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Yasheng Huang, International Program Professor in Chinese Economy and Business; Professor of

Global Economics and Management, MIT Sloan School of Management
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Affairs, School of International and Public Affairs, Columbia University
AUy B V= /)— an7 RN TPE (SIPA) OEFSEFEL IO
R RART Y B D R A=

¢ Roger Kubarych, International Adviser, Craig Drill Capital; Former National Intelligence Manager,
National Intelligence Council
By — s IR yF TLAT s R Fx EXLVRIERR, ERIGHREEOMERGHREEE

¢ Edward Lincoln, Professorial Lecturer, George Washington University; Adjunct Professor of Economics,
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¢ Alicia Ogawa, Senior Advisor, Center on Japanese Economy and Business, Columbia Business School;
Adjunct Associate Professor, School of International and Public Affairs, Columbia University
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e Hugh Patrick, R.D. Calkins Professor of International Business Emeritus and Director, Center on
Japanese Economy and Business, Columbia Business School; Co-Director, APEC Study Center,
Columbia University
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The Center on Japanese Economy and Business, Columbia Business School,

the Japan Economic Foundation, and
the Center for Japanese Legal Studies, Columbia Law School

present-

STATE INTERVENTION AND PRIVATE ENTERPRISE:
JAPAN, THE U.S., AND CHINA

2:00 -- 5:30 p.m., Wednesday, October 2, 2013
Room 1501, International Affairs Building, Columbia University

Agenda

2:00 - 210

2:10 - 2:50

Welcoming Remarks

Hugh Patrick, R.D. Calkins Professor of International Business Emeritus and Director,
Center on Japanese Economy and Business, Columbia Business School; Co-Director,
APEC Study Center, Columbia University

Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation

Panel I United States

Speaker:
Gary Clyde Hufbauer, Reginald Jones Senior Fellow, Peterson Institute for International
Economics

Discussants: Christopher J. Mayer, Paul Milstein Professor of Real Estate, Columbia
Business School; Roger Kubarych, International Adviser, Craig Drill Capital; Former
National Intelligence Manager, National Intelligence Council

Moderator:
Merit E. Janow, Dean; Professor of Professional Practice, International Economic Law &
International Affairs, School of International and Public Affairs, Columbia University



2:50 - 3:30
3:30 — 4°10
4:10 — 4:25
4:25 - 525
5:25 - 5:30
5:30 — 6:15

Panel IT: China

Speaker: Yasheng Huang, International Program Professor in Chinese Economy and
Business; Professor of Global Economics and Management, MIT Sloan School of
Management

Discussant:
Long Ke, Senior Fellow, Economic Research Center, Fujitsu Research Institute

Moderator: Curtis J. Milhaupt, Parker Professor of Comparative Corporate Law; Director
of the Parker School of Foreign and Comparative Law; Fuyo Professor of Japanese Law;
Director of the Center for Japanese Legal Studies, Columbia Law School

Panel III: Japan

Speaker:
Kazuhiko Toyama, Representative Director and CEO, Industrial Growth Platform, Inc.

Discussants: Sota Kato, Professor, International University of Japan; Senior Fellow,
Tokyo Foundation; Edward Lincoln, Professorial Lecturer, George Washington University;
Adjunct Professor of Economics, Department of Economics, Columbia University

Moderator:

Alicia Ogawa, Senior Advisor, Center on Japanese Economy and Business, Columbia
Business School; Adjunct Associate Professor, School of International and Public Affairs,
Columbia University

Coffee Break
Roundtable

U.S. Panel
Gary Clyde Hufbauer
Christopher J. Mayer

China Panel

Yasheng Huang

Long Ke

Japan Panel

Kazuhiko Toyama

Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation

Moderator: Hugh Patrick

Closing Remarks
Curtis J. Milhaupt

Reception
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¢ Yasheng Huang, International Program Professor in Chinese Economy and Business;
Professor of Global Economics and Management, MIT Sloan School of Management

e Gary Clyde Hufbauer, Reginald Jones Senior Fellow, Peterson Institute for
International Economics

e Merit E. Janow, Dean; Professor of Professional Practice, International Economic Law &
International Affairs, School of International and Public Affairs, Columbia University

e Sota Kato, Professor, International University of Japan; Senior Fellow, Tokyo Foundation

e Long Ke, Senior Fellow, Economic Research Center, Fujitsu Research Institute

¢ Roger Kubarych, International Adviser, Craig Drill Capital; Former National Intelligence
Manager, National Intelligence Council

e Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation

e Edward Lincoln, Professorial Lecturer, George Washington University; Adjunct Professor
of Economics, Department of Economics, Columbia University

e Christopher J. Mayer, Paul Milstein Professor of Real Estate, Columbia Business School

e Curtis J. Milhaupt, Parker Professor of Comparative Corporate Law; Director of
the Parker School of Foreign and Comparative Law; Fuyo Professor of Japanese Law;
Director of the Center for Japanese Legal Studies, Columbia Law School

e Alicia Ogawa, Senior Advisor, Center on Japanese Economy and Business, Columbia
Business School; Adjunct Associate Professor, School of International and Public Affairs,
Columbia University

e Hugh Patrick, R.D. Calkins Professor of International Business Emeritus and Director,
Center on Japanese Economy and Business, Columbia Business School; Co-Director,
APEC Study Center, Columbia University

¢ Kazuhiko Toyama, Representative Director and CEO, Industrial Growth Platform, Inc.
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Yasheng Huang

International Program Professor in Chinese Economy and Business;
Professor of Global Economics and Management;

MIT Sloan School of Management

Yasheng Huang is professor of political economy and international management and
holds the International Program Professorship in Chinese Economy and Business at
Sloan School of Management, Massachusetts Institute of Technology. He also holds a
special-term professorship at School of Management, Fudan University and an
honorary professorship at Hunan University. His previous appointments include
faculty positions at the University of Michigan and at Harvard University.

In addition to academic journal articles, Professor Huang has published Inflation and Investment Controls
in China (1996), FDI in China (1998), Selling China (2003, Chinese edition, 2005), Financial Reform in
China (2005, co-edited with Tony Saich and Edward Steinfeld), and Capitalism with Chinese Characteristics
(2008, Chinese edition, 2010). Capitalism with Chinese Characteristics is a detailed narrative account of
history of economic reforms in China. It is based on detailed archival and quantitative evidence spanning
three decades of reforms. The book shows that private entrepreneurship, facilitated by financial
liberalization and microeconomic flexibility, played a central role in China’s economic miracle. The book
predicted and discusses in detail the current economic challenges facing China. The book was selected by the
Economist magazine as one of the best books published in 2008 and was 2008 Finalist/Honorable Mention in
Economics, Professional & Scholarly Publishing Division, Association of American Publishers, Inc.

In collaborations with other scholars, Professor Huang is conducting research on a range of research projects
including higher education in China, production of scientific knowledge in China, entrepreneurship, and FDI.
His research has been profiled in many publications, including the Wall Street Journal, the Economist,
Businessworld, Le Monde, Economic Times, Daily Telegraph, Bloomberg, Businessweek, Guardian, The
Australian, Canberra Times, The Standard Financial Times, Times magazine as well as in numerous
Chinese publications and publications in Germany, France, Sweden, Romania, Brazil, and Russia. He has
published op-ed articles in Financial Times, New York Times, Wall Street Journal, and Foreign Policy. He is
a columnist for Entrepreneurs and Global Entrepreneurs magazines in China.

At MIT Sloan School, Professor Huang founded and runs China Lab and India Lab, which aim to help
entrepreneurs in China and India improve their management. He has held or received prestigious
fellowships such as the National Fellowship at Stanford University and the Social Science Research Council-
MacArthur Fellowship. He is a member of the MIT Entrepreneurship Center, a fellow at the Center for
China in the World Economy at Tsinghua University, a fellow at William Davidson Institute at Michigan
Business School, and a World Economic Forum Fellow. He has served as a consultant at The World Bank
and at the OECD and is serving on a number of advisory boards of non-profit and for-profit organizations.



Gary Clyde Hufbauer
Reginald Jones Senior Fellow
Peterson Institute for International Economics

Gary Clyde Hufbauer, Reginald Jones Senior Fellow since 1992, was formerly the
Maurice Greenberg Chair and Director of Studies at the Council on Foreign Relations
(1996-98), the Marcus Wallenberg Professor of International Finance Diplomacy at
Georgetown University (1985-92), senior fellow at the Institute (1981-85), deputy
director of the International Law Institute at Georgetown University (1979-81); deputy
assistant secretary for international trade and investment policy of the US Treasury
(1977-79); and director of the international tax staff at the Treasury (1974—76).

Hufbauer has written extensively on international trade, investment, and tax issues. He is coauthor of 7The
United States Should Establish Permanent Normal Trade Relations with Russia (2012), Figuring Out the
Doha Round (2010), Global Warming and the World Trading System (2009), Economic Sanctions Reconsidered,
3rd edition (2007), US Taxation of Foreign Income (2007), Toward a US-Indonesia Free Trade Agreement
(2007), US-China Trade Disputes- Rising Tide, Rising Stakes (2006), The Shape of a Swiss-US Free Trade
Agreement (2006), NAFTA Revisited: Achievements and Challenges (2005), Reforming the US Corporate Tax
(2005), Awakening Monster: The Alien Tort Statute of 1789(2003), The Benefits of Price Convergence (2002)
and World Capital Markets (2001), and coeditor of Capitalizing on the Morocco-US Free Trade Agreement: A
Road Map for Success (2009), Maghreb Regional and Global Integration: A Dream to Be Fulfilled (2008), The
Ex-Im Bank in the 21st Century (2001), Unfinished Business: Telecommunications after the Uruguay Round
(1997) and Flying High' Liberalizing Civil Aviation in the Asia Pacific (1996). He is author of Fundamental
Tax Reform and Border Tax Adjustments (1996) and US Taxation of International Income (1992), and
coauthor of Western Hemisphere Economic Integration (1994), Measuring the Costs of Protection in the United
States (1994), NAFTA: An Assessment (rev. 1993), North American Free Trade (1992), Economic Sanctions
Reconsidered (2d ed. 1990), Trade Policy for Troubled Industries (1986), and Subsidies in International Trade
(1984).

Merit E. Janow

Dean;

Professor of Professional Practice, International Economic Law & International Affairs;
School of International and Public Affairs, Columbia University

Merit E. Janow is an internationally recognized expert in international trade and
investment, with extensive experience in academia, government, international
organizations and business. In addition, she has had a life-long involvement with Asia
and is an expert in that region. For the past 18 years, Merit E. Janow has been a
Professor of Practice at Columbia University’s School of International and Public
Affairs (SIPA) and affiliated faculty at Columbia Law School. Currently, in addition to
being Dean of SIPA, she is also Co-Director of the APEC Study Center and Chair of the Faculty Oversight
Committee of Columbia’s Global Center East Asia. Her research interests focus on international trade and
investment, Asia, competition law and economic globalization. She has written several books, numerous
articles and frequently speaks before business, policy, and academic audiences around the world.

While at Columbia University, Professor Janow was elected in December 2003 for a four year term as one of
the seven Members of the World Trade Organization’s (WTO) Appellate Body, which is the court of final appeal
for adjudicating trade disputes between the 153 member nations of the WTO.

From 1997 to 2000, Professor Janow served as the Executive Director of the first international antitrust
advisory committee of the U.S. Department of Justice that reported to the Attorney General and the Assistant
Attorney General for Antitrust. Prior to joining Columbia’s faculty, Professor Janow was Deputy Assistant U.S.



Trade Representative for Japan and China (1989-93). She was responsible for developing, coordinating and
implementing U.S. trade policies with Japan and China

Professor Janow is on the Board of Directors of several corporations and not for profit organizations. In 2009,
she became a charter member of the International Advisory Council of China’s sovereign wealth fund, China
Investment Corporation or CIC.

Early in her career, Professor Janow was a corporate lawyer specializing in cross-border mergers and
acquisitions with Skadden, Arps, Slate, Meagher & Flom in New York and before becoming a lawyer, worked
at a think tank where she focused on US-Japan trade and economic relations. She grew up in Tokyo, Japan,
and is fluent in Japanese. She has a JD from Columbia Law School where she was a Stone Scholar, and a BA
in Asian Studies with honors from the University of Michigan. She is a member of the Council on Foreign
Relations and the Trilateral Commission.

Sota Kato

Professor

International University of Japan;
Senior Fellow

Tokyo Foundation

Sota Kato is a professor at International University of Japan and also a senior Fellow
at Tokyo Foundation, a policy think tank located in Tokyo. His research focuses on
comparative political economy, comparative government-industry relationship, and
political methodology. He also conducts policy analysis jointly with Japanese
government officials and academia on daily basis. Before assuming current positions,
he served as a senior Fellow at Research Institute of Economy, Trade, and Industry (RIETI), a research
branch of Ministry of Economy, Trade, and Industry (METI) and co-held positions such as a visiting
professor at Yokohama National University, a senior fellow at Canon Institute of Global Studies (CIGS), and
a senior fellow at Mitsui Global Strategic Institute (MGGI). Kato started his career as a governmental
official in the Ministry of International Trade and Industry (MITI). In MITI, Kato served in several domestic
and international economic divisions. As a deputy director of the international economic division, he
participated in multilateral trade and investment negotiations. He also drafted a policy plan for Japan’s
economic recovery which later turned into an award winning book.

Kato holds LLB from University of Tokyo, MBA (honors) from Harvard Business School, and PhD in
political science from University of Michigan. He was awarded the 1st Osaragi Jiro Rondan Prize (Asahi
Shimbun), the 44th Nikkei Prize for Economic Research (The Nikkei), and the Best Paper Award at the 24th
annual meeting for the Society of Advancement of Socio-Economics (SASE).

Long Ke
Senior Fellow
Economic Research Center, Fujitsu Research Institute

Mr. Long Ke is Senior Fellow of Fujitsu Research Institute, Economic Research Center.
Mr. Ke was born in Nanjing, China in 1963 and, since coming to Japan in 1988, has
specialized in Development Finance and Chinese Economics. His studies about
Chinese economics not only focus on macro-economic policies, but also industries, the
reform of SOEs, and corporate governance in China. Alongside his research, Mr. Ke
actively writes papers, lectures, and has made numerous guest appearances on

— television programs. He also provides commentary on topics such as Japanese politics
and economics on CCTV (China Central Television).




Mr. Ke obtained a BA in Law and Economics from Aichi University in 1992 and an MA in Economics from
Nagoya University in 1994. That same year, he joined the LTCB Research Institute, Inc., and after working
there as an International Research Fellow, Mr. Ke transferred to the Fujitsu Research Institute in 1998,
where he has held his current position since 2008. Mr. Ke first studied about Chinese economics and major
industries as a project professor in University of Shizuoka in 2011.

Roger Kubarych

International Adviser

Craig Drill Capital;

Former National Intelligence Manager
National Intelligence Council

Roger M. Kubarych is an International Adviser at Craig Drill Capital, an investment fund located in New
York City. In this capacity, he advises management and fund investors on investment strategy and risk
assessment. From February 2010 to February 2013, he served as the national intelligence manager for
economic issues in the Office of National Intelligence and as the national intelligence officer for economic
issues at the National Intelligence Council. In these capacities, he led the Intelligence Community’s efforts
to integrate collection and analysis of economic and financial current and prospective developments of
significance for US National Security. He also served as the principal link between the Intelligence
Community and the White House, Executive Branch departments and agencies, and the intelligence
committees of the US Congress. He was awarded the National Intelligence Superior Service Medal for his
accomplishments by General James Clapper, the Director of National Intelligence.

Before joining the US Government, he was the Henry Kaufman adjunct senior fellow for international
economics and finance at the Council on Foreign Relations. Between 2001 and 2009, he also served as chief
U.S economist of UniCredit Global Research, part of UniCredit Markets and Investment Banking.
Previously, Kubarych was the managing member and chief investment officer of Kaufman & Kubarych
Advisors LLC, general manager of Henry Kaufman & Co. Inc., and senior vice president and chief economist
of the New York Stock Exchange. He also spent 13 years at the Federal Reserve Bank of New York in a
variety of positions, including senior vice president and deputy director of research. Earlier in his career, he
served as special assistant to the U.S. Treasury undersecretary for monetary affairs. He is a graduate of
Williams College, Oxford University, and Harvard University.

Kazumasa Kusaka
Chairman and CEO
Japan Economic Foundation

Kazumasa Kusaka has been Chairman and CEO of Japan Economic Foundation (JEF)
since April 1, 2013, and also a Professor at University of Tokyo Graduate School of

: Public Policy. Before assuming his present post at JEF, he was a corporate adviser to

‘ Mitsubishi Electric Corporation after having served as a senior vice president. Before

joining Mitsubishi Electric, he served as the Special Adviser to the Prime Minister on

Global Warming under PM Fukuda and PM Aso, in addition to roles as an executive adviser to Dentsu Inc.
and the president of Japan Cooperation Center for the Middle East. 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 Economics, 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). Kusaka 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 also negotiated China’s accession to WTO.
He was head of Japan's Energy Agency and held director-general positions in technology and environmental
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policy in addition to trade & investment-related areas within METI. He was instrumental in finalizing the
Kyoto Protocol, and developing Japan's energy and environmental policy.

Edward Lincoln

Professorial Lecturer

George Washington University;

Adjunct Professor of Economics

Department of Economics, Columbia University

Edward J. Lincoln is an adjunct professor at George Washington University, where he
teaches about the East Asian economies. From 2006 to 2011, he was director of the
Center for Japan-U.S. Business and Economic Studies and professor of Economics at the
Stern School of Business, New York University.

Professor Lincoln’s research interests include contemporary structure and change in the
Japanese economy, East Asian economic integration, and U.S. economic policy toward Japan and East Asia.
He is the author of nine books and monographs, including Winners Without Losers: Why Americans Should
Care More About Global Economic Policy (Cornell University Press, 2007), Fast Asian Economic Regionalism
(The Council on Foreign Relations and the Brookings Institution, 2004), Arthritic Japan: The Slow Pace of
Economic Reform (Brookings, 2001), and Troubled Times: U.S.~Japan Economic Relations in the 1990s
(Brookings, 1998). An earlier book, Japan Facing Economic Maturity (Brookings, 1988) received the
Masayoshi Ohira Award for outstanding books on the Asia-Pacific region.

Before joining NYU, Professor Lincoln was a senior fellow at the Council on Foreign Relations, and earlier a
senior fellow at the Brookings Institution. In the mid-1990s, he served as Special Economic Advisor to
Ambassador Walter Mondale at the American Embassy in Tokyo. He has also been a professorial lecturer at
the Johns Hopkins University School of Advanced International Studies.

Christopher J. Mayer

Paul Milstein Professor of Real Estate;

Co-Director, Richman Center for Business, Law, and Public Policy;
Columbia Business School

Christopher Mayer is Paul Milstein Professor of Real Estate and Finance and
Economics at Columbia Business School. His research explores a variety of topics in real
estate and financial markets, including housing cycles, mortgage markets, debt
securitization, and commercial real estate valuation. Dr. Mayer is also a principal at
Longbridge Financial, a new and innovative company focused on developing and
delivering reverse mortgage products to senior homeowners in a responsible manner.
Professor Mayer serves as a Visiting Scholar at the Federal Reserve Bank of New York, a Research Associate
at the National Bureau of Economic Research, and a member of the Academic Advisory Board for Standard
and Poor’s. He has received funding from the National Science Foundation and Pew Charitable Trusts.

Dr. Mayer has been active in advising policymakers on the financial crisis, testifying six times before
committees of the U.S. Senate and House of Representatives, writing on the causes of the housing and credit
bubbles for the Financial Crisis Inquiry Commission, and authoring numerous op-ed articles on housing and
credit markets. He frequently appears in the media, including regular appearances on National Public Radio,
Bloomberg, the Washington Post, and ABC News and commentary in The Wall Street Journal and The NY
Times. Dr. Mayer previously served as Senior Vice Dean at Columbia Business School and held positions at
The Wharton School, the University of Michigan, Harvard Business School, and the Federal Reserve Bank of
Boston. He holds a BA in Math and Economics from the University of Rochester with highest honors and a
PhD in Economics from MIT.
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Curtis J. Milhaupt
Parker Professor of Comparative Corporate Law;

Director of the Parker School of Foreign and Comparative Law;
Fuyo Professor of Japanese Law;

Director of the Center for Japanese Legal Studies;

Columbia Law School

Curtis J. Milhaupt is the Parker Professor of Comparative Corporate Law, Director of
the Parker School of Foreign and Comparative Law, Fuyo Professor of Japanese Law,
and Director of the Center for Japanese Legal Studies, all at Columbia Law School. He
is also a member of Columbia University’s Weatherhead East Asian Institute.

Professor Milhaupt’s research and teaching interests include the legal systems of East Asia (particular Japan),
comparative corporate governance, law and economic development, and state capitalism. In addition to
numerous scholarly articles, he has co-authored or edited seven books, including US. Corporate Law
(Yuhikaku, 2009, in Japanese), Law and Capitalism: What Corporate Crises Reveal about Legal Systems and
Economic Development around the World (University of Chicago Press, 2008) and Transforming Corporate
Governance in East Asia (Routledge Press, 2008). His research has been profiled in The Economist, the
Financial Times, and the Wall Street Journal, and has been widely translated.

Professor Milhaupt lectures regularly at universities and think tanks around the world. Representative
appointments include Visiting Professor at Tsinghua University, Paul Hastings Visiting Professor in
Corporate and Financial Law at Hong Kong University, and Erasmus Mundus Fellow in Law and Economics
at the University of Bologna. He was named Teacher of the Year in 2012 and 2010 at the Duisenberg School
of Finance, University of Amsterdam, where he teaches annually. Professor Milhaupt has been a member of
several international project teams focused on policy issues in Asia, including one charged with designing an
“Institutional blueprint” for a unified Korean peninsula.

Prior to entering academia, Professor Milhaupt practiced corporate law in New York and Tokyo with a major
law firm. He holds a JD from Columbia Law School and a BA from the University of Notre Dame. He also
conducted graduate studies in law and international relations at the University of Tokyo.

Alicia Ogawa

Senior Advisor, Center on Japanese Economy and Business
Columbia Business School;

Adjunct Associate Professor

School of International and Public Affairs, Columbia University

Alicia Ogawa is senior advisor at the Center on Japanese Economy and Business at
Columbia Business School. Until 2006 she was managing director at Lehman Brothers,
where she was responsible for managing the firm’s global equity research. She is also an
adjunct associate professor at Columbia University’s School of International and Public
Affairs.

Prior to joining Lehman Brothers, Professor Ogawa spent fifteen years in Tokyo, where she was a top-rated
bank analyst and director of research for Nikko Salomon Smith Barney, having managed the original
Salomon Brothers Research Department through three mergers. She is a member of the board of directors of
the Maureen and Mike Mansfield Foundation and is a member of the President’s Circle of the All Stars
Project, a development program for poor and minority young people. She graduated from Barnard College and
earned a master’s degree in international affairs at Columbia University’s School of International and Public
Affairs, where she is now an adjunct faculty member.
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Director, Center on Japanese Economy and Business;

R.D. Calkins Professor of International Business Emeritus;
Columbia Business School

Hugh Patrick is Director of the Center on Japanese Economy and Business at
Columbia Business School, and R.D. Calkins Professor of International Business
Emeritus. He joined the Columbia faculty in 1984 from Yale University. He completed
his BA at Yale University in 1951, earned MA degrees in Japanese Studies (1955) and
Economics (1957) and a PhD in Economics at the University of Michigan in 1960. He
has been awarded Guggenheim and Fulbright fellowships and the Ohira Prize. His
professional publications include sixteen books and some sixty articles and essays. He was on the Board of
Directors of the Japan Society for seven three-year terms. In 1994 the Government of Japan awarded him
the Order of the Sacred Treasure, Gold and Silver Star (Kunnito Zuihosho). He received an Eagle on the
World award by the Japan Chamber of Commerce and Industry of New York in 2010.

Kazuhiko Toyama

Representative Director and CEO

Industrial Growth Platform, Inc. IGPI)

Former COO, Industrial Revitalization Corporation Japan, Inc. IRCJ)

After joining the Boston Consulting Group, Kazuhiko Toyama became a founding
member of Corporate Directions, Inc. (CDI), where he later served as CEO. He was
appointed COO of Industrial Revitalization Corporation of Japan (IRCJ), which was
established by the Japanese government in 2003. He is an outside director of OMRON
Corporation and Pia Corporation, and an auditor of The Asahi Shimbun Company. He
is also a Member of the Postal Services Privatization Committee (until March 2009), an expert member of the
Council on Economic Fiscal Policy (MOF), and a Member of the Basic Plan Special Committee (MLIT) of the
Council for Science and Technology.

He graduated from the Faculty of Law, University of Tokyo, and holds an MBA from the Stanford University
Graduate School of Business. He also passed the national bar examination.
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(F5E)
English Summary drafted by CJEB

State Intervention and Private Enterprise:
Japan, the U.S., and China

October 2, 2013

Columbia University

This conference addressed the topic of state intervention in private enterprise, comparing
recent and historical trends in the United States, China, and Japan. Speakers and discussants
addressed a broad range of topics relevant to the subject of intervention, from state-owned
enterprises, to government buyouts of distressed firms, to regulation surrounding foreign direct
investment. This event was co-hosted by the Center on Japanese Economy and Business (CJEB)
at Columbia Business School (CBS), the Japan Economic Foundation (JEF), and the Center of
Japanese Legal Studies (CJLS) at Columbia Law School (CLS).

Hugh Patrick, R.D. Calkins Professor of International Business Emeritus and director of CJEB, and
Kazumasa Kusaka, chairman and CEO of the Japan Economic Foundation, welcomed
participants to the event. Following the welcome, the event featured panels, one focused on
the United States, another on China, and a third on Japan. The event concluded with a
roundtable discussion with representatives from each panel and closing remarks by Curtis J.
Milhaupt, Parker Professor of Comparative Corporate Law; director of the Parker School of
Foreign and Comparative Law; Fuyo Professor of Japanese Law; and director of CJLS.

Welcoming Remarks

Professor Patrick welcomed the audience and participants and emphasized the importance of
the conference as an opportunity to discuss a wide range of extremely relevant and timely
issues. He then introduced Mr. Kazumasa Kusaka, chairman and CEO of JEF, and described Mr.
Kusaka’s professional background in both the government and private companies as
particularly well-suited for the conference topic.

Mr. Kusaka began his remarks by detailing the government’s role in private enterprise as having
two functions: 1) short-term risk abatement and response to crisis, and 2) as a part of a long-
term growth strategy. Mr. Kusaka classified the U.S. government’s response to the Lehman
Brothers collapse and the ensuing financial sector crisis in September 2008 as an example of
state intervention in the short term, explaining that this kind of response reflects traditional
fiscal and monetary policy as well as being aimed to provide direct assistance to prominent
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private companies that act as backbones of the domestic economy. Mr. Kusaka added that this
type of short term response is not limited to the financial sector, as other private enterprises,
including General Motors, have been targets for government crisis management.

With regard to the second type of state intervention, Mr. Kusaka used the example of the
debate surrounding China’s state capitalism model, where the state intervenes in all aspects of
the economy with goals of long-term economic growth. With so many global enterprises
merging in China, Mr. Kusaka described a need to assess how government intervention into
enterprise market access, finance, and technology development affects the competitiveness of
global enterprises.

Panel I: United States

In the first panel, Gary Clyde Hufbauer, Reginald Jones Senior Fellow at the Peterson Institute
for International Economics, gave a presentation on state intervention in the United States,
followed by responses and further discussion with Christopher J. Mayer, Paul Milstein Professor
of Real Estate at CBS, and Roger Kubarych, vice chairman of Craig Drill Capital and former
national intelligence manager at the National Intelligence Council. Merit E. Janow, dean and
professor of professional practice in international economic law & international affairs at SIPA,
moderated the panel.

Dean Janow opened the panel discussion by sharing a memory from the 1980s, when many in
the United States were debating Japanese interventionist policies in the industrial sector,
including direct subsidies, bailouts, and heavy import tariffs. Then, in the 1990s and early 2000s,
the United States began to take a less interventionist role in the economy. However, this stance
was reversed during the 2008 crisis, when Dean Janow noted that the U.S. government made
several large-scale interventions, albeit generally followed by a rapid government exit. With all
this in mind, she asked the panelists what they believe to be the nature and effectiveness of U.S.
intervention in private enterprise.

Dr. Hufbauer responded by stating that every country has its national myths. In the case of the
United States, the myth is that the government does not intervene in private enterprise. He
asserted that, on the contrary, the United States has at least three distinct, regular forms of
industrial intervention policy. The first is the tax code, which he contended is an illustration of
interventionism favoring small enterprises. He asserted that this type of intervention strongly
disfavors large firms, who pay the highest statutory rates. The second example of U.S.
intervention is the provision of explicit and implicit loan guarantees; while Fannie Mae and
Freddie Mac were not explicitly guaranteed before the Great Recession, they were implicitly
supported, and since the Great Recession have been explicitly guaranteed. In addition, since
the Great Depression, U.S. farmers have benefitted from favorable-rate and easy term
agricultural loans. In general, the U.S. Congress favors loan guarantees for select frontier
industries, and for the last decade, has strongly favored renewables. The third example Dr.
Hufbauer cited was price and volume support for favored industries. While agricultural
commodities are perhaps the most obvious example, he also addressed renewable energy and
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health policy. For example, the U.S. government guarantees prices for green energy, and
Obamacare requires the compulsory purchase of insurance by individuals.

Dr. Hufbauer concluded by outlining three phases of robust U.S. interventionism: agricultural
subsidies beginning in the Great Depression, support for the housing industry after the Great
Depression, and the recent bailouts of large failing firms. The continuation of these policies is
evidence that the United States is an interventionist state, even though mythology claims
otherwise.

Professor Mayer, an expert on the housing and financial service credit markets, agreed with Dr.
Hufbauer’s remarks that the housing industry is a favored industry. The fact that implicit rent is
non-taxable is one clear piece of evidence for this assertion. Professor Mayer added to this idea,
explaining that housing is the most significantly subsidized sector worldwide because the

largest financial return to owner-occupied housing is that “you get to live in the home.” He
stated that, as far as he knows, virtually no country has a wealth tax specific to housing.

With regard to the 2008 economic crisis, Professor Mayer differentiated Freddie Mac and
Fannie Mae from other “bailed out” companies, such as American International Group (AIG)
and General Motors (GM). Freddie Mac and Fannie Mae, he explained, were purchased by the
U.S. government without an exit plan. However, the government did not purchase every share
of the two entities and left many private stakes outstanding, which have since been picked up
by private equity. Now, the government cannot buy them out. Professor Mayer contended that
this lack of exit planning confuses investors and taxpayers alike. Investors need more
information to make good decisions, and taxpayers need to maintain realistic expectations of
their government.

Professor Mayer concluded by referencing Dr. Hufbauer’s comments on the corporate tax code,
arguing that the discussion is about “tradeable” versus “non-tradeable” goods. When tradeable
goods are taxed, they move to other markets. When non-tradeable goods are taxed, they stay
in their current markets. He explained that, in this context, tradeable goods include those
provided by large, economy-dependent firms, and non-tradeable goods include real estate. He
argued that tradeable goods should have a lower tax rate.

Mr. Kubarych focused his comments on the restrictions that the U.S. government has placed on
the ability of foreign companies to invest in the U.S. market. The United States is not unique in
that every country has foreign direct investment (FDI) restrictions; many of these regulations
are defense-related, but they also apply to aircraft and airlines, infrastructure, and broadcasting.

Mr. Kubarych explained that state intervention in this realm is coordinated by the Committee

on Foreign Investment in the United States (CFIUS), part of the international office at the U.S.
Department of Treasury. This inter-agency committee, which assesses the national security risk
of FDI transactions, came into being in the mid-2000s to toughen FDI restrictions. About 100
“covered” cases that are being considered by an acquiring company are brought to CFIUS yearly.
CFIUS operates on tight deadlines so as to not hold up clear transactions. For the transactions
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that raise national security issues, the Committee can ask for modifications or simply
discourage the transaction in its entirety. Mr. Kubarych asserted that the vast majority of the
cases are amicable and CFIUS does not represent a significant barrier to FDI.

Dean Janow then opened up the discussion by asking the group if they believe that cases of
recent U.S. intervention have been successful, and if so, why. The first response came from Dr.
Hufbauer, who asserted that the success of Freddie Mac and Fannie Mae is yet to be seen.
Professor Mayer agreed with Dr. Hufbauer, but went further to say that government
intervention in this case should be a model of “what not to do.” Professor Mayer asserted that
part of the reason the housing market has not fully recovered is that Freddie Mac and Fannie
Mae have acted neither in the market interest nor in their own financial interest. Mr. Kubarych
expressed a slightly different view, recalling the history of Freddie Mac and Fannie Mae. He
contended they did indeed misbehave, but that they did not misbehave like economists
thought they would. He also argued that it was the private sector that truly got the housing
market into trouble by creating collateralized mortgage obligations based on subprime
mortgages.

Dr. Hufbauer pointed out that the case of General Motors was a successful example of U.S.
government intervention. The government effectively prioritized stakeholders’ interests while
maintaining investor confidence and not deriding legal protections.

Dean Janow posed additional questions to the speaker and discussants: how do you think the
rest of the world should react to U.S. intervention? Is it a violation of the subsidies code or was
government intervention absolutely necessary during such a crisis? Should states be allowed to
intervene during crises, and how does this affect how we think about actions of other states?

In response, Dr. Hufbauer stated that, should other countries wish to continue as democratic,
middle-class countries, they should follow the example of the United States and prevent the
financial sector from complete collapse during a crisis. Complete collapse ensures fire sale
conditions which are terrible for middle class families. He cited Greece as an example.

Mr. Kubarych answered the question of how other states should react by asserting that high-
level policy dialogues such as the G-20 should facilitate extended dialogues on excesses, and
countries should be prepared to augment their own misdeeds in intervention when their
actions create negative externalities on the global economy. Mr. Kubarych maintained that this
is the reason he is supportive of multilateral trade pacts such as the Trans-Pacific Partnership
(TPP) and the Transatlantic Trade and Investment Partnership (TTIP); these are atmospheres
where countries can achieve mutual beneficial results.

Panel ll:_China
Yasheng Huang, international program professor in Chinese economy and business and

professor of global economics and management at MIT Sloan School of Management, gave a
presentation on state intervention in China, and Long Ke, senior fellow at the Economic
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Research Center of Fujitsu Research Institute served as discussant. Professor Milhaupt
moderated the panel.

Professor Milhaupt opened the session by remarking on the open seat on the panel: Claire
Reade, assistant U.S. trade representative for China Affairs, was unable to attend due to the U.S.
government shutdown.

Professor Huang refuted any argument claiming equivalence between the United States bank
bailout and the type of intervention China has long been engaging in with its economy. He
pointed out three critical dimensions to assess differences in the way each country has handled
state intervention. First is the rationale for state intervention, which has two parts: 1) response
to a market failure; and 2) acting as substitute for the private sector. In the case of China, the
state intervenes as a private sector substitute. The second dimension is whether or not the
state intervenes with a social or an economic purpose. For example, he explained that
Obamacare is designed to deal with a market failure and to promote a social objective. The
third dimension is the institutional setting in which the interventions are deliberated — in short,
whether or not the intervention is deliberated in a democratic setting will determine the level
of transparency.

Professor Huang presented his summary of the three key characteristics of state capitalism: 1)
intervention in the economy is performed in a one-party system; 2) the government acts as a
substitute for the private sector; and 3) government intervention into private enterprise is not
done for social purposes, but instead performed for economic, even political-economic,
purposes. Professor Huang criticized this model, arguing that social performance is sacrificed
within state capitalism.

By dissecting China’s model and current status, Professor Huang challenged the assertion that
China is the “new magic for economic development.” He recalled the importance of
maintaining a historical perspective: state capitalism spurs the economy to grow quickly, but it
in turn compresses and causes a long lag in growth. Professor Huang drew on examples of
Brazil in the 1960s and the Soviet Union to support his analysis.

Professor Huang addressed the argument that became popular after the 2008 global recession
that democracy is “bad” for economic growth. He stressed the importance of using relevant
benchmarks when comparing economic growth. If one compares India and China, for example,
then India’s growth looks quite small. However, if one then compares India and Pakistan, one
could conclude that GDP grows faster within a democracy than under an authoritarian regime.

Comparing democracies to one-party systems, Professor Huang stated that one-party systems
either do extremely well or extremely poorly. He argued that a country’s political system is a
reflection of how risk tolerant they are; one-party systems have higher economic growth
potential but are much more volatile.
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Professor Huang asserted that there are many challenges facing the Chinese economy today,
chiefly the unbalanced nature of the country’s economic growth. While state capitalism is good
at encouraging GDP, it is not good at encouraging personal income. He explained that the
personal income as a share of GDP started out in the early 1990s in China at about 45-47%,
which was already low among countries in its income range. Currently, personal income to GDP
is around 35-37%, by far the lowest among any major economies of which there is data
available. In addition, labor’s share of GDP has come down significantly; consumption share of
GDP is destined to decline further as a result.

Professor Huang concluded by noting that very few countries have been able to graduate from
the middle income trap after World War II. The countries that were able to graduate in the
1970s and 1980s had low income inequality. Therefore, China’s high level of inequality will
most likely prevent it from graduating. However, he noted that the current administration of Xi
Jinping is more interested than previous administrations in correcting income inequality.

Mr. Ke expressed agreement with Professor Huang’s analysis, asserting that due to the policies
of the Hu Jintao administration, the current Xi Jinping administration faces many difficulties,
such as how to approach government reform, sustain economic development, and stabilize
growth. Mr. Ke agreed with Professor Huang, particularly regarding the serious problem of
income inequality, with 3% of the population owning 75% of the country’s assets.

Mr. Ke concluded by stating that China’s problem is to maintain its progress in economic
development. In order to succeed, the Xi Jinping administration must reform the economic
system and strengthen the rule of law to realize that goal in the long term.

Professor Milhaupt stated that while both Professor Huang and Mr. Ke alluded to the
propensity of the Xi Jinping administration toward reform, he finds it unlikely that the political
system will be fundamentally overhauled any time soon. He asked Professor Huang and Mr. Ke
what kinds of reform they believe are feasible, which specific reforms are most important in the
next few years, and whether or not we can gauge the seriousness of the government to
generate any sort of real reform.

Mr. Ke responded by contending that the current Chinese administration is concerned about
social stability, but is also concerned about slowing economic growth, and as such, is finding it
hard politically to advocate for reform. Professor Huang responded by explaining that, before
2008, Chinese private entrepreneurs were largely supportive of the government. Since then,
there has been a shift in opinion, which has only been exacerbated by arrests of those who
speak up against the government. By and large, members of the private sector are disappointed
with Xi Jinping’s leadership, Professor Huang claimed. He concluded by stating that, while
capitalism may be associated with income inequality, it is not the reason for Chinese inequality;
state control is the ultimate cause.
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Panel lll: Japan

Kazuhiko Toyama, representative director and CEO of Industrial Growth Platform, Inc., gave a
presentation on state intervention in Japan, followed by responses and further discussion with
Sota Kato, professor at the International University of Japan and senior fellow at the Tokyo
Foundation, and Edward Lincoln, professorial lecturer at George Washington University and
adjunct professor of economics at Columbia’s Department of Economics. The panel was
moderated by Alicia Ogawa, senior advisor at CJEB and adjunct associate professor at SIPA.

Professor Ogawa commenced the session by framing industrial policy as either reactive or
proactive. Proactive economic policy is what Japan is famous for — from managing the decline
of industries that are overly mature to supporting new industries that the government foresees
to be winners, both domestically and in export markets. However, this policy has resulted in the
government intervening to fill voids the private sector is reluctant to fill. The private sector is
thus disinclined to take any risks, illustrated by its hesitancy to supply risk capital, manage its
own consolidation of excess capacity, and pay wage increases.

Mr. Toyama commenced by explaining that the majority of his remarks were based on his
experience as chief operating officer of the Industrial Revitalization Corporation of Japan (IRCJ)
from 2003 until 2007. The IRCJ was a government-owned fund that bought failing companies’
debt and equities, restructured the firms, and then sold the companies back to the market
through a control-share auction. The IRCJ assessed more than 200 companies and intervened in
41 during its time of operation (April 2003 — March 2007).

Mr. Toyama classified two main challenges with his work at the IRCJ: 1) determining the criteria
for intervention; and 2) being conscious of the public interest. Both challenges were
complicated by political and media pressures, leading to market distortion. Mr. Toyama used
the bankruptcy of Japan Air Lines (JAL) as an example to explain these challenges. Specifically,
when JAL ran into trouble, the government provided so much assistance that it was unfair to
JAL’s competitors. Mr. Toyama argued that it was necessary for the government to step in to
protect the domestic economy — allowing JAL to go under would have created a domestic shock.
However, since JAL did not go through the typical control-auction and the government allowed
JAL to re-list its stocks, this hampered the market power of All Nippon Airlines (ANA), JAL's main
competitor; if JAL had been brought to control-auction, ANA would have had the chance to buy
in.

Mr. Toyama concluded by saying that once a government chooses to intervene in private
enterprise, the government itself becomes a market player and runs the risk of distorting the
market through government influence. Intervention can be justified, but the government
should not manipulate the competition and should be careful in implementation. In this sense,
the IRCJ is viewed as a successful venture in Japan. However, Mr. Toyama argued, “the reality of
intervention is that human beings don’t have invisible hands.”

34



Professor Kato generally agreed with Mr. Toyama’s comments, but said they brought up a key
guestion: can the guidelines on these public-private funds be implemented? More specifically,
can market incentives prevail despite heavy Japanese government intervention? He also
pointed out that there is a high level of political involvement in these funds, further restricting
market forces.

Professor Kato illustrated this dynamic with an example regarding these public-private funds
and their administrator, the Ministry of Economy and Industry (METI), an agency which also
creates and implements industrial policy. Historically, METI was insulated from politics, even
during Japan’s high-growth era. It lacked the authority of the Ministry of Finance and had little
influence on the banking sector. Without having financial tools, METI was only able to act as a
weak coordinator of the private sector during the high-growth era. Because of this weakness,
METI often had to succumb to the market incentives of the private sector. However, METI’s
portfolio now includes these public-private funds that provide long-awaited financial tools for
METI bureaucrats. METI is also more susceptible to political influence; recently, PM Abe
convened a Cabinet meeting regarding these funds, exemplifying the politicization of industrial
policy. In turn, METI’s influence on the private sector is also enhanced.

Given the politicization of METI and these funds, Professor Kato said he finds the political,
bureaucratic, and economic motivations of all different parties involved hard to reconcile. He
concluded that one of the key success factors for public-private funds is to allow market
incentives to prevail. Therefore, it would be necessary to develop a long-term strategy for
governing these funds, with careful designs for incentive mechanisms.

Professor Lincoln initiated his comments with a broad observation: Japan resembles neither the
United States nor China with regard to state intervention in the private market. Looking back to
the late 1930s and 1980s in Japan, there was a deep mistrust of markets on the part of
government officials, academics, and the private sector. They did not trust the market to
allocate resources in the correct direction to enable the economy to grow faster. Therefore,
Japan initiated an active industrial policy including state financing through the Japan
Development Bank, some state ownerships (but not to the extent of China-style SOEs), very
specific tax breaks, and subsidies to the agricultural sector.

Professor Lincoln stated that, since these industrial policies of the 1980s were implemented,
there has been a reversal trend: some tax breaks have been removed, Japan National Railways
and Nippon Telegraph & Telephone Corporation (NTT) have been privatized, and even
agricultural subsidies have been somewhat relaxed. Additionally, the Japanese market is more
open to imports, which in turn creates more domestic competition, and makes it difficult to run
an industrial policy “behind the closed door of protectionism.”

Professor Lincoln addressed Mr. Toyama’s argument that, while there are arguments in favor of
government intervention and bailouts, the government must be very careful in which
circumstances to act. Building upon this, Professor Lincoln argued that perhaps the IRCJ was not
being careful enough when deciding which companies to bail out; referring back to a list Mr.
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Toyama provided detailing the 41 companies that the IRCJ bailed out, he said some of those
businesses deserved to fail.

Professor Lincoln said he was disturbed by the addition of many more Japanese public-private
funds similar to the IRCJ, calling them reminiscent of an old-fashioned industrial policy rather
than crisis response mechanisms. He was concerned that PM Shinzo Abe was trending toward
renewed government involvement in the economy, and questioned if this move was political in
nature. Professor Lincoln expressed concern about Japanese government intervention moving
forward, saying that the ultimate justification for intervention is market failure, which occurs
much less in modern times than it did in previous decades such as the 1950s and 1960s. He
contended that today, Japan has a harder case to make for intervention.

Professor Ogawa asked the panelists if they believed that the absence of risk and venture
capital is a market failure, and why the IRCJ and the similar private-public funds have not jump-
started the venture capital industry in Japan. Professor Kato explained that he considered the
funds to be the transition step in the creation of a new, alternative private-led financial system
that will someday include risk capital. Professor Lincoln claimed that these funds will not fix the
problem of lack of risk capital, but this issue can instead be resolved by providing incentives for
Japanese companies to be more accepting of foreign firms and capital, which, in turn, would
change the risk environment.

Roundtable

After the three individual country panels, several speakers and discussants participated in an
informal roundtable moderated by Professor Patrick. Participants included Dr. Hufbauer,
Professor Mayer, Professor Huang, Mr. Ke, Mr. Toyama, and Mr. Kusaka.

Professor Patrick first asked Mr. Kusaka, as a co-host of the event, to share his observations. Mr.
Kusaka stated that, as the panelists had discussed, in a market economy, state intervention into
private enterprise can take various forms, from response to market failure to preservation of
national security. He also explained that he remains cautious of Japan’s new trend of enhanced
intervention, asserting that this could lead to further government failures. With regard to the
Chinese economy, he stated that it has been dynamically changing, especially under the
leadership of Xi Jinping; therefore, it is increasingly important to carefully interpret the catalysts
behind China’s success as well as the government objectives for state intervention. Mr. Kusaka
explained that this conference was an important opportunity to revisit industrial policy
discussions and stated that the fundamental question is whether state interventions have been
successful, and if such interventions have had a major role in the global competiveness of
private enterprises.

Mr. Kusaka concluded by stating that he is optimistic; in Japan, the U.S., and China, we have

common interests and should be prepared to form common guidelines on state intervention
into private enterprise.
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Question and Answer session

Professor Patrick then opened the roundtable to questions from the audience.

Q: Professor Takeo Hoshi from Stanford University had two questions, one China-related and
one Japan-related. His China question addressed Mr. Ke’s remark that reform in China has been
talked about both during the Hu Jintao administration and now in the Xi Jinping administration.
He asked the panelists whether, based on the lack of progress with reform, they believe the
government is actually serious about reform.

His Japan-related question referred to Professor Ogawa’s point regarding the lack of private risk
capital. He wondered whether a reason why the private sector is reluctant to provide risk
capital is due to the potential for government intervention. In other words, does the
government willingness to supply risk capital draw down the demand for the private sector to

supply it.

A: Regarding the China-related question, Mr. Ke asserted that Japan acts in a more socialist way
than China. The difference between Japan and China is transparency; in China, there is an
enormous lack of transparency while Japan is very transparent. With regard to reform,
strengthening transparency is politically very tough for the Xi Jinping administration. Mr. Ke
said he did not know of an adequate solution to address the issue of transparency within a one-
party system.

Regarding the Japan-related question, Mr. Toyama said that when the IRCJ came into being,
some in the private sector were against it, while others were supportive. He contended that
public-private funds can encourage private sector venture capitalists to get more involved, as
these public-private funds have been very successful. However, when there is no economic
crisis, the public-private funds do less work, and therefore don’t provide examples of success to
private sector venture capitalists. As such, he encouraged the government to come up with an
adequate policy to encourage venture capitalists in times of economic stability.

Q: Professor Kay Shimizu from Columbia’s Department of Political Science asked why the
discussion focused mostly on domestic reforms rather on international objections to state
intervention. She asked presenters if domestic concerns about income redistribution, rather
than fairness within sectors internationally, were at the forefront of politicians’ minds today in
Japan, the United States and China.

A: Mr. Toyama responded that one of the concerns he and his colleagues had when assessing
whether or not the IRCJ should intervene in companies was whether other countries — for
example, Korea and the United States — would object if they saw what they perceived as an un-
level playing field due to their intervention. Mr. Toyama contended that after the 2008 crisis —
the Lehman shock and bailout of GM — foreign countries understood the role of state
intervention in crisis response.
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Dr. Hufbauer also replied to this question, referring to the attention that is paid to SOEs in the
TPP and TTIP. He stated that he looks forward to seeing the final SOE Chapter in the TPP and is
curious on how much compromise (“carve outs”) there will be between the United States and
Japan. In addition, he said he looks forward to seeing if the rules will encourage discipline of U.S.
SOEs, such as the U.S. Postal Service, the Tennessee Valley Authority, and enterprises owned by
individual states.

Professor Mayer brought up Basel Il and its delayed implementation, and expressed doubt
over how many countries will actually enforce it as written.

Professor Patrick said that there is a lot of rhetoric, but a lack of action regarding Chinese
willingness toward reform, including the privatization of SOEs. This rhetoric-to-action ratio has
historically been low, and therefore, there must be a distinction between two types of reform.
The first happens when the government identifies the reform in great detail. The second is
when the government remains vague by leaving the question of reform to the private and
social sectors for their experimentation. Professor Patrick explained that the second type has
typically produced the best results, as it requires the government to give space to others and to
constrain itself ideologically and rhetorically. Right now, the Chinese government is restricting
the political space, and even arresting people, including scholars.

Q: A member of the board of directors of TransEnergy Group stated that, since the Fukushima
nuclear disaster, the domestic energy market has shifted, and Japan now lacks natural gas. He
asked the participants whether they foresee the Japanese government intervening in this area
or not.

A: Mr. Kusaka answered by affirming that the Abe government is currently in the middle of
reviewing its energy policy. He asserted that the Japanese government would not intervene
directly in the choice of fuels. Mr. Toyama referenced the current political reality, stating that
the equation is complicated. He does not think PM Abe is going to challenge Japan’s
fundamental energy policy in the short term due to the multitude of other challenges his
government is facing. The timing for this kind of intervention may be right in two to four years.

Q: The next question, asked by a visiting scholar at Columbia Law School, addressed U.S.
regulation on Chinese FDI, specifically referencing the Oregon wind farm and Smithfield cases.
She stated that it appears as if Chinese FDI is getting greater attention in the United States
compared to FDI from OECD countries. She agreed that the CFIUS review process is as
transparent as it can be with the idea of national security not being properly defined by law.
She asked for additional comments on state intervention of this sort.

A: Dr. Hufbauer responded by saying that, in the context of the Smithfield case, there were calls
for introducing an “economic interest test” in U.S. law. Currently, FDI is evaluated by a
“national security” test. Every transaction where an SOE buys into a domestic M&A
automatically goes to review, but the ultimate test is national security. Adding an “economic
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interest” will ultimately depend on China’s willingness to open up its investment rules and
whether it seems to be playing fair with U.S. companies.

Professor Huang added that it remains important not to be influenced by media coverage. He
noted that Chinese investments in developed economies are mostly M&A, while in developing
countries Chinese FDI takes the form of Greenfield investments. The media typically has the
perspective that M&A is bad and Greenfield is good. He drew upon the example of Honda and
Toyota; when they originally expanded to the United States, they were considered Greenfield
investments. He also explained that while China reviews every investment case, CFIUS only
reviews about 100 per year. Chinese companies now are investing in the United States three
times as much as U.S. companies are investing in China; U.S. investment has reduced
substantially in the last 10 years.

Q: The final question from the audience called for comments from the participants on the
impact of tax income deficit in the context of state intervention, specifically, what is the impact
of state intervention from a growth perspective?

A: Dr. Hufbauer replied that Reinhart and Rogoff’s “tipping point” is really more of a slide and
that there is only a small tendency for a deficit to affect growth. In the case of Japan, its debt
level is always stated as 200%, but in actuality, 60 percentage points are owned by the Bank of
Japan and other government entities. As debt creeps up, sometimes there is a lag in growth,
but it cannot always be attributed to the deficit; there is no universal percentage which a
government has to reduce in order to spur economic growth.

Professor Patrick brought up the debate in Japan over whether the continued large deficits and
increasing government debt ratio would lead to a crisis. He claimed that what has been
impressive about Japan is that so many Japanese are willing to have their savings be invested
domestically in government bonds. However, Japanese investors are taking risks on Japanese
government bonds even though they may not think they are.

Professor Patrick concluded the roundtable by mentioning that, when he and Mr. Kusaka had
discussed the range of topics for this conference, they tried to make it as narrow as possible,
knowing that it was impossible to achieve an overarching analysis of state intervention.
Professor Patrick stated that the wide-ranging discussions and presentations at the conference
provided an excellent start for what would surely be an ongoing discussion.

Professor Milhaupt gave closing remarks for the conference, stating that the panels and
roundtable had covered a huge range of topics. He said he was struck by the different
mechanisms, motivations, and constraints there are within government intervention, and how
this mixture has changed over time in the three countries discussed. The United States used to
be more interventionist and now is more crisis-driven. Japan shifted from old-fashioned
industrial policy to a more market-confirming model, though perhaps it continues to vacillate
between those two poles. China has changed its mode of intervention, and will hopefully
continue to change.
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Gary Clyde Hufbauer, Reginald Jones Senior Fellow, Peterson Institute for International Economics

Center on Japanese Economy & Business ++ Japan Economic Foundation

Conference on

State Intervention & Private Enterprise: Japan, U.S., China

Wednesday, October 2, 2013

Gary Clyde Hufbauer
Reginald Jones Senior Fellow
Peterson Institute for International Economics

- In extreme circumstances, to rescue major
firms, the Feds may remove or install
corporate managers (e.g., GM, AlIG, WaMu).

- The Feds sometimes provide cheap inputs
(railways, roads, canals, electricity) to boost
geographic areas.

- The Feds historically supported agricultural
research (land grant colleges); since WWII the
Feds supported defense R&D with civilian
spillovers (especially aerospace and DARPA);

plus NSF, NIH and other direct R&D programs.
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»Via the tax code

»Implicit or explicit loan guarantees
»Direct loans or equity stakes
»>Price or volume supports

- The code strongly favors “small” business by taxing
partnerships, LLCs, LLPs, REITs, MLPs, Sub S, etc.,
as “pass-through” entities.

- The code strongly disfavors large business, the US
crown jewels, by taxing corporations on worldwide
income at 35% statutory, the highest among
advanced countries.

- But special deductions, credits, and tax rates favor
corporations engaged in R&D, mining, lumber, etc.
- A major industrial policy is the mortgage interest
deduction on homes, coupled with non-recognition
of imputed rental income.
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- Fanny and Freddie are the biggest recipients,

implicit until the Great Recession.

- Farmers and assorted rural co-ops have benefited

since the Great Depression.

- By comparison, the ExIm Bank, supporting large

firms (“Boeing Bank”), is small potatoes.

- The Federal Reserve has historically served as

“lender of last resort” for failing financial firms,

thereby providing an implicit guarantee for

depositors.

- Loan guarantees are sometimes targeted on
“frontier” technology, e.g., renewable energy.

- Direct lending is often combined with explicit
loan guarantees - e.g., farm loans, solar
power loans, export credits.

- Sometimes but rarely the Treasury may take
an equity stake in a large but failing
enterprise - GM and AIG are recent examples.

- State and local governments may package
loans with free land and tax breaks to attract
promising firms.
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- Price supports are concentrated on
agricultural commodities - wheat, corn, dairy,
sugar, etc. The government buys what the
market won’t at the designated price.

- Volume supports compel private parties to
buy a “merit” product, usually blended with
the commercial alternative - e.g., ethanol,
solar and wind power. Obamacare does the
same for health insurance.

- Targeted US industrial policy has dominant
clusters:
»Agriculture
»Housing
»Large failing firms

- And a kitchen sink of lesser recipients.

- Direct R&D programs plus tax code support are the
foremost Federal contributions to frontier
industries (Mazzucato, The Entrepreneurial State).

- Otherwise the Feds are not particularly supportive
of world class firms.

- If industrial policy makes a difference to world

__class firms, the US is far behind.
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Yasheng Huang, International Program Professor in Chinese Economy and Business;
Professor of Global Economics and Management, MIT Sloan School of Management

B

STATE CAPITALISM: RETHINKING

“CHINA MODEL"

Columbia University Yasheng Huang
Professor and Associate Dean

Confe rence MIT Sloan School of Management
OCtOber 2nd, 201 3 Z?ij:ji;b and India Lab

Author of Capitalism with Chinese Characteristics

THE “CHINA MODEL”
-

Ulnfrastructures
UStrong government
U State capitalism and government ownership

UOne-Party political system
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WHICH COUNTRY IS THIS?

|
0O GDP grew by 11% for a decade

0 Government savings doubled in 10 years

0O Rapid industrialization:

0O High income inequality: Gini coefficient was 50

0 Wage growth lagged GDP growth

0 75% of assets of top 100 firms: SOEs

0 One-party system

O Wall Street Journal: The country “has something to teach the US
about economic growth.”

ACTUALLY IT IS BRAZIL
e

4 “Miracle years:”
= GDP grew by 11% between 1968-1974

0 But bad performance afterwards

= “Brazil has a lot of potentials and it will always have a
lot of potentials.”

= Lost decade of the 1980s and financial crises

= Richer than Korea and Taiwan in 1950 but far poorer
today

= Hyperinflation

= Anemic growth in the 1990s and crisis
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Is Democracy really Bad for
Growth?

A TALE OF TWO ASIAN COUNTRIES

O 1990:
= Country A: $317 Two questions:
= Country B: $461 - = Which are these two Asian
jes?
012008 countries?

=  Which one is democratic?
= Country A: $714

= Country B: $650

Constant 2000 dollar; WDI data
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A TALE OF TWO ASIAN COUNTRIES

But why do so many believe in
authoritarian governments?
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EAST ASIAN MODEL: KOREA, TAIWAN,
HONG KONG, AND SINGAPORE

-+ By

e
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POLITICS AND CHINESE GROWTH
TAKEOFF

.
Many political reforms in the 1980s

= Substantial media freedom in the early 1980s (by Chinese
standard)

= Village elections introduced

= Recruiting capitalists into the Party (1981)

= Returning confiscated properties to former capitalists (1979)
= Reducing power of the Party

= Intra-Party democracy

= Substantial financial reforms in rural China
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CHALLENGES
—_—_—

Balanced and sustainable development
Overcoming “middle income” trap

Political and institutional reforms

PROBLEMS WITH STATE CAPITALISM
I ———

State capitalism good at:
= Building infrastructures rapidly

= Resource mobilization to target funding

But not very good at:
= Personal income growth (relative to GDP growth)

= Economic and social balances: 1) Declining
consumption; 2) Rising income inequality, and 3)
Corruption

50




THE GREAT CONSUMPTION COLLAPSE
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MIDDLE INCOME TRAP
-

VERY FEW COUNTRIES SUCCEEDED IN MOVING OUT OF
“MIDDLE-INCOME TRAP:” (ROZELLE 2012)
|

East Asian  Mediterra- Eastern Others (oil
Countries/ nean Europe countries®)
Regions
S. Korea Portugal Croatia E. Guinea*
Taiwan Spain Slovenia Trin & Tob*
Greece Slovak Rep.
Israel Hungary Ireland
Czech New Zea.

Estonia
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THOSE WHO SUCCEEDED ARE INCLUSIVE: LOW

INCOME INEQUALITY ‘ROZELLE 2012‘

East Asian  Mediterra- Eastern Others (oil
Countries/ nean Europe countries®)
Regions

S. Korea (32)  Portugal (38) Croatia (34) E. Guinea*
Taiwan (32) Spain (35) Slovenia (31) Trin & Tob*
Greece (34) Slovakia (26)
Israel (39) Hungary (31) Ireland (34)
Czech (26) New Zea. (36)

Ave rage: 33 Estonia (36)

ALL VERY HIGH INCOME INEQUALITY (ROZELLE

2012)
|

Argentina (46)

Brazil (54)

Chile (52)

Costa Rica (50) China:
Malaysia (46)

Mexico (52) 50 and rising!
Russia (42)

Thailand (42)

Tunisia (41)

Turkey (43)

Uruguay 42 Average: 47
Venezuela (44)
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REBALANCING CHINESE ECONOMY:

WHAT IS REQUIRED
e

Matching personal income growth with GDP
growth
Reforms, not government spending

- Land reforms

- Urban registration reform

- Social provisions

- Political reforms

THANK YOU!

54




Long Ke, Senior Fellow, Economic Research Center, Fujitsu Research Institute

Q
FUJITSU

shaping tomorrow with you

The Road to the Market-
oriented Economy for China

Long, KE
Senior fellow, Fujitsu Research Institute (FRI)
Oct. 2nd 2013

Copyright 2013 FUJITSU RESEARCH INSTITUTE

The Road to the market-oriented economy FUiTSU

Structure problem Structural reform

B government-led/investment- B de-regulation
driven/ resource-intensity
growth

B de-centralization

S M the rule of law

B over-supply of liquidity and -
inflation pressure transparency

B unemployment situation B strengthening of governance

. : : u ‘
B inequality of income compliance

distribution

M state sector overstretch and
private sector squeezed

B ecological crisis

1 Copyright 2013 FUJITSU RESEARCH INSTITUTE
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What is socialist market with Chinese characteristics? Fujitsu

B Government=decrees, intervenes, participates and involves market
activities in a direct and discretionary ways

B Agents=interact with governments, treated differently by policies
and officials

B Capitalism=
*State capitalism:
Banking; Energy; Telecommunication; Infra....
*Crony capitalism: Financial service;
Real estate; Natural resource...
*International capitalism:
Export-oriented manufacturing...
*Competitive capitalism:

General manufacturing; Exports; Service...

2 Copyright 2013 FUJITSU RESEARCH INSTITUTE

Does SOE still play major role in China? FUjiTSU

B Last decade is lost decade under the Hujingtao administration.
Almost all of the reforms were postponed in Hujingtao era. The
result is state sector advanced; but the private sector retreated.

B Likonomics=Premier Likeqiang is trying to improve the deregulation
and liberalization. The effort is correct, the problem is how to get
consensus in the government. To realize the goal Li needs to take
much more strong leadership, it is Li’s weakness.

B The government announced to remove the invisible hurdles for
private companies to access the Market and business. The hurdles are
invisible, are difficult to be remove.

B [t is necessary to sustain the economic growth in order to privatized
the SOEs and build a real market-oriented economy. But the
economy has turned to slow down. Any kind of reform is minus sum
game. It is hard for reformers to improve the reform under the
process of slowing down.

3 Copyright 2013 FUJITSU RESEARCH INSTITUTE
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SOE is still major player?

©
FUJITSU

(Unit, 100 million Yuan)

1999 61,301 35,571 80,472 998
2000 53,489 40,554 84,015 2,408
2001 46,767 42,408 87,902 2,389
2002 41,125 45,179 89,094 2,633
2003 34,280 53,407 94,519 3,836
2004 35,597 70,229 109,708 5,453
2005 27,477 83,749 117,629 6,520
2006 24,961 98,910 135,153 8,485
2007 20,680 119,685 158,187 10,795
2008 21,313 143,950 188,811 9,063
2009 20,510 146,630 215,742 9,287
2010 20,253 185,861 247,759 14,737
2011 17,052 221,036 281,673 16,458
What is the role of private companies? FUjiTSU
(Unit, 100 million Yuan)
1999 14,601 3,245 2,289 122
2000 22,128 5,220 3,873 190
2001 36,218 8,761 5,902 313
2002 49,176 12,951 8,760 490
2003 67,607 20,980 14,525 860
2004 119,357 35,142 23,725 1,430
2005 123,820 47,778 30,325 2,121
2006 149,736 67,240 40,515 3,191
2007 177,080 94,023 53,304 5,054
2008 245,850 136,340 75,880 8,302
2009 256,031 162,026 91,175 9,678
2010 273,259 213,339 116,868 15,103
2011 180,612 252,325 127,750 18,156

Copyright 2013 FUJITSU RESEARCH INSTITUTE
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The contribution to employment FUJITSU

10,000 persons
6,000 H Private
companies
5,000 S
4000 | om
90
3,000 -
2,000 -
1,000 -
0 “——
\09% il ,§§§) -~ Q@' Qﬂ’ Q“b‘ QPH cb Q@’ Q\ ,\9\
. . ©
China is not flat! FUJiTSU

Top leaders of the party

Income concentration
Owners and managers of Income

] private companies ~ reallocation

The citizens in urban area

The farmers

7 Copyright 2013 FUJITSU RESEARCH INSTITUTE
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Financial intermediation in China

Commercial

Investmgnt)
Bank

©
FUJITSU

Bank

Finance
Company

Copyright 2013 FUJITSU RESEARCH INSTITUTE

Shadow Bank and the Shadow of Banks

Local Gov. | —

Finance

Debt of Local Gov.

Shadow Bank =

Informal financial system

Platform of | |

lee)
FUJITSU
|PBOC|  [CBRC| |CSRC| |[CIRC|
Financial Market
‘ Bank ‘ ‘ Non-bank ‘ ‘ Inv. bank ‘ ‘ Insurance ‘

Private Com

I}nfra. investme+7 Property market

SOE

Copyright 2013 FUJITSU RESEARCH INSTITUTE
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Shadow bank and the Shadow of bank FUJITSU

PE, 1.7
Micro-finance,
0.5

Financiallease, - pauwnshob. 0.2 Trust, 3.1

1.2 Inside finance

0.8

, 28trillion Yuan
merg'md(hy the end of Sep. 2012)

Financial note,

EETOUL 8.4
finance, 6.5
commition trust,
5.8
All the top brands in China are SOEs FUjiTSU

Million US Dollafs 5,000 10,000 15,000 20,000 25,000 30,000 35,000

Chinese mobile
China life

CBC

ICBC

BOC

Pingan insurance
Tencent

Maotai
Merchants bank
Taipingyang Ins.
Bank of Com.
Baidu

Lenove
Wuliangye

PDB

1 Copyright 2013 FUJITSU RESEARCH INSTITUTE
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My conclusion: the impact of Liconomics FUJITSU

B Liconomics: No stimulus; deleveraging; structure reform
B The goal=to build justice in Chinese society and economy.
B How to do that?

(1) to iron the volatility for economic growth

(2) to enlarge economic freedom

(3) to improve market competition

(4) to privatize SOEs

(5) to bottom up the low income class

(6) to promote growth of middle class

(7) to change government role

(8) to recast public governance, governing government officials

from bottom to top

12 Copyright 2013 FUJITSU RESEARCH INSTITUTE
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Introduction

Kazuhiko Toyama

CEO and Representative Director of IGPI
<Former COO, Industrial Revitalization Corporation Japan, Inc. (IRCJ)>

Graduated from the University of Tokyo (BA in Law) in 1985. Passed the national bar
examination in 1984. Joined the Boston Consulting Group in 1985. In 1986, joined
establishment of Corporate Directions, Inc. and assumed an executive role of overseeing
operations including strategic planning, development of client service concepts,
implementations and monitoring, etc., for a wide range of industries. Graduated from MBA
and Public Management Program at Stanford University in 1992.

In 2001, became CEO of Corporate Directions, Inc. Actively led revitalization planning and
implementations ranging from large-scale failure cases to medium-sized ones. In April 2003
appointed as Executive Managing Director and COO of Industrial Revitalization Corporation of
Japan, a government-backed restructuring fund, whose primary mission was to facilitate
coherent revitalization of industrial and financial sectors as well as promote the development
of business restructuring market in Japan. In 2007, established Industrial Growth Platform, Inc.
which aims to support our clients to achieve long-term and sustainable enhancement of
enterprise value.

Services also Expert Member of Council on Economic Fiscal Policy (MOF), Member of The
Tax Commission(CAO), Vice Chairman (Executive Director) of Japan Association of Corporate
Executives.

SEMO01131002 IGPI All Rights Reserved -1-
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3. Industrial Revitalization Corp. of Japan (“IRCJ”) - ¥ 10 Tri. (US$110billion)

>

Japan’s SWF o
[ Koizumi Initiative for Revitalization of Japan ]
Mr. Jun-ichiro Koizumi
Prime Minister and
the Head of Cabinet Office
100 [ CED TEIEElE Mr. Sadakazu Tanigaki Mr. Shoichi Nakagawa
Minister of State for Economic and Fiscal Policy - ) Mr. Toshihiro Nikai
Minister of State for Financial Policy Minister of Finance Mr. Akira Amari
Minister of State for Privatization of the Postal Services Minister of State for [RCJ Minister of Economy, Trade and Industry
(Daiei Skynet Asia Airways N\

D ———————

Business Consultants|
Investment Bankers
Accountants
Lawyers
CEOs
Government Officials

SEMO01131002

IRCJ

Organization to Complete the Policy’s Mission
“ Industrial Revitalization and Return On Investment *

& Investment capacity : ¥10 Tri for debt purchase

Jlending and equity injection
@ Duration : 4 years (Planned : 5 years)
April 2003 — March 2007

4 200 Professionals

4 Result:Invested to 41 companies (disposed about 4

EFA

Trillion Yen (book value) NPLs)

Kanebo Amex Kyohan
Kanebo Cosmetics Toshigi Hikaku
Misawa Homes OCC Corporation
Usui Department Store Phenix Co., Ltd.
Kyushu Industrial Hattori Gangu
Transportation Shoren Corporation
Kyushu Industrial Daikyo Incorporated
Transportation Logis. Kanto Jidosha

Dia Kensetsu Sankei

Matsuya Denki Asaya Hotel

Meisei Shokai Kinsei

Tsu Matsubishi Tanakaya

Mitsui Mining Tamano Consultants
Yagami Shoji Aviva Japan
Fujiyugyo Ogura Co,, Ltd.

Osaka Marubiru Kinugawa Onsen
Kimmon Manufacturing Kinugawa Grand Hotel
Fre'c Miyazaki Kotsu

Okawaso Okunikko Konishi Hotel
Taiho Industries Kanaya Hotel Kanko
Shikisai Hotel Kamaya Ryokan

\Mlyano Machinery

IGPI All Rights Reserved -2-

Three Types of State Intervention

<

IGP1I

e
Type® Government-owned Fund

Type@ Privatization Type® SWF
.- Puablic=~_
Public Sector ; Entity/ N Government
“._ State-owned A owned fund
“~enterprise”
Privatization Investment Investment

Private
Sector

Purpose

Key Issues/
Risks

SEMO01131002

Private
Company

Japan Post

v Improve efficiency,
service level and
transparency

v Reduction of the
national burden

v Pressure to private
enterprise

v" Fair competition
problem including
monopolization issue

company/
securities,
etc.
GIC, CIC

v Increase the national
wealth

v Political Concerns on
the investment
targets

Private
company

IRCJ, TARP

v’ Substitution and restoration of
market function

v Criteria for determining intervention
v Risks of pressure to private enterprise
v Government-owned funds vs.
Private funds
v’ Supported companies vs. Other

\_ _competitors Yy,
IGPI All Rights Reserved -3-
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Principles To Address Key Issues (f[:?

Key Issues Principles and Action Guidelines

v'Principle®: Limit response to

v Criteria for determining market dysfunction

intervention v'Principle@): Limit to request of
public interest

v'Risks of pressure to private

enterprise
v'Government-owned funds v'Action Guideline @: Consider
vs. Private funds distortion impacting competition
v'Supported companies vs. v'Action Guideline @: Conduct
other competitors strictly as a market player

v'Risks even more serious
for the turnaround fund

model
IGPI All Rights Reserved -4 -

Principle®: Limit Response To Market Dysfunction C.i).)

@ Acute macro market dysfunction: Market dysfunction caused by severe market
failure and huge disaster

» For example, severe market dysfunction caused or major natural disaster has
paralyzed function of market-based economy and government is involved to
substitute market function and to restore business through restructuring

» For example, financial crisis caused systemic risks for the whole economy
system, contraction of risk money has occurred.

@ Chronic and structural micro market dysfunction:

» For example, in Japan there is a chronic market dysfunction in provision of risk
capital to ventures and local small-and medium-sized enterprises

IGPI All Rights Reserved
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Principle®: Limit To The Request of Public Interest ({’)

1IGP1I

€ When the companies that play an important public function, such as lifeline, fall into
a disorderly bankruptcy, significant public inconvenience will occur.

@ In some cases regarding industrial policy, when the companies involved in
significantly important industry face financial crisis, there are risks that related
essential technologies are to be dissipated.

» However, criteria of whether this industry or company is “significantly
important” is unclear.

IGPI All Rights Reserved -6-

Action Guideline(D: Consider Distortion To Competition C‘J(;)

IGprli

@ Necessary to derive private players to play a more proactive role as equity
sponsors from early stage.

@ Recovery plan should be
» generally down-sizing
» strengthening profitability and financial structure
» inhibitory to facilities expansion and sales growth

4 Combination of government fund investment and legal liquidation should be
avoided as a principle.

@ Competitors should also be given an opportunity to bid through a fair process when
the equity owned by government fund is sold at an auction.

IGPI All Rights Reserved -7-
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Action Guideline: Conduct Strictly As a Market Player C{”

IGpri

@ State intervention itself should be suppressive and careful, however once

government-owned fund is involved, it should behave as a market player.

@ Being afraid of risk, spreading the governance and delaying the management
reforms and restructuring will increase the risk of damage to public funds.
@ Need to sell to private sector after the management reforms are completed.
SEMO001131002 IGPI All Rights Reserved -8-

Case Study D TEPCO Cl'g(’:?

@ On July 31, 2012, Nuclear Damage Liability Facilitation Fund, assumed TEPCO shares (1
trillion yen) based on the comprehensive special business plan.

Assessment Comments

Response to
dysfunction of the
market

v" TEPCO racks a huge debt risk in the nuclear power plant
accident that is difficult to deal with by only private capital.

Request of the public

v e
interest Power supply is a lifeline.

Responding to
competition distortion

v' Distortion to competition is limited as utility company
serves as a regional monopoly

v" Whether the Nuclear Damage Liability Facilitation Fund
can be insulated from political influence will be the key
point for the reform.

Thorough market
player behavior

SEM001131002 IGPI All Rights Reserved -9-
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Case Study® JAL
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@ In January 2010, JAL officially filed for corporate reorganization

@ In September 2012, JAL is re-listed on the Tokyo Stock Exchange First Section
€ Mr. Yasuhisa Shiozaki, member of the Diet, will propose a bill for ensuring fair competition

Assessment Comments

Response to
dysfunction of the
market

Request of the public
interest

Responding to
competition distortion

v" Not the dysfunction of the market, but the difference in
management capability compared to ANA is main cause

of collapse.

v There was a risk of enormously impact on the national
economy when it comes to full operation stop of JAL

v No discussion on competition distortion until it is pointed

out in the National Assembly.

Thorough market
player behavior

v' Governance concentration by Enterprise Turnaround
Initiative Corporation (ETIC)

v’ Strong leadership of Mr. Kazuo Inamori

SEMO01131002

IGPI All Rights Reserved

Case Study® Elpida Memory

<

IGPl1

@ Elpida Memory, Inc. is a major semiconductor (DRAM) manufacturer in Japan.
@ In June 2009, it performed a third party allocation of new shares to the Development Bank of

Japan (DBJ)

Comments

Assessment

Response to
dysfunction of the
market

It was necessary to complement the market function
after Lehman Shock.

interest

Request of the public

“A public request originating from concerns about the
dissipation of key technologies and international
competitiveness decline in important industry”" was the
main logic, but the criteria of whether the industry is

“significantly important “ or not wasn’t unclear.

Responding to

competition distortion

v Collapsed later on.

Thorough market
player behavior

SEMO01131002

IGPI All Rights Reserved
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Conclusion

>

IGprP1

@ Intervention of government owned funds should focus more on metabolism function

to provide a healthy market economy rather than life-prolonging support of
individual companies (resulting in “zombie companies”).

Competition

Growth

Revitalization

Survival of
the fittest

A4

Creative destruction,
reorganization

New business
development

SEMO01131002

Business
withdrawal

IGPI All Rights Reserved
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Appendix: List of Major Government Owned Funds in Japanclf?

Name of Fund Concerned Authority Fund Amount
Enterprise Turnaround Initiative Corporation of Japan (ETIC) . N . -
(Re-organized to REVIC in March, 2013) Cabinet Office 2012: 1,699 Billion Yen
Regional Economy Vitalization Corporation of Japan (REVIC) Cabinet Office Same scale as ETIC

Japan Brand Fund (Cool Japan Promotion Fund)

Ministry of Economy, Trade and

Industry (METI)

60 Billion Yen

Innovation Network Corporation of Japan (INCJ)

Ministry of Economy, Trade and

Industry (METI)

280 Billion Yen

Organization for Small & Medium Enterprises and Regional
Innovation, JAPAN

Ministry of Economy, Trade and

Industry (METI)

1,114 Billion Yen

Agriculture, Forestry and Fisheries Fund Corporation for
Innovation, Value-Chain and Expansion, Japan

Ministry of Agriculture, Forestry and

Fisheries (MAFF)

32 Billion Yen

Private Finance Business Promotion Fund

Ministry of Land, Infrastructure,
Transport and Tourism (MLIT)

310 Billion Yen

Fund for High-Quality Real Estate Form With Seismic and
Environmental Performance

Ministry of Land, Infrastructure,
Transport and Tourism, MLIT,
Ministry of the Environment (MOE)

35 Billion Yen

Competitiveness Fund, Development Bank of Japan (DBJ)

Ministry of Finance (MOF)

150 Billion Yen

31002

IGPI All Rights Reserved
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Sota Kato, Professor, International University of Japan; Senior Fellow, Tokyo Foundation

Comments on Kazuhiko Toyama’s Presentation:
Japan’s New Industrial Policy Initiatives

Columbia University Conference on
“State Intervention and Private Enterprise: Japan, the US, and China“
October 2, 2013

Sota Kato
Professor, International University of Japan

Senior Fellow, Tokyo Foundation

Return of Activist State

“Nation states in the aftermath of Lehman Brothers bankruptcy are forced to
be actively involved in all fronts of economy. Nation states needs to increase
fiscal stimulus and run investment funds by themselves. State capitalistic
movement has now emerged in the world economic system.”

Shinzo Abe (June, 2013)
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Key Differences with the Past

Public-private Funds High-growth Era Industrial Policy
Financial Tools Equity funds Tools
* 4,000 Billion Yen in total ~ * Direct subsidies
* 2,000 Billion Yen for * Off-budget finance (e.g., FILP)
INCJ * Subsidized credit and R&D
(Cf. The total size of all the policy
private funds in Japan is * Tax policy
1,000 Billion Yen.) Little influence on bank finance.
Political Very high Weak
Involvement
MOF Cooperative Gatekeeper, tension with MITI
Duration 15-20 years Yearly budget — 5-10 years R&D
project
Role of the Equity investor? Coordinator with some financial and
Government (Depending on the role of regulatory tools?
(Intuitive the fund managers.)
description)

Divergent Motivations

O Economic

* Fix classic market failures (positive/negative externalities, public goods).
*  Supply-side pump priming measures for market dysfunction.

* Shortage of patient risk money.

O Political

* Growth strategy with little political resistance. Quick results.

» Strong state.

*  New pork?

O Bureaucratic (METI)

* Sentiment: “We did enough of (horizontal) institutional reforms. It’s our turn.”
* Long-awaited desire to acquire powerful financial tools.

*  Turf? Posts?

O Bureaucratic (MOF)

* Can respond to political pressure for economic recovery plans with little negative
effect on fiscal balance (in the short run).
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Challenges

How can the funds establish and maintain purpose, principles, and
guidelines that Mr. Toyama raised?

O
v

<0

AN = NN

Divergent stakeholders’ interests inside.

Difficult task of consolidating political, economic, and bureaucratic
motivations. Can market incentive prevail from the mess?

Less checks and balances from outside.

Who plays the role of MOF, banks, and private firms (who often did not
follow MITI’s guidance) in the past?

How to govern long-term funds.
Economic/business rationales are still not clear.
What’s public (interest)? Who determines?
“Public” usually include democratic interests.
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Center for Global Communications (GLOCOM),
International University of Japan
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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. JEF commemorated its 30th
anniversary in 2011. With this goal in mind, JEF engages in a broad range of
activities; it provides information about Japan and arranges venues to exchange 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.

www.]ef.or.jp

% Columbia Business School

Center on Japanese Economy and Business
Center on Japanese Economy and Business, Columbia Business School
Established at Columbia Business School in 1986 under the direction of Professor Hugh
Patrick, the Center on Japanese Economy and Business (CJEB) promotes knowledge
and understanding of Japanese business and economics in an international context. The
Center is a research organization widely recognized for its international programs,
which provide prominent speakers from the public and private sectors a forum for
collaboration and reflection on Japan, the United States, and the global economy.
In support of its mission, CJEB organizes and supports research projects, workshops,
symposia, conferences, scholarly and professional exchanges, and library and
computer-based resource initiatives. Core faculty members are Japan specialists drawn
from Columbia’s Business School, Law School, School of International and Public
Affairs, Economics Department, and the Department of Political Science. Funding is
provided by corporate sponsors, foundations, individuals, and University sources.

www.gsb.columbia.edu/cjeb

m" STl A L 3CHOOL
CenTER FOR JAPANESE LEGAL 5TUDIES HEERSRE s 7—

Center for Japanese Legal Studies, Columbia Law School

The Center for Japanese Legal Studies is the first and only center of its kind in the
United States. The Center actively promotes research on Japanese law, aided by the
country's premier collection of Japanese legal materials. Under the direction of
Professor Curtis J. Milhaupt, the Center strives to be the principal source of intellectual
exchange between the legal professions of the United States and Japan.

www.law.columbia.edu/center program/japanese
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Tel: 03-5565-4824

Fax: 03-5565-4828
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Tel: 03-5434-8595

Fax: 03-5434-8694
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Economy and Business: CJEB, Columbia Business School, Columbia University)
fEPT © 320 Uris, 3022 Broadway New York, NY 10027, U.S.A
Tel: +1(212)854-3976 (main)
Fax:  +1(212) 678-6958
URL : http://www.gsb.columbia.edu/cjeb
124 . Prof. Hugh Patrick
Director, The Center on Japanese Economy and Business, Columbia Business
School; R.D. Calkins Professor of International Business Emeritus
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Ms. Emiko Mizumura
Assistant Director for Programs, The Center on Japanese Economy and Business,
Columbia Business School
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