Foundation (JEF)

Kazumasa Kusaka has been Chairman and CEO of the Japan Economic
\ Foundation (JEF) since April 1, 2013, and is also a Professor at the University of
' ‘ Tokyo Graduate School of Public Policy. He previously served for 36 years in

minister for international affairs in the reorganized Ministry of Economy, Trade and Industry (METI) in

Japan’s Ministry of International Trade and Industry (MITI), rising to become vice-

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.
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. Dr. Christian MOLLING
| Deputy Director of the Research Institute, German Council on Foreign Relations (DGAP)

Dr. Christian Mo6lling has been deputy director of DGAP’s research institute in
Berlin since February 2017. Before joining DGAP, he held research and leadership
positions with the German Marshall Fund of the United States (GMF), the
International Security Research Division at the German Institute for International
and Security Affairs (SWP), the Center for Security Studies at ETH Zurich, and the Hamburg Institute for
Peace Research and Security Policy. He has been a visiting fellow at the European Union Institute for Security

Studies, Paris, the Royal United Services Institute (RUSI), London, and the Fondation pour la recherche
stratégique, Paris. He studied politics, economics, and history at the Universities of Duisburg and Warwick
and holds a doctoral degree from Ludwig-Maximilian-University Munich.

Dr. llja NOTHNAGEL
Head of Division Foreign Trade Policy and Law, Association of German Chambers of
Commerce and Industry (DIHK)

Dr. llja Nothnagel has been the managing director for international economic policy at
the Association of German Chambers of Industry and Commerce (Deutscher Industrie-
und Handelskammertag, or DIHK) since February 2016. Before that, he worked at DIHK
as adviser to the president (2014-2016), the director for foreign trade, principle issues and promotion (2011-

2014), and the director for corporate succession and corporate consolidation (2008-2011). Before joining DIHK,
he was a consultant focusing on location development and economics with the Stade Elbe-VWeser Region’s
Chamber of Commerce. Dr. Nothnagel studied economics at Humboldt University in Berlin, earning his
doctorate in 2010.

Dr. Andreas RINKE
Chief Political Correspondent, Reuters Berlin

Dr. Andreas Rinke is Reuters’ chief political correspondent in Berlin. One of
Germany’s foremost *“Hauptstadt-journalists” and a close observer of German
Chancellor Angela Merkel, he covers not only German politics and international

affairs, but also developments related to Industrie 4.0 and the digitizing of
Germany’s economy. His publications include EIf Drohende Kriege (“Eleven Looming Wars,” 2nd
edition 2015, with Christian Schwégerl) and a highly-acclaimed Merkel lexicon (2016).
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Dr. Claudia SCHMUCKER
Head of Globalization and World Economy Program, German Council on Foreign
Relations (DGAP)

Dr. Claudia Schmucker has been head of DGAP's Globalization and World
Economy Program since 2002. She has published extensively on European and
Transatlantic Trade Policy, the World Trade Organization (WTO) and the Doha
Round as well as on the role of informal global forums such as the G7 and the G20. She studied at

Rheinische Friedrich-Wilhelms Universitat in Bonn, at Elmira College in New York State, and at Yale
University. She holds an MA in North American studies and a PhD in economics from the Free
University of Berlin.

Alexander SCHONFELDER
Head of the Division 400 Basic Economic Issues, International Economic and Financial Policy, Federal Foreign Office

Alexander Schonfelder was born in Marburg in 1963. From 1989 to 1993, he worked with the United
Nations Industrial Development Organization; after that, he worked for the Federal Foreign Office,
with postings in Washington, Bangkok, Tokyo, Baghdad, and Algiers. In 2014 he became the head of
the Foreign Ministry's Division for International Economic and Financial Policy and Trade Policy.

Toshiyuki SHIGA
Member of the Board of Directors, Vice Chairman, Nissan Motor Co., Ltd.
Chairman and CEO, Member of the Board of Innovation Network Corporation

Toshiyuki Shiga is a member of the Board of Directors, Vice Chairman of
Nissan Motor Co., Ltd. Before assuming his current position in November
2013, Shiga acted as Chief Operating Officer from 2005, and as Senior Vice
President in charge of the general overseas market (GOM) Sales & Marketing division from 2000 to

2005. Since joining NML in 1976, Shiga has held a number of positions in Sales operations in Asia
and Corporate Planning. From 1991 to 1997, he has served as a General Manger of Jakarta office,
Asia, and Oceania. He has also served as Chairman and CEO, Member of the Board of Innovation
Network Corporation of Japan since June 2015. Shiga holds a degree from the faculty of economics
at Osaka Prefecture University.
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Dr. Sylke TEMPEL
Member of the Executive Board, German Council on Foreign Relations (DGAP)

Dr. Sylke Tempel is a member of the Executive Board of the German Council
on Foreign Relations (DGAP), Editor-in-Chief of Internationale Politik, a
foreign policy magazine published by DGAP, lecturer at the Stanford Study
Center Berlin, and visiting professor at Stanford University. She studied

political science, Jewish studies, and history at the Ludwig Maximilian University in Munich and
received her PhD from the University of the German Federal Armed Forces, Munich. Between 1993
and 2003 she was correspondent for major German language newspapers and magazines in lIsrael.
Among her publications are: Israel. Reise durch ein altes, neues Land (“Israel, Journey through an Old
New Land”), (2008) and Freya von Moltke. A Biography (2011).
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Summary

Charting Choppy Seas:

The World Economy and the Future of Growth and Trade
3rd JEF-DGAP International Symposium

at DGAP, Rauchstr. 17/18, 10787 Berlin, Germany
Thursday, 18 May 2017

Welcome and Introduction

Dr. Sylke Tempel opened by welcoming guests to the third Japan Economic Foundation (JEF)-
German Council on Foreign Relations (DGAP) International Symposium and introducing JEF

Chairman and CEO Kazumasa Kusaka.

Kazumasa Kusaka

Mr. Kusaka emphasized the fundamental changes underway in both Europe and Japan. In Europe,
a wave of populism has swept aside many of the assumptions about the health and trajectory of the
European project; while the French presidential election, held ten days before the symposium,
ended in defeat for the isolationist Front National, the last year has seen the United Kingdom vote
to leave the European Union and the United States elect a president who has promised to unwind
international legal and trade norms. This return to populism has been explained as a response to
the economic disruptions caused by globalization, even though there is significant evidence that

digitalization has done more to upend the traditional labor market.

Meanwhile, Japan is wrestling with the consequences of a shrinking and aging population. The
Japanese population is declining at roughly 1 percent per year, and many of the country's smaller
communities are struggling to stay economically viable in an environment characterized by lower

productivity and demand.

The three major themes laid out for the symposium were growth, innovation, and populism —
especially how to use the first two to combat the trends responsible for the third. Among the major
challenges for Europe and Japan will be harnessing the changes under-way in the international
economic environment rather than falling victim to them, defending the international trading order
in the face of protectionist policies from both the United States and China, and developing industry

4.0 capacities in a way that ensures that the gains are felt equally, rather than concentrated among
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the wealthy. Mr. Kusaka emphasized the importance of deeper EU-Japan trading relations as one
important step.

Mr. Kusaka concluded his remarks by stressing the role that organizations like JEF and DGAP
must play in informing their respective populations. Paraphrasing Gresham's Law, which states
that “bad money drives out good,” he noted the degree to which misinformation characterized the
Brexit campaign and encouraged participants to contribute to this and other events as part of an

effort to provide the public with better information.

Session 1: Escaping the Low Growth Trap

Naoyuki Haraoka (Moderator)

Mr. Haraoka opened the first session by pointing out the seriousness of the growth problem today:
While the International Monetary Fund predicts global growth of 3.5 percent in 2017, an
improvement from 3.1 percent in 2016, the vast majority of this growth is to take place in developing
economies. Advanced economies are predicted to grow 2 percent — and even there, the lion’s share
is to come from the United States, which has had slightly more success recovering from the financial
crisis than the Eurozone. The euro area is forecasted to grow by only 1.7 percent; Japan by only 1.2

percent. In 2018, those numbers are predicted to shrink to 1.6 percent and .6 percent, respectively.

The EU and Japan are, however, facing different problems. At the moment, Europe is focused on
the future integration or disintegration of the political and trade union. In the aftermath of Brexit,
the EU’s main task will be ensuring that other member states do not follow the UK's lead while
maintaining momentum for necessary structural reforms. Ja-pan, meanwhile, is combating a
demographic shift long in the making: As of last year’s census, the country’s population is officially
shrinking, going from 128 million in 2010 to 127 million in 2015. This decline brings commensurate

limitations to economic growth.

At the same time, both countries are operating in an uncertain trade environment. The Trump
Administration in the US has signaled its hostility to several international trade agreements and
its interest in renegotiating others, and China, despite presenting itself as a defender of

international trade, has been erecting barriers to protect its own industries from competition.

Alexander Schonfelder
Mr. Schonfelder began by emphasizing the importance of growth to social stability. Steadily growing

productivity leads to increased wages, which, in turn, continuously increase standards of living.

Recently, however, growth in the developed world has not been accompanied by increasing
productivity. According to the OECD, multi-factor productivity — a measure that compares outputs

produced to inputs required — has slowed to a standstill in several G7 economies, and even retreated
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in Italy. At the same time, there has been less investment in machinery and equipment. The
combined effect of these two trends has led to an in-crease in labor utilization rates, meaning that
even the meager growth rates observed in developed countries have often been a result not of
increasing labor productivity, but rather of an increase in the number of hours worked — and that
the workers filling these positions have often experienced little to no improvement in wages or

quality of life.

This employment paradox — everyone has a job but no one’s getting a raise — has helped fuel
populism. While technological progress has been responsible for more job losses than trade, the

populists are correct in their belief that the benefits of globalization have been unequally distributed.

To spur inclusive growth, a number of steps need to be taken. Competition and investment in
production capacity needs to be encouraged at the policy level. This can be achieved through both
macroeconomic policy and government investment in training — Dr. Schénfelder emphasized both
quality traditional education and “upskilling,” or re-training employees in industries rendered

obsolete to work in new fields. The startup sec-tor should also be supported.

Finally, trade has been stagnating for the past year for several reasons. First, many companies are
relocating their production capacity to be closer to their end markets. Second, more and more
countries have organized themselves into trading blocs, and trade agreements between these blocs
are more difficult to achieve than trade agreements between individual countries. Third, much of
the growth in international trade over the past decade may;, in fact, have simply reflected the rising
economic importance of China — and as China's growth slows, the pace of international trade may

slow with it.

Prof. Mitsuhiro Fukao

While Japan's nominal GDP remains flat, its real GDP has been growing — a reflection of the
Japan's deflation from 1997 to 2013, a trend that only ended when the Bank of Japan stepped in to
expand its money supply on a massive scale. Over the past two decades, the Japanese economy
suffered from deflation almost continuously as the country was hit by a financial crisis in the late
1990s and the global financial crisis of 2008-09. Now, using the “core-core” consumer price index
(CPI), which includes all consumer goods except food and energy (which helps to remove volatile
global commodity price movements), Japan's rate of inflation is hovering between 0 and 1 percent,
and its economy is operating at the potential GDP level.. Japan's deflation has ended and its labor

market is get-ting very tight.

Growth, however, is limited by Japan's shrinking population. Even if Japan were to achieve

productivity growth rate of 1.5 percent per annum which is comparable to that in the United States,
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the 1 percent annual population decline caps GDP growth at roughly .5 percent per year. The
shrinking population has meant a steadily decreasing labor supply —and with steadily diminishing
domestic demand, companies have had little incentive to invest in domestic production capacity,
meaning that the country cannot counteract diminishing numbers of workers with increasing
productivity per worker. In fact, potential labor input peaked in Japan in 1990, and has been

declining ever since.

Despite these obstacles, Japanese corporate profits are doing well, with the current profit-to-GDP
ratio 1.4 times the level it reached at the height of Japan's bubble in the late 1980s. The Nikkei 225
index is relatively low, in part because many of its components are larger and older companies that

are no longer growing quickly, but the market capitalization of Tokyo stock exchange is farily high.

To translate this economic health into sustainable growth, Japan needs to shore up its dwindling
labor supply. Professor Fukao suggests that could be accomplished through lower barriers to
immigration: despite high demand for workers, Japan only accepts about 70,000 immigrants per
year. Prime Minister Shinzo Abe has, in fact, suggested easing access to visas and residency

permits; these policy proposals could be revived.

Dr. Klaus Gunter Deutsch

Dr. Deutsch opened with an overview of improvements in the global economy. While China has
reduced its 2017 growth projections to 6.5 percent, cyclical improvements in Europe and Japan
have made up some of the gap, for a global real growth rate of 3.5 or 3.6 percent. Part of this is due

to the work of the central banks, which generally responded effectively to the financial crisis.

However, this does not mean that all is well. US projections currently call for 2.5 percent growth in
2017, but that is based on the assumption that the Trump Administration will successfully pass
fiscal policy and tax reforms, an assumption that could prove overly optimistic. The administration
itself is currently mired in a series of overlapping scandals concerning the relations of several of its
members with Russia, and the Republican-controlled Congress has already struggled to make good
on its promise to “repeal and re-place” the existing health care law, its first legislative priority —and
come summer, it will have to pass a new budget to fund government operations and address the
looming debt ceiling, a process that has become contentious in the past. And even if the
administration successfully passes any sort of structural reforms, the steps it has proposed so far

are not necessarily those that economists would recommend or prefer.

China, meanwhile, has taken steps at odds with its own rhetoric. While the country has pledged its
support for free trade — President Xi Jinping indicated at the January meeting of the World

Economic Forum in Davos that China would step into the United States’ traditional role as
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champion of free markets, saying that “pursuing protectionism is like locking oneself in a dark room”
— its actual policies have moved in the opposite direction. The government has been supporting
state-owned enterprises to provide goods that would otherwise be imported, and has made it

extremely difficult for foreign-run firms to enter several sectors, notably the service sector.

Things have been slightly better in Europe. France has undertaken significant product market
reforms, Italy is reforming its judicial system and labor market, and the United Kingdom is talking
about investing more in the industrial and R&D sectors. At the EU level, several energy-sector
reforms have been discussed, though insufficient attention is being paid to financial markets and

the service sector.

Germany, however, is faced with a problem many countries can only dream of: it is saving too much
money. Germany has a huge current account surplus, but is investing far too little in infrastructure
maintenance and improvement, particularly in the IT sector; in fact, German companies are limited
in the productivity improvements they can undertake by IT infrastructure deficiencies. Germany
has only avoided productivity drops because of the influx of Eastern Europeans and refugees over

the past few years.

In the future, it will be essential that Berlin shifts its focus from a balanced budget — the so-called
“Black Zero” policy advocated by Finance Minister Wolfgang Schduble — to in-vestment in the
country’s industrial future. Dr. Deutsch recommends that 3.5 percent of GDP be devoted to R&D,
while more investment is directed to infrastructure improvement and taxes are restructured to
incentivize modern manufacturing. At the same time, labor market policies should be tailored to

integrate refugees, immigrants, and low-wage workers.

Session1-Q & A

The questions asked of the first session’s speakers focused on what the G7 and G20 could actually
hope to accomplish, how to spur investment in startups and small businesses in Japan and
Germany, and where further investment might come from considering present levels of European

and Japanese indebtedness.

On the first question, panelists agreed that one of the main goals of the G7 and G20 should be
simply preventing the United States — and, to a lesser extent, China — from doing anything to upset
the order of global trade. They agreed that these organizations were not likely to undertake any
ambitious new projects in the immediate future, and would instead focus on mitigating the damage
caused should the US decide to withdraw from international trade agreements or erect significant

barriers to trade. Work could be done, however, to further integrate Turkey and India.
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On startups and small companies, it is difficult to say what the effects of specific policies actually
are. Infrastructure improvement is one step that could encourage the creation of new companies,
but a larger concern may be that successful startups are frequently bought by larger American and
Chinese firms. Any discussion of how to respond to this would have to entail a larger discussion of
what it means for a company to be “Japanese” or “German” as opposed to American or Chinese —
that is, given the globalized nature of production, whether ownership has as much economic impact

as the location of operations.

Finally, while some European countries are struggling with their debt loads, Germany is not; Berlin
has ample room to maneuver when it comes to investing in the country's future, especially if it de-
emphasizes the “black zero”. Japan, meanwhile, has a significant debt problem — it has used low
interest rates to take on significant amounts of debt, amounting to 250 percent of GDP in 2016 —
but has resisted raising taxes despite a generally strong economy. Tax increases would probably be

tolerated, and inflation would ease the country's debt burden.

Session 2: Populism, Protectionism, and the Future of Free Trade

Dr. Henning Hoff (Moderator)

Dr. Hoff opened the session by stressing the importance of the nexus between populism,
protectionism, and free trade to both Germany and Japan. Free trade has suffered a number
of blows over the past year, from the Brexit vote in the UK to Donald Trump's election as
president in the US. However, despite leveling threats against China, Japan, and Germany
during his campaign, it is still unclear what Mr. Trump's trade policy will be — or how Japan

and Europe can respond.

Dr. Claudia Schmucker

Dr. Schmucker presented a broad picture of the trajectory of international trade. After two
generations of steadily increasing trade, the tide is beginning to shift; due in part to slowing global
growth and increasing inequality, the benefits of free trade are being questioned in Europe.
Meanwhile, the Trump Administration is upending trade policy in the United States — his
withdrawal from TPP and his statement that the United States will not necessarily abide by WTO
dispute settlement mechanisms in the future raise the specter of a new era of protectionism. The
March G20 meeting at Baden Baden was not encouraging: the administration used one of its first
international summits to pressure international finance ministers to drop their traditional pledge
to keep trade free and open (and to fund efforts to combat climate change). In subsequent meetings,
Trump representatives said that the United States reserved the right to employ protectionist

measures as it saw fit.
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These shifts will change the future of international trade in several ways. The focus of European
trade policy may shift East: with the United States no longer a reliable partner, the EU will work
even harder to solidify its trade agreements with China and Japan. The former may prove difficult
— desperate rhetoric to the contrary, China's government maintains significant barriers to trade.
The latter relationship will prove much easier; over the past year, Chancellor Merkel and Prime
Minister Abe have stressed the importance of the EU-Japanese relationship and their interest in
ambitious new trade agreements. The EU may also look to other partners to strengthen the
framework of international trade — Dr. Schmucker mentioned the importance of negotiations

already underway with Mexico and Mercosur.

Dr. Sota Kato

Dr. Kato began his discussion of the roots of populism by pointing out that, while economists
cannot understand why protectionism should exist, political scientists cannot understand
why free trade should exist — that is, despite the economic benefits, free trade can carry such
high political risks that it is a constant temptation for politicians to restrict it strategically.
The trade barriers that arise are a nearly natural phenomenon, the points of friction between

economics and politics.

He went on to argue that populist movements do not necessarily lead to protectionist policies,
and that in fact protectionist policies do not necessarily originate in populist movements.
Many forms of protectionism can be traced back to the political efforts of particularly strong
interest groups; in these cases, small and well-organized groups have over-whelmed larger
but less committed publics, and the abstract politics of trade have had little salience. These
campaigns may use populism as a tool, tapping into general hostility towards trade to achieve
specific goals, but they are ultimately interested in the conditions of a certain subset of
entities within a specific sector rather than any broad philosophy of free trade or
protectionism. This sort of protectionism can actually be combated by populist appeals: when
traditional constituencies of his Liberal Democratic Party (LDP) opposed the TPP, Prime
Minister Abe was able to utilize his own high public approval rate to overcome their

objections.

There are four reasons for populist movements that result in protectionist policies: trade may
create redistribution problems; voters may be uninformed; voters may be irrational; and

economists may be wrong about the benefits of trade.

The first reason is one that has been better addressed in Europe than the United States. The

flip side of an open economy has to be a robust social welfare state, one that ensures that the
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gains from trade are relatively evenly distributed; in the absence of such a redistribution
mechanism, the benefits of free trade can be dramatically uneven, contributing to economic

inequality and populist anger.

The second and third reasons are related. In advanced democracies, voters generally have
very limited information and are “rationally ignorant” — given the impact of their individual
votes relative to the margins that decide policy questions or the makeup of governments,
most decide not to bother informing themselves. This was especially evident in the aftermath
of the Brexit vote: among the top questions Googled immediately after the results were
announced were “What is the EU?,” “What does it mean to leave the EU?,” and “What will

happen now we've left the EU?”

This means that voters are often unable to decide whether free trade or protectionism is more
beneficial for their economic well-being, rendering them vulnerable to politicians who would
employ protectionist rhetoric. This underlines the importance of think tanks, academics, and
media outlets, which can help inform voters on the actual impact of real or potential trade

policies.

Tetsuro Fukunaga
Mr. Fukunaga began by discussing the characteristics of opposition to TPP in Japan. He pointed
out some interesting and similar aspects to what has been seen in movements across Europe

against TTIP/CETA.

First, the anti-TPP campaign utilized anti-American sentiment, with opponents arguing that
TPP would destroy Japanese culture; a central part of the campaign was the work of a website
called “Think about TPP!” operated by the “Network to Protect Japanese Food, Life, and Health,”
which leveraged social networks effectively to dramatically expand its reach. Second, the fight
surrounding TPP represented, in a sense, a proxy fight for a larger debate within Japanese
society about whether Japan should be more or less open to the outside world. The Democratic
Party of Japan responded to opposition with a public relations campaign, holding town hall
meetings in 47 prefectures and clarifying that Japanese health care would not be affected, and
by taking up measures to mitigate the effects TPP would have on various Japanese sectors,

including income support for agricultural workers.

However, the DPJ never clarified its final stance on the TPP — successive administrations refused
to commit to Japanese participation out of fear of a public backlash, and it was only when Shinzo
Abe's Liberal Democratic Party took over government in 2013 that the country formally decided

to join. TPP was characterized as the third pillar of Abe's “Abenomics” platform, and benefited
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from confidence in the new prime minister's negotiating ability; Abe promised that TPP would
not force Japan to unilaterally eliminate tariffs, a promise that helped reassure domestic
constituents. By creating public confidence in his administration, Abe could convince the
opposition within his own party and the country that Japan should join the disputed TPP

negotiations.

By moving forward with their own free trade agreements, the EU and Japan could do more to

harmonize their regulatory environments, helping set international standards for the future.

Dr. llja Nothnagel

Dr. Nothnagel disagrees with the idea that the Brexit vote was about trade; in fact, in his
conversations with British colleagues, there has been general consensus that Brexit was
largely a vote to curtail immigration. This ties into a fundamental obstacle in combating
populism: To attack populist movements effectively, it is essential to first understand what

actually triggers them.

Dr. Nothnagel argued against addressing Trump Administration policies directly, saying that
the White House may simply remain a difficult partner for the duration of Trump's time in
office. Instead, it might be most effective to improve education on the actual local effects of
free trade — to undermine the appeal of protectionist policies, average voters need to be shown
how much the costs of everyday items would increase in the absence of free trade. This is a
stance Dr. Nothnagel has heard echoed in his work with small- and medium-sized businesses,
which stress how reliant their businesses are on free trade agreements to keep their

production costs low.
However, such a campaign may be an uphill battle. At this point, publics in various countries
are questioning the basic concept of free trade rather than the particulars.

Session2-Q & A

Questions following the second session focused on the Trump Administration.

The speakers said that, despite damaging free trade, President Trump can claim one positive
achievement. His reversal of decades of American trade policy has pushed European countries
closer together, forcing them to reconsider their relationship to each other and to the EU; in the

words of one speaker, he has made Europeans more pro-European.

At the same time, it is difficult to assess the actual damage his policies could do, as it is difficult
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to predict what those policies might be. Trump's advisers represent several different stances on
trade, from Steve Bannon's nationalist protectionism to Jared Kushner's relatively conventional
pro-business inclinations. It is difficult to tell whose viewpoint is ascendant at any given time,
and thus which direction the administration will pursue — to date, despite all its heated rhetoric,

the Trump Administration has done little beyond withdrawing from TPP.

Session 3: Staying Competitive Through Digitalization

Dr. Christian Mélling (Moderator)

Dr. Mélling opened the third session by introducing the speakers, noting that the contrast between
them was significant — Mr. Shiga from Nissan Motors represented, in a sense, traditional industry;
Mr. Bultmann from HERE Deutschland represented new digital enterprise; and Mr. Rinke, as a
political correspondent covering Chancellor Angela Merkel closely, was well-placed to comment on

the German government’s perspective on questions of digitalization and “Industrie 4.0".

Toshiyuki Shiga

The first three industrial revolutions simultaneously improved general well-being and led to social
discord. With the advent of steam, mass production, and electricity, goods be-came cheaper while
labor needs plummeted — work that had once required significant manpower suddenly required
much less, if any. As a result, each new technology triggered a period of social disruption before its
benefits could be generally appreciated. The fourth industrial revolution, the digital revolution, is
no different: while digitalization promises vast improvements in standards of living, it has also
meant dramatic changes in the labor market, including the elimination of many jobs once assumed

to be stable.

Toshiyuki Shiga joined Nissan in 1976, and can thus comment on how the movement towards
digitalization compares with the last industrial revolution. In his opinion, one of the problems with
any significant shift in production methodologies is that large businesses tend to benefit much more
than small ones: because small businesses often rely more on manual labor, and because they rarely
have the kind of capital to invest in productivity upgrades that is available to larger corporations,

they are often left behind.

Japan is particularly well poised to benefit from the “post-industrial” revolution. For one thing,
the country's productivity is currently low among OECD countries, particularly in the service and
agricultural sectors — in fact, given that the average age among Japanese farmers is 60, the
Japanese agricultural sector is unsustainable in its current form. A combination of Al and

robotics technology could rebuild the agricultural sector, increasing planning ability and
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efficiency while simultaneously providing much-needed labor.

For another, white collar workers tend to be less productive than blue collar workers in Japan, a
problem exacerbated by the difficulty of firing unproductive workers — and, owing to their seniority,
the least productive workers are often paid the most. Big data could help address this issue, making

it easier to highlight and address inefficiencies in a corporation's structure.

Mr. Shiga concluded his talk by pointing to three problems preventing Japan from developing the
kind of innovative, entrepreneurial culture that would better allow it to take advantage of these
opportunities. First, there is currently very little investment in Japanese startups. Second,
Japanese workers tend to be wary of the unpredictability of the startup environment, preferring
careers with stable, predictable trajectories. Finally, there is too little collaboration between

Japanese startups and universities, making it difficult for smaller companies to recruit young talent.

Michael Biltmann

Mr. Bultmann, managing director of HERE Deutschland GmbH since 2014, began by explaining
what HERE does: By capturing data from drivers, HERE provides mapping and related data to
companies and consumers. It currently collects this metadata in 200 countries. In Japan, HERE is
working closely with Pioneer, a company once known for manufacturing car audio equipment that

now also has a significant presence in the “Internet of Things”.

According to Mr. Bultmann, the key trends shaping the future of industry will be the rise of
megacities, the increase of the global population to 9.5 billion, robotics, artificial intelligence,
guantum computing, the drive for sustainability, data analytics, augmented reality, and neural
networks, among others. HERE works to harness several of these trends at once: it uses big data
to both alleviate traffic congestion in metropolitan areas and make transportation safer, more

efficient, and more environmentally friendly.

Mr. Bultmann then expanded on the work done at HERE to comment on changes in the economy
as a whole. HERE owes its success to a position that takes advantage of sever-al prevalent trends
at once. Conversely, companies that fail to take advantage of these trends — investing too little in
data, for example, or neglecting to build out their platforms early — will find themselves in
increasingly difficult positions; these trends, after all, do not just represent new tools companies can
decide to use or not, but entirely new economic structures. Further, national regulations intended
to level the playing field can have dangerous unintended consequences: in an increasingly
interconnected global economy, any regulatory structure that only affects businesses located within
a single country or economic area has the potential to harm local businesses while helping their

global competitors.
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The European Union offers an example of the latter pitfall. Strict regulations on the use of data in
several EU countries do more to impede the success of European businesses than protect European
consumers; Mr. Biltmann described EU data regulations as focusing on potential harm, rather
than potential benefit. This is in sharp contrast to the business culture in the United States, which
Mr. Bultmann described as being more interested in the potential of big data than its possible
drawbacks. American companies now have a significant first-mover advantage against their
European counterparts, and European players may well be relegated more or less permanently to
the industrial fringes, forced to play catch-up to credibly contest even a relatively modest share of

the market.

Dr. Andreas Rinke

Dr. Rinke offered what was in many ways a counterpoint to Mr. Bultmann's presentation: while
Mr. Bultmann's talk stressed the ground European and Japanese firms have already ceded to
American companies and the urgent need to encourage their growth, Mr. Rinke emphasized the
complexity of the government's task in this field and the need to proceed with caution. While
businesses are free to focus entirely on their own financial interests, governments have to pursue
several goals simultaneously, balancing the needs of one constituency against those of others; as
simple as it may sound to cultivate a more data-friendly business environment, governments also
have to consider the potential ramifications on the labor market and the rights of their citizens.
Mr. Rinke summed this up by pointing out that while businesses can strive to be the “winners”

of the post-industrial revolution, governments have to see to the well-being of the losers as well.

That being said, the next ten years will be crucial to Germany's economic future. Chancellor
Angela Merkel earned derision for calling the Internet a “Neuland” in 2013, but time has borne
her out — the digital revolution has fundamentally changed the world, especially the economy.
German businesses that do not adapt, whether because they under-estimate the necessity of
doing so or out of an impulse to defend their existing business models, risk becoming merely the
workshops of the larger American and Chinese IT companies, handling the less innovative (and

less profitable) implementation work of larger international concerns.

Germany and Japan have to do more to cultivate innovation domestically. In Germany, there is a
tradition of maintaining distance between business and government; this may need to change in order
to foster a policy environment that is more engaged with the needs of the business community. At the
same time, these countries’ governments have to consider the rules in place governing foreign
acquisitions. In several cases — Mr. Rinke mentioned KUKA, a robotics company bought by the Chinese
Midea Group in 2016 — promising European startups are cannibalized by larger foreign companies once

they achieve a certain level of success, further weakening the innovation culture in Europe.
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Session3-Q & A

The questions following the third session began with one Mr. Bultmann directed to Mr. Rinke:
HERE employs 1,000 people in Berlin as data scientists, which would seem to argue that industry
4.0 benefits the labor market more than it harms it. Does this not argue for a more data-friendly
policy framework? Mr. Rinke responded that automation and artificial intelligence will replace
more and more jobs every year, and that for every data scientist employed, several workers in
other fields will be rendered redundant. For digitalization not to be disruptive, government will
need to play a role acclimating the labor market to this disruption, including through retraining

programs.

Other questions included how much Merkel has actually done to spur innovation and how
digitalization should be handled to avoid the disruptions that accompanied trade. On the first
question, Merkel has done a great deal to put data on the policy agenda, but she faces an obstacle
in German culture: Germans tend to craft consensus-based policy, and do so at a slower, more
deliberative pace. This is in stark contrast to American policy culture, which tends to move more
quickly and fix problems as they arise, or Chinese pol-icy culture, in which government directives

face less public accountability.

On the second question, one thing that is needed is transparency: one of the consistent complaints
about trade deals has been their opacity. With digitalization and data, it will be essential to be
open about how data is used from the beginning, possibly even finding ways to compensate

consumers for the use of their data.

Closing Remarks

Dr. Sylke Tempel

For all that globalization has been vilified, it has improved lives and lifted millions out of poverty.
Now, after decades of free movement of goods, one of the issues most in need of attention is the
free movement of people. Different European countries have had varying success managing
immigration over the past few years; further discussion will be needed in this area in the future,

especially as part of a larger effort to combat populism and protect the international liberal order.

Kazumasa Kusaka

Mr. Kusaka thanked participants for a productive conference. He closed by describing a
successful conference as one that each participant leaves with their opinion changed, and
hoped that the participants of this year's DGAP-JEF summit took away new insight from the

day's three sessions — and that the dialogue on trade and growth would continue in the future.

End of Symposium
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Charting Choppy Seas: The World Economy and the Future of Growth and Trade

3rd JEF-DGAP International Symposium

ESCAPING THE LOW GROWTH TRAP

May 18, 2017
Mitsuhiro Fukao
Professor Musashino University

Professor Emeritus, Keio University

1. Japan's nominal GDP has been flat but real GDP has been growing.
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2. Japan's GDP deflator had been declining since mid-1990s but it has started to rise in 2014.
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3. Japan's deflation was caused by a large negative GDP gap due to financial crises.
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Japan's core-core CPI excludes all food items and energy items and roughly corresponds to US core CPI.
Annualized CPI inflation rate is smoothed by 3-quater moving average.
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4. Japan's low real GDP growth rate has been caused by declining labor supply.

6

5 = Total factor productivity growth rate
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3 = Potential labor input
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Each data series is smoothed by 3-quater moving average.

The TFP is calculated as a smoothed residual of Cobb-Douglas production function for Japan. The production function is estimated with man-hour based labor

input and operating-ratio adjusted capital input.

5. Declining labor supply has been depressing the real growth rate.
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Potential labor input is estimated by connecting the peaks of labor participation rates, overtime working hours, normal working hours, for
male and female age groups.
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6. The current profit of Japanese companies is much higher than the bubble period in the late 1980s.

18

16

14 I‘A'
——Current profit/GDP ratio /'/\/

0 A

U

A

/

/j v

/

SN A S
W

1985.1
1986.1
1987.1
1988.1
1989.1
1990.1
1991.1
1992.1
1993.1
1994.1
1995.1
1996.1
1997.1
1998.1
1999.1

2000.1
2001.1
2002.1
2003.1

2004.1

2005.1
2006.1
2007.1
2008.1
2009.1
2010.1
2011.1
2012.1
2013.1
2014.1
2015.1

7. Although Nikkei 225 index is low, market capitalization of stock prices are also high

800

700

600

500

400

300

200

100

TSE 1st section

capitalization
(lhs trillion yen)

é

\
1 v + ¥
// W LY p IUYARAY WS
\ / \
/ 1~ " !
Vo', PN T S )
\"I [N DY
\\
Nikke 225 index
(rhs)
e
2 & 3 3 & g g 5 3 5 5 35 3355 3 3 335 3 55 3 s 3 55 g 5 g
6 K ®% o S O & ® % W © ~ ® & S 4 & @ f B 6 K~ & H S o & @ F B S =~
MW W W X 9 A D D D D DD N O O O O 9O 9O QO 9 9 Q© «oH 9 «H 9 =H = = = = o
F I &8 8 3 § 3 83 &§ 3 3 & 3 § 8 8 8 8 8 8 8 8 8 8 3 8 8 38 8 8 8 8
g 22 2 g 3 2 3 a2z 3T FT R LRI RRIRRLIRR KRR RRLERBERER

40000|

35000

30000

25000

20000

15000

10000

5000

48




8. Conclusions

(1) Japan showed no nominal growth since early 1990s due to mild deflation.

(2) Japan's deflation is mainly due to large deflationary gap under two financial crises.

(3) More recently, Japan has closed deflationary gap and inflation rate has become positive.

(4) Despite this cyclical recovery, the real grow rate remains low due to declining labor input.

(5) Female labor participation rate is rising but not enough to overturn the declining working hour per worker.
(6) Only way to improve the growth perspective of Japan is allow more inward immigration. The current

total inward immigration has been about 70,000 per year.
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Does Populism Lead to
Protectionism?

Sota Kato
Tokyo Foundation and International University of Japan
May 18%, 2017

Why Protectionism? (1) 2

“Economists cannot understand why protectionism
exists; political scientists cannot understand why
free trade exists.”
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Why Protectionism? (2) 3

Interest group protectionism
Small and well organized interest groups politically
overwhelm numerous but dispersed consumers.
Trade issue is not highly salient.
Why?: Free riding on public goods. Agency problem of
politicians and/or parties.

Populist protectionism
The majority or the median voter prefers protectionism
over free trade.
Trade issue is highly salient.
Why?: Limited information, limitations on redistribution,
irrational voters.

Recipes for Protectionism 4

Recipe for Interest group protectionism
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Recipe for Interest Group Protectionism (1)

Can Trump and Sanders shake their hands?

Recipe for Interest Group Protectionism (2) 6

Trump;

“The establishment, the media, the special interest, the lobbyists, the
donors, they’re all against me. I'm self-funding my campaign. | don’t owe
anybody anything, | only owe it to the American people to do a great job.

They are really trying to stop me.”
Sanders;
“Today, we stand here and say loudly and clearly that enough is enough.

This great nation and its government belong to all of the people, and not to

a handful of billionaires, their super PACs and their lobbyists.”

¥

Populism can be, by its definition, a recipe for interest group protectionism.
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Recipe for Interest Group Protectionism (3)

Japanese case for TPP:
Abe administration’s strong leadership.
Support for TPP constantly exceeded opposition in polls

(mass support).

Abe Administration’s strong emphasis on public approval rate
allowed PM Abe to overcome special interest opposition from
traditional LDP constituencies.

(In contrast, PM Abe postponed consumption tax hike twice in
row when he could not gain support from the mass public).

Recipes for Protectionism 8

Recipe for Populist protectionism
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Recipe for Populist Protectionism (1)

Economists’ puzzle for populist protectionism;
Free trade will increase overall welfare gain. Why
can’'t voters understand?

Possible answers;
Redistribution problem (Katzenstein 1985; Rodrik
1998; Gozgor & Anjan 2015)
Voters are uninformed (Achen & Bartels 2016; Delli
Carpini & Keeter 1997)
Voters are irrational or even fool. (Converse 1964)
Economists are wrong.

Recipe for Populist Protectionism (2)

Possible answers;
Redistribution problem (Katzenstein 1985;
Rodrik 1998; Gozgor & Anjan 2015)
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Recipe for Populist Protectionism (3) 11

Open economies have bigger governments
(Katzenstein 1985; Rodrik 1998).

¥ = 11.188Ln{x) - 12.547
s R’ = 0.4431

Openness, 1980-89

Recipe for Populist Protectionism (4)

Open trade and redistribution
Small European states “complement their pursuit of
liberalism in international economy with a strategy of
domestic compensation.” (Katzenstein 1985)
“[T]he social welfare state is the flip side of open economy.”

(Rodrik 1997)

Even if a state can realize overall welfare gain by adopting
free trade, if the gain from trade is unevenly distributed, free
trade might not be able to earn mass support.

Free trade should accompany proper redistribution plan to
earn mass support and overcome populist protectionism.
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Recipe for Populist Protectionism (5)

Possible answers;

Voters are uninformed (Achen & Bartels 2016;
Delli Carpini & Keeter 1997)

TOP QUESTIONS ON THE EUROPEAN UNION Google Treng;

in the UK since Brexit result officially announced
What does it mean to leave the EU?
What is the EU?
Which countries are in the EU?

What will happen now we've left the EU?

How many countries are in the EU?

GoogleTrends w Follow
@GoogleTrends

"What is the EU?" is the second top UK question on the EU
since the #EURefResults were officially announced
8:25 PM - 24 Jun 2016

4 1326528 W 18,663
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Recipe for Populist Protectionism (7)

In any advanced democracies, careful empirical research reveals that

average voters have very limited amount of political information.

Voters are rationally ignorant (Downs 1957).

\ 4

An average voter is unlikely to possess enough information to soundly
decide whether free trade or protectionism is good for her economic well-
being.

Voter ignorance is a highly debated issue in political science. At least, the

government should not call a referendum for issues such as Brexit.

The role of parties, media, and thinktanks as an information mediator is

critical for democratic success.

Temporal Takeaways

Populism does not automatically lead to protectionism. Political power of
mass public from which populists’ power derives might even lessen
interest group protectionism.

Populist protectionism might prevail when trade issue becomes a highly
salient issues that bring about mass public’'s attention.

Redistributing welfare gains from free trade to the median voter (or the
mass public) is critical to avoid populist protectionism.

The role of Information intermediaries such as parties, media, thinktanks,
and academics is crucial for the median voters to acquire enough political

information to make sound decisions on trade issues.
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Brussels in 2016

On Rue de la Loi, European Area At the electric scoreboard in front of DG Trade, European Commission

e

Five years ago in Tokyo, Japan

Source: gettyimages Source: gettyimages
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Three key phenomena of “Stop-TPP” Actions in Japan

» Provoked Anti-American sentiment
“TPP will destroy Japanese culture”

» Formation of Bipartisan Actions
“Japan needs to open more” vs “Japan is already open”

» Leverage of Social networks
Website called "Think about TPP!" operated by
“The Network to Protect Japanese Food, Life and Health”
was the hub of the campaign

DPJ government addressed the situations by...

» Public Relations

* Announcement on clarity of of TPP
“Japan’s health care is not an issue for TPP”
* Dialogue with citizens: Town hall meetings in 47 prefectures

» Mitigating Measures for Global Adjustment:

* e.g., Consideration of Income Support for Agriculture

- DPJ could not decide to participate in TPP
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Game changer: Confidence in PM Abe

» Regardless of LDP’s longstanding opposition on TPP...

» The PM changed his mind when he perceived that Abenomics had created
strong confidence in his administration

» TPP was even titled as the central policy of the 3™ arrow, structural reform,
of his Abenomics

» Abe-Obama deal created confidence in negotiation capability of the Abe

b |

administration

“Japan is not required to make a prior commitment to
unilaterally eliminate all tariffs upon joining the TPP
discussions”

PM Abe “It became evident that the TPP is not
premised on tariff elimination without sanctuary”

March 2013
Source: the japan times

Latest trade policy developments in Europe

[

REFLECTICN PAPER ON
HARNESSING GLOBALISATION

>
v

— Whirlpool Factory, 26 April 2017
Reflection Paper on Harnessing Source: Fox News World
Globalisation, 10 May 2017

» Upgrading social security system by “Flexicurity”
» “Globalization brings challenges” > Adjustment of trade policy
» EU s to pursue “fairer” trade rules ~"Buy European?”

~ “Tougher control of trade and investment?”
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Japan’s New Trade Strategy
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EU-Japan: Strategic Partner in Global Trade Policy

Technical Harmonization through EU-Japan EPA/FTA will facilitate
global regulatory convergence

Landscape for Global Automotive Standard (Source: Originally JAMA and amended by JMC)
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1998 Agrezment
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Stayin_é Competitive

NISSAN MOTOR CORPORATION Through Digitalization

May 18, 2017
Toshiyuki Shiga

Vice Chairman

Nissan Motor Co., Ltd.
Chairman and.CEO

Innovation Network Corporation of Japan™

What will 4t Industrial Revolution bring us?

1st 2nd 3rd 4th
Steam power Mass production Computer & loT, Big data, Al

& Electricity Automation

_.“I,‘axﬁ - .

NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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Japan’s lower Labor Productivity

*Labor productivity=Added value/Labor input
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Labor productivity (Company Size in same sector)

(MJPY/person)
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Investigation report, The Small and Medium Enterprise Agency, 2015

NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.

Labor productivity (Department in company)
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Labor productivity (Age groups in office)
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4th Industrial Revolution brings us Productivity Revolution

Social Issues

@ 'Robot
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Industry 4th Industrial
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NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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Agriculture x Al

Al predicts Cow’s Heat/Disease

Hokkaido

NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.

SMEs x Al & Dinkwiz

Robotics make up for Labor Shortage
in SMEs

NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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Small shop x Al K&

(Service sector)

Al analyzes Sales slump cause &
improves sales

NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.

Nursing-care Service X Al

Al creates an elder care programs

Care service
Investment Investment provider

VELEL S Care Design Institutelinc. Business
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NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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Major issues of venture eco system in Japan

@ Low investment for start-up
companies

@ Luck of Entrepreneurship

@ Inactive collaboration b/w
Univ. /Start-up & Big Co.

NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved. 13

@ Low Investment for start-up companies
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Venture white paper 2016, Venture Enterprise Center
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@ Luck of Entrepreneurship

Total Early-Stage
Corporation e Entrepreneurial Activity(TEA)

Start Goal

TEA (%)
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NISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.

@ Inactive collaboration b/w Univ. & Big Co.
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Digest of Japanese Science and Technology Indicators 2016, NISTEP
MISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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@) Inactive collaboration b/w Start-up & Big Co.

)
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Univ.
Basic study
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NISSAN MOTOR CORPORATION

Start-up
Companies
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(C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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Start-up
Ecosystem
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.

Big
Companies
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Thank you for getting connected

NISSAN MOTOR CORPORATION
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NISSAN MOTOR CORPORATION

MISSAN MOTOR CORPORATION (C) Copyright NISSAN MOTOR CO., LTD. 2017 All rights reserved.
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10. FfEF#E

JEF

Japan Economic Foundation

Japan Economic Foundation

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; it provides
information about Japan and arranges 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

= ICAE
Deutsche Gesellschaft
fir Auswartige Politik

Germen Souncil o7
Fcigr Relatons

The German Council on Foreign Relations

The German Council on Foreign Relations (DGAP) has been Germany’s national
network for foreign policy since 1955.

As an independent, non-partisan, and nonprofit membership organization, think
tank, and publisher, the DGAP takes an active part in the political decision-making
process and promotes understanding of German foreign policy and international
relations.

More than 2,500 members — among them renowned representatives from politics,
business, academia, and the media — as well as more than 80 companies and
foundations support the work of the DGAP.

The DGAP’s goals are:

e to promote and contribute to the foreign policy debate in Germany

o to advise decision makers from politics, business, and civil society

o to inform the public on foreign policy questions/issues

e to strengthen the German foreign policy community

e to advance Germany'’s foreign affairs status in the world

For more information please visit: www.dgap.org
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11. EER

<BAA> —MEE NERSR G LR, Japan Economic Foundation (JEF)
FTEH © T 104-0061 HUAUHR H1 o X ERAE 5-15-8 HFeFif s £ 11 [
TE L : 03-5565-4824
UR L : http://www.jef.or.jp
BN EERE LR &
FEHH HE HES
N

<FEBZRtSE > HRAStt B ARS®1T /Nippon Travel Agency Co., Ltd.
FT{EH © T 105-0001 BUACHRHE XS / [ 3-18-19 2 / i~ U v /L 11 B
TE L :03-5402-6401

i M ECPEER A

< R4 > DGAP Consulting GmbH

FT{EH : RauchstraBe 17/18, D-10787 Berlin, Germany

TE L : +49-(0)30-2630-2065

UR L : http://dgap-consulting.com/de/start/

£ 4 . Mr. Stefan Dauwe, Managing Director, DGAP Consulting GmbH
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