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US - Japan Forum: Uncertain Prospects and Policy Challenges for the

Global Economy

Friday, September 25, 9:00 am — 5:30 pm
Stein Room, The Brookings Institution, 1775 Massachusetts Ave, NW, Washington, DC

Context for the Forum:

Seven years after the 2008 financial crisis, the global economy remains mired in
sluggish and uneven growth and subject to continued volatility in financial markets.
According to the IMF, global growth declined in the first half of 2015 compared to the
second half of 2014 — reflecting a further slowdown in emerging markets and a weak
recovery in advanced economies. World trade growth has sharply decelerated, reflecting
weak global demand and lack of progress on trade liberalization. Financial conditions
remain easy in most advanced economies but have tightened in emerging markets.
Prospects for short- and long-term growth remain uncertain because of a number of
risks including those posed by the growth transition in China, capital flow reversals and
funding challenges linked to potential interest rate hikes and dollar appreciation, and
volatility in commodity prices. Boosting actual and potential growth is a key challenge
for both advanced and emerging economies. This will require raising investment from
its present low levels, and in turn calls for domestic structural reform and a conducive
trade and foreign investment environment. Addressing persistent low employment and
growing inequality is a shared challenge for many economies. In order to ensure the
sustainability of growth, it will be crucial to have climate impact and resilience reflect
more clearly in growth strategies, including the implications for energy development

and policy.

Agenda:
9:00am — 9:30am Coffee and Registration
9:30am — 10:00am Welcome and Opening Remarks
+ Kemal Dervis, Vice President and Director, Global Economy and Development,
Brookings Institution

7

+» Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation



10:00am — 11:45am  Session 1: Challenges to the global economy — Perspectives
on advanced economies including US and Japan

Growth in the US in the first half of the year has decelerated compared to the second half of 2014,
but the unemployment rate has fallen to pre-crisis levels while inflation remains below target. In
Japan, a strong rebound in the first quarter was followed by a sharp contraction in the second.
And in Europe, overall growth remains subdued but with significant variation across countries.
Against this backdrop, there is a continuing debate about the appropriate pace of monetary
normalization, the role of fiscal policy in supporting growth and demand, and the agenda for

structural reforms to boost productivity and growth.

e How do participants view the immediate and longer-term prospects for advanced
economies, including that of the US and Japan? Are we at a risk of secular stagnation and
what responses are called for?

o What are the implications for normalization of monetary policies and their coordination?

e How can the growth impact of fiscal policy be improved?

e What should be the global trade agenda in light of the prospective mega trade deals?

o What further policy measures are needed to deal with persistent unemployment (including

youth unemployment) and growing inequality?

Moderator:
% Kemal Dervis, Vice President and Director, Global Economy and Development,
Brookings Institution
Panel:
< John Lipsky, Distinguished Visiting Scholar, School of Advanced International Studies,
Johns Hopkins University; Former First Deputy Managing Director, IMF
+« Martin Baily, Senior Fellow, Economic Studies, Brookings Institution
+ Takeo Hoshi, Professor, Stanford University
% Yasuyuki Sugiura, President and CEO, Mitsubishi Corporation (Americas)
+ Hideo Suzuki, Former Director-General of Trade Policy Bureau, Ministry of Economy,

Trade and Industry (METI)
12:00pm — 1:00pm Lunch Biggs Lounge, Brookings Institution (2”d floor)

1:00pm — 2:30pm Session 2: Challenges to the global economy — Perspectives
on developing economies including China and India

Growth in emerging markets has slowed and is characterized by marked differences across

regions and countries. In China, while growth in the first half of 2015 was largely in line with



previous forecast, recent signs of weakness and a sharp fall in equity prices have raised

concerns about the growth transition and financial vulnerabilities. Growth has also fallen sharply

in some other major economies including Brazil, Russia, South Africa and Turkey with the

potential for regional spillovers. On the other hand growth in India, Southeast Asia, sub-Saharan

Africa and some countries in Latin America remain robust. The outlook for the future is uncertain

given weak and uncertain commaodity prices, capital flow volatility and exchange rate pressures

and the impact of the weak global recovery and lower growth in China.

How do participants view the prospects for the major emerging markets including China
and India? What is underlying the significant variation across regions and countries?
What are the policy implications and potential spillovers of China’s growth transition and
financial vulnerabilities?

What is the impact of lower and volatile commaodity prices?

How are emerging markets likely to be affected by the normalization of trade policies?
What are the implications for emerging markets and developing countries of the TPP and
the TIPP?

Moderator:
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Takeo Hoshi, Professor, Stanford University

Panel:

Ayhan Kose, Director, Development Prospects Group, The World Bank

Naoyuki Yoshino, Dean, Asian Development Bank Institute; Professor Emeritus, Keio
University

Rakesh Mohan, Executive Director, IMF

David Dollar, Senior Fellow, Foreign Policy, and Global Economy and Development,

Brookings Institution

2:30pm - 2:45pm  Coffee Break Biggs Lounge, Brookings Institution (2" floor)

2:45pm — 4:15pm Session 3: Challenges of climate change and energy

The coming two decades will be pivotal for arresting and reversing greenhouse gas emissions if

the world is to have a reasonable chance to restrict global warming to the 2 degree target. During

the same time, there will be a large increase in energy demand in the emerging markets and

developing countries to meet their growth and development aspirations. Reconciling both these

goals is one of the most important but complex challenges of our time. The upcoming Climate

Summit in Paris in December provides an important opportunity to reach agreement on a new

and ambitious approach. An effective framework of action will require concerted actions by



countries to reorient their growth, consumption and investment strategies and enhance

international cooperation including on finance and technology.

e What should be the aspirations for the Paris COP21 Summit?

e How should countries reorient growth and investment strategies to enhance
sustainability and climate resilience?

e How can large energy demands be met while ensuring more sustainable approaches?
What are the lessons from recent shifts in energy strategies in major economies?

e How should the framework for international cooperation be strengthened?

Moderator:

% Amar Bhattacharya, Senior Fellow, Global Economy and Development, Brookings

Institution

% Yoriko Kawaguchi, Professor at Meiji Institute for Global Affairs; Former Minister for
Foreign Affairs; Former Minister of the Environment, Government of Japan

+ Charles K. Ebinger, Senior Fellow, Energy Security and Climate Initiative, Brookings
Institution

+ Timmons Roberts, Nonresident Senior Fellow, Global Economy and Development,

Brookings Institution; Professor, Brown University.

4:15pm - 4:30pm Closing Remarks

o

+ Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation

% Amar Bhattacharya, Senior Fellow, Global Economy and Development, Brookings

Institution

4:30pm - 5:30pm  Cocktail Reception  Biggs Lounge, Brookings Institution (2™ floor)
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Martin Baily, Senior Fellow, Economic Studies, Brookings Institution

Amar Bhattacharya, Senior Fellow, Global Economy and Development, Brookings
Kemal Dervis, Vice President and Director, Global Economy and Development,
Brookings Institution

David Dollar, Senior Fellow, Foreign Policy, and Global Economy and Development,
Brookings Institution

Charles K. Ebinger, Senior Fellow, Energy Security and Climate Initiative, Brookings
Institution

Takeo Hoshi, Professor, Stanford University

Yoriko Kawaguchi, Professor at Meiji Institute for Global Affairs; Former Minister for
Foreign Affairs; Former Minister of the Environment, Government of Japan

Ayhan Kose, Director, Development Prospects Group, The World Bank

Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation

John Lipsky, Distinguished Visiting Scholar, School of Advanced International Studies,
Johns Hopkins University; Former First Deputy Managing Director, IMF

Rakesh Mohan, Executive Director, IMF

Timmons Roberts, Nonresident Senior Fellow, Global Economy and Development,
Brookings Institution; Professor, Brown University

Yasuyuki Sugiura, President and CEO, Mitsubishi Corporation (Americas)

Hideo Suzuki, Former Director-General of Trade Policy Bureau, Ministry of Economy,
Trade and Industry (METI)

Naoyuki Yoshino, Dean, Asian Development Bank Institute; Professor Emeritus, Keio

University
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Martin Neil Baily is the Bernard L. Schwartz Chair in Economic
Policy Development and Senior Fellow and Director of the
Business and Public Policy Initiative. He is studying financial
regulation, growth, and how to speed the recovery. He is a Senior
Advisor to the McKinsey Global Institute and to the Albright
Stonebridge Group. He is the co-chair of the Financial Regulatory
Reform Initiative of the Bipartisan Policy Center, and a member of
the Squam Lake Group of financial economists. Dr. Baily is a
Director of The Phoenix Companies of Hartford CT.

Amar Bhattacharya is Senior Fellow at the Global Economy and
Development Program at Brookings Institution. His focus areas are
the global economy, development finance, global governance, and
the links between climate and development. From April 2007 until
September 2014 he was Director of the Group of 24, an
intergovernmental group of developing country Finance Ministers
and Central Bank Governors. Prior to this, Mr. Bhattacharya had a
long-standing career in the World Bank. His last position was as
Senior Advisor and Head of the International Policy and
Partnership Group. In this capacity, he was the focal point for the
Bank's engagement with key international groupings and
institutions such as the G7/G8, G20, IMF, OECD and the
Commonwealth Secretariat.

Kemal Dervis is vice president and director of Global Economy and
Development. Formerly head of the United Nations Development
Programme and Minister of Economic Affairs of Turkey, he focuses
on global economics, emerging markets, development and
international institutions. He also currently serves as a Senior
Advisor, Istanbul Policy Center at Sabanci University; Chairman,
International Advisory Board Akbank; Member of various advisory
boards: Akbank (Chair), Institut du Bosphore (Co-chair), Abengoa,
Institut de Prospective Economique du Monde Méditerranéen
(IPEMED), Center for Global Development, Office Chérifien des
Phosphates, La Caixa Bank, Guggenheim International.



David Dollar

Charles K. Ebinger

Takeo Hoshi

David Dollar is a senior fellow with the Foreign Policy and Global
Economy and Development programs in the John L. Thornton
China Center. He is a leading expert on China's economy and
U.S.-China economic relations. From 2009 to 2013 he was the U.S.
Treasury's economic and financial emissary to China. Prior to the
assignment, Dollar worked at the World Bank for 20 years, and
from 2004 to 2009, he was country director for China and Mongolia.
His other World Bank assignments primarily focused on Asian
economies, including South Korea, Vietnam, Cambodia, Thailand,
Bangladesh, and India. From 1995 to 2004, Dollar worked in the
World Bank’s research department.

Charles K. Ebinger is a senior fellow in the Energy Security and
Climate Initiative at Brookings. He served as the Initiative’s director
from 2008 to October of 2014. Previously, Ebinger served as a
senior advisor at the International Resources Group where he
advised over 50 governments on various aspects of their energy
policies. Ebinger has special expertise in South Asia, the Middle
East and Africa, but has also worked in the Far East, Southeast
Asia, Eastern Europe, Central Asia, and Latin America. He was
also previously an adjunct professor at Georgetown University's
School of Foreign Service and the Johns Hopkins University's Nitze
School of Advanced International Studies.

Takeo Hoshi is Henri and Tomoye Takahashi Senior Fellow at the
Freeman Spogli Institute for International Studies (FSI), Professor
of Finance (by courtesy) at the Graduate School of Business, and
Director of the Japan Program at the Shorenstein Asia-Pacific
Research Center (APARC), all at Stanford University. He was a
faculty member at the Graduate School of International Relations
and Pacific Studies (IR/PS) at University of California, San Diego
(UCSD) from 1988 to 2012. Hoshi is also Visiting Scholar at
Federal Reserve Bank of San Francisco, Research Associate at
the National Bureau of Economic Research (NBER) and at the
Tokyo Center for Economic Research (TCER), and Senior Fellow at
the Asian Bureau of Finance and Economic Research (ABFER).
His main research interest includes corporate finance, banking,
monetary policy and the Japanese economy. He received 2015
Japanese Bankers Academic Research Promotion Foundation
Award, 2011 Reischauer International Education Award of Japan
Society of San Diego and Tijuana, 2006 Enjoji Jiro Memorial Prize
of Nihon Keizai Shimbun-sha, and 2005 Japan Economic
Association-Nakahara Prize. His book titled Corporate Financing
and Governance in Japan: The Road to the Future (MIT Press,
2001) co-authored with Anil Kashyap (Booth School of Business,
University of Chicago) received the Nikkei Award for the Best
Economics Books in 2002. Hoshi received his B.A. in Social
Sciences from the University of Tokyo in 1983, and a Ph.D. in
Economics from the Massachusetts Institute of Technology in 1988.



Yoriko Kawaguchi

Ayhan Kose

Kazumasa Kusaka

Prof. Yoriko Kawaguchi is a professor at Meiji Institute for Global
Affairs. She is a former Member of the House of Councilors for the
Liberal Democratic Party from 2005 to 2013. She was Special
Adviser to the Prime Minister of Japan on foreign affairs from 2004
to 2005; Minister for Foreign Affairs from 2002 to 2004 and Minister
of the Environment from 2000 to 2002. She also served as Co-chair
of the International Commission on Nuclear Non-Proliferation and
Disarmament from 2008 to 2010. Prior to this, Prof. Kawaguchi was
a Managing Director of Suntory Ltd, Director General of Global
Environmental Affairs at the Ministry of International Trade and
Industry, and Minister at the Embassy of Japan to the United
States. Prof. Kawaguchi holds an M.Phil in Economics from Yale
University and a BA in International Relations from the University of
Tokyo.

Ayhan Kose is Director of the World Bank Group’s Development
Prospects Group. In this capacity, he leads the World Bank Group’s
work on global macroeconomic outlook and forecasts as well as
financial flows and commodity markets. He also coordinates work
related to the monitoring of the World Bank Group’s twin goals of
ending poverty and promoting shared prosperity. Under his
management, the Development Prospects Group produces the
Bank’s flagship reports, Global Economic Prospects and Global
Monitoring Report, in addition to other monitoring publications.

Kazumasa Kusaka has been Chairman and CEO of the Japan
Economic Foundation (JEF) since April 1, 2013, and is also a
Professor at University of Tokyo Graduate School of Public Policy.
He previously served for 36 years in Japan’s Ministry of
International Trade and Industry (MITI), rising to become
vice-minister for international affairs in the reorganized Ministry of
Economy, Trade and Industry (METI) in 2004. During his long
career in public service, Kusaka was seconded to the International
Energy Agency (IEA)/OECD and was Japan’s senior official for
Asia-Pacific Economic Cooperation (APEC). He played a central
role in Asia’s economic integration, promoting FTAs in the region as
well as serving as a senior official negotiating the Doha
development agenda of the WTO. He was head of Japan’s Energy
Agency and held director-general positions in technology and
environmental policy in addition to trade and investment-related
areas within METI. He was also instrumental in finalizing the Kyoto
Protocol, and developing Japan’s energy and environment policies.
Among many other posts Kusaka has held are Special Adviser to
the Prime Minister on Global Warming, senior vice president of
Mitsubishi Electric, executive adviser to Dentsu Inc., and president
of the Japan Cooperation Center for the Middle East.



John Lipsky

Rakesh Mohan

Timmons Roberts

Yasuyuki Sugiura

John Lipsky is co-director of the Aspen Institute's Program on the
Global Economy; serves on the board of directors for the National
Bureau of Economic Research and on the advisory board of the
Stanford Institute for Economic Policy Research; is a member of
the Council on Foreign Relations. He was first deputy managing
director of the International Monetary Fund; previously held
positions of vice chairman of JPMorgan Investment Bank, chief
economist at JPMorgan Chase, chief economist and director of
research at Chase Manhattan Bank, and chief economist and
director of the European Economic and Market Analysis Group in
London at Salomon Brothers; early in career, spent 10 years at the
International Monetary Fund.

Rakesh Mohan is Executive Director at the International Monetary
Fund, representing India, Sri Lanka, Bangladesh and Bhutan since
November 2012. Till early 2014, Dr Rakesh Mohan was also
Chairman, National Transport Development Policy Committee,
Government of India, in the rank of a Minister of State. In addition,
he is Vice-Chairman, Indian Institute of Human Settlements,
proposed to be India’s first independently funded and managed
inter-disciplinary National University for Research and Innovation
that is committed to the equitable, sustainable and efficient
transformation of Indian settlements.

Timmons Roberts is a nonresident senior fellow in the Global
Economy and Development program at Brookings, and the lttleson
professor of Environmental Studies and Sociology at Brown
University. He is a leading expert on climate change and
development. Co-author and editor of 11 books and edited
volumes, and over 70 articles and book chapters, Timmons's
current research focuses on equity and why addressing it is a
crucial part of confronting climate change.

Yasuyuki Sugiura is President & CEO of Mitsubishi Corporation
(Americas), a subsidiary of the Japanese general trading company,
Mitsubishi Corporation (MC). Since joining MC in 1978, Mr. Sugiura
has held various management positions throughout the company’s
global network, including General Manager of the Regional
Strategy and Coordination Department, which oversees the
management of MC’s 200 offices in 90 countries. Mr. Sugiura also
served as General Manager of the Corporate Communications
Department. Mr. Sugiura has had overseas assignments in
Columbus, OH, Washington, DC, and New York City. He is
currently on his third assignment in New York, where he previously
served as Mitsubishi International Corporation’s Chief Financial
Officer, Executive Vice President, and President. Mr. Sugiura
graduated from the University of Tokyo’s Faculty of Economics in
1978.



Hideo Suzuki

Naoyuki Yoshino

Hideo Suzuki is former Director-General of Trade Policy Bureau,
Ministry of Economy, Trade and Industry (METI) Japan. He was
responsible for all external economic relations of the Ministry,
including 10 negotiations of free trade agreements such as TPP,
RCEP, CJK FTA, Japan-EU EPA, revitalization of economic
relations with China, and strengthening strategic economic
relations with ASEAN, India, Israel, Saudi Arabia, UAE, East Africa
countries. Prior to this post, he was Director-General of Industrial
Science and Technology Policy and Environment Bureau,
managed all science and technology budget of the METI, led new
innovation policy of the Japanese government, and coordinated
climate change issues with Ministry of Environment and industries
as a senior delegate to the COP19. Prior to this, he was
Director-General of Acquisition Reform of the Ministry of Defense.
He was also responsible for operation against Fukushima No1
Nuclear Accident by Minister’s special appointment. He was
Director-General of the Department of Multilateral trade System,
and Deputy Director-General for Economy and Industrial Policy and
other important positions after he joined METI in 1981. He was
responsible of various policy matters in METI including of trade
policy such as WTO Doha Round negotiations and FTA
negotiations with Mexico, Thailand and Switzerland, corporate tax
reform, industrial finance, SME finance, competition policy,
corporate governance, aircraft and defense industry policy. He
graduated from the University of Kyoto, Faculty of Law in 1981, has
got MA from Yale University, Graduate School (International
Development Economics) in 1988, and LLM from the University of
Washington, School of Law in 1989.

Naoyuki Yoshino is Dean of the Asian Development Bank Institute
(ADB Institute); Professor Emeritus of Keio University, in Tokyo,
Japan; and Chief Advisor at the Japan Financial Services Agency’s
(FSA) Financial Research Center (FSA Institute). He obtained his
PhD from Johns Hopkins University in 1979. He was a visiting
scholar at the Massachusetts Institute of Technology (United
States) and has been a visiting professor at various universities
including MIT, the University of New South Wales (Australia),
Fondation Nationale des Sciences Politiques (France), and
University of Gothenburg (Sweden). He was an assistant professor
at the SUNY Buffalo and an economics professor at Keio University
from 1991 to 2014. He was appointed chair of the Financial
Planning Standards Board in 2007, and also served as chairperson
of the Japanese Ministry of Finance’s Council on Foreign Exchange
and its Fiscal System Council (Fiscal Investment and Loan
Program Section). He was conferred honorary doctorates by the
University of Gothenburg (Sweden) in 2004 and by Martin Luther
University of Halle-Wittenberg (Germany) in 2013; he also received
the Fukuzawa Award for his contribution to academic research in
2013.
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Opening session overview

Seven years after the 2008 financial crisis, the global economy remains mired in sluggish and
uneven growth and subject to continued volatility in financial markets. According to the IMF,
global growth declined in the first half of 2015 compared to the second half of 2014—reflecting
a further slowdown in emerging markets and a weak recovery in advanced economies. World
trade growth has sharply decelerated, reflecting weak global demand and lack of progress on
trade liberalization. Financial conditions remain easy in most advanced economies but have
tightened in emerging markets. Prospects for short- and long-term growth remain uncertain
because of a number of risks, including those posed by the growth transition in China, capital
flow reversals and funding challenges linked to potential interest rate hikes and dollar
appreciation, and volatility in commodity prices. Boosting actual and potential growth is a
key challenge for both advanced and emerging economies. This task will require raising
investment from its present low levels, and in turn calls for domestic structural reform and a
conducive trade and foreign investment environment. Addressing persistent low employment
and growing inequality is a shared challenge for many economies. In order to ensure the
sustainability of growth, it will be crucial to have climate impact and resilience reflect more

clearly in growth strategies and in policies for energy development.

Speakers:
e Kemal Dervis, Vice President and Director, Global Economy and Development, Brookings
Institution

e Kazumasa Kusaka, Chairman and CEO, Japan Economic Foundation

Summary of discussion:

The overall growth dynamics of the global economy remain weak. The advanced economies
are nowhere close to full recovery. U.S. growth rates are reasonable but not spectacular, and
Europe is still struggling. The emerging economies, which were the second engine for global

recovery from the crisis, are also slowing down (IMF, 2015b). Income inequality has increased

since the Great Recession, possibly adding to the weakened aggregate demand and growth

performance and prospects.

It seems paradoxical that despite the prevalent investment friendly conditions (low real
interest rates, easy availability of investible capital through quantitative easing policies in
most countries, and pipeline of investible projects), there is a persistent deficit of investment
that could stimulate aggregate demand and growth across the world. This is especially true
for critically needed infrastructure that could address the growing challenges of energy needs

as well as mitigating (or limiting) the effects of climate change. The absence of adequate



financial instruments, the lack of mechanisms for risk sharing, and maturity
transformation—are likely factors preventing investors from exploiting the excess savings

into much-needed capital investments.

This is also a key transformative moment in human history, owing to the digital and
technological revolution underway. These “digital” developments have fundamentally altered
economic, social, and political interactions; business practices; and people’s livelihoods and
aspirations—and we are just coming to grips with how to account for its influence (Brookings,
2015). For instance, we still lack sophisticated accounting of its impact—resulting in known
mismeasurement problems of productivity and GDP growth accounting (particularly in

advanced economies).

These digital developments pose another paradox: Great digital technological innovation
permeating through all aspects of economic life, while labor productivity (and total factor
productivity) has stalled (and slowed in some countries like China). There has also been a
deterioration of labor force participation and persistently high levels of unemployment in the

advanced economies.

Particularly in the case of Japan, policymakers are still struggling to fashion a coherent policy
strategy to address the economic effects of the recession while facing a declining and aging
population. The two concerns may appear to be unrelated to each other, but the implications
and their policy responses certainly overlap. Abenomics appears to be bearing some fruit with

some positive economic outcomes becoming visible.

The U.S. and India have maintained steady economic growth coupled with growing
population. In contrast, China is heading into a major economic transition while still
unprepared to face oncoming future demographic shifts and burdens. Collectively, the
experiences of these major economies pose questions about these individual economies as well
as their impact on the global economy. Identifying the solution to these vexing questions is a
massive challenge—and is one of the aims of this forum. But an even greater challenge is to
find political will and policy instruments to implement some of those possible solutions—both
in the domestic political realm as well as in the international policy arena. Exercises such as
this forum are critical in identifying solutions to national and global challenges, in

communicating the findings, and thereby in expanding the options available to policymakers.

The world needs global arrangements and agreements to foster and strengthen international
cooperation—particularly for increased coordination between countries and governments in
dealing with problems that span beyond national borders—such as global economic and

energy policies, global environmental issues, and the effective enforcement of such



agreements. Countries facing tough domestic challenges of sluggish growth and high
unemployment under fiscal and political constraints naturally have a low appetite for
international cooperation—when perhaps the world would benefit from more cooperation, not
less. International treaties and agreements such as the COP21 negotiations at the UNFCCC
Summit in Paris and free trade agreements are helpful in pursuing necessary policies that
may be locally unpopular but necessary for greater good in the long run. These agreements
also help policymakers counter domestic anti-reform forces and entrenched interests with

structured reforms.

In pursuing this path of greater global cooperation, we are retracing the steps of wise world
leaders in the past who had the wisdom to create the original international institutions and
agreements. We are at a point in time where we need to rethink and reinvest in international

cooperation, to deepen and speed up the process.

Session 1: Challenges to the global economy—Perspectives on advanced economies including
U.S. and Japan

Session overview

Growth in the U.S. in the first half of the year has decelerated compared to the second half of
2014, but the unemployment rate has fallen to pre-crisis levels while inflation remains below
target. In Japan, a strong rebound in the first quarter was followed by a sharp contraction in
the second. And in Europe, overall growth remains subdued but with significant variation
across countries. Against this backdrop, there is a continuing debate about the appropriate
pace of monetary normalization, the role of fiscal policy in supporting growth and demand,

and the agenda for structural reforms to boost productivity and growth.

Key issues

e What are the immediate and longer-term prospects for advanced economies, including
that of the U.S. and Japan? Are we at a risk of secular stagnation, and what responses are
called for?

e What are the implications for normalization of monetary policies and their coordination?

e How can the growth impact of fiscal policy be improved?

e What should be the global trade agenda in light of the prospective mega trade deals?

e What further policy measures are needed to deal with persistent unemployment

(including youth unemployment) and growing inequality?



Moderator:
e Kemal Dervis, Vice President and Director, Global Economy and Development, Brookings

Institution

Panelists:

e John Lipsky, Distinguished Visiting Scholar, School of Advanced International Studies,
Johns Hopkins University; Former First Deputy Managing Director, IMF

e Martin Baily, Senior Fellow, Economic Studies, Brookings Institution

e Takeo Hoshi, Professor, Stanford University

e Yasuyuki Sugiura, President and CEO, Mitsubishi Corporation (Americas)

e Hideo Suzuki, Former Director-General of Trade Policy Bureau, Ministry of Economy,
Trade and Industry (METI)

Summary of discussion

The overall growth dynamics of the global economy remain weak. The growth targets set in
2014 by the G-20 countries to accelerate growth in member countries have not been met.
Recently, growth prospects have been downwardly revised in the IMF World Economic
Outlook (2015¢c). Weakness in investments—both in advanced economies and emerging
markets and developing economies (EMDEV)? is a key driver in this outlook. It results in
weak growth prospects, slows down innovation and adoption of new technology and
equipment, and causes stagnation/decline in income and productivity growth. It might also

have a hand in rising income and wealth inequality.

As mentioned earlier, poor investment rates under the highly favorable investment conditions
(record-low real interest rates, robust availability of capital through quantitative easing,
satisfactory consumer sentiment and demand, low energy and commodity prices, low

corporate leverage, and record corporate profits) remain a paradox.

Some possible explanations of this paradox could include: the (underestimated) rise of risk
aversion post-recession where investors doubt the long-term returns of slightly risky
investments (for example: It includes corporations that now have record cash reserves), an
aging population in the advanced economies with preference for stable, relatively risk free
returns (such as sovereign assets as opposed to high risk-high return commercial assets), and
banking sector reforms enacted in the aftermath of the financial crisis that were necessary

but that have dampened the willingness of commercial banks to expand their balance sheets

% IMF Country Classification



(banks now have record reserves).

The economic forecast for the United States is more optimistic; a 3.9 percent growth rate is
anticipated for this quarter. But this uptick in U.S. economic performance is driven by rises in
consumer spending, residential construction, and government expenditure. Business
investment on equipment and intellectual property remains weak (less than 0.5 percent
growth). And this is cause for concern with regards to the nature of the U.S. economic

recovery and its sustainability.

The real GDP growth rate in the U.S. in the last decade has been the slowest in the past

decade compared to other decades since 1954 (Harvard Business School, 2015; figure 6 on

page 11). Comparing productivity growth and labor force growth in U.S. over time: during the
1950s and 60s, both had strong growth; in the 1970s and 1980s, while productivity growth
slowed, labor force growth remained strong; in the mid-1990s, productivity and labor force
growth were both strong; since the crisis however, both productivity and labor force growth
have been very weak. This trend has resulted in stagnating income and living standards (and
declining levels for those at median income and below) in turn causing slower economic
growth (through weaker consumer demand) and increased budgetary deficits (lower revenues

and higher social program expenditures).

There does not seem to be any obvious remedy. The economy is at 5 percent unemployment,
which is low by U.S. standards, and labor force growth is modest. A skill bias in the ongoing
technological change is resulting in the replacement of higher productivity jobs with low-wage,
low-productivity jobs. Investments in education and skills training can possibly help in the
long run; but it is perhaps a necessary condition and not a sufficient one. The challenge for
policies is that greater public investments that require budgetary approval do not appear to
be likely in the current U.S. political climate; and even then their quality might not allow for

commensurate increases in productivity growth that is needed.

In Japan, the economic policy package referred to as Abenomics has attempted to address the
twin problems of declining potential growth as well as a shortage of aggregate demand in the
economy that started to stagnate well before the onset of the global financial crisis. With
Abenomics well into its third year, the problem of deflation appears to have been solved
through demand-side stimulus. Monetary expansion has helped turn long-term deflation into
low inflation recently. The supply-side constraints are the focus of the revised growth strategy

of June 2015.

The growth strategy, which attempts to deal with supply-side weaknesses, was first disclosed

in June 2013 and thereafter revised every June in 2014 and 2015. The main problem of the



growth strategy has been a lack of focus. The latest revision in June 2015 claims to emphasize
(1) revolution in productivity through investments in technology and human capital and (2)
local Abenomics that would help spread the “revitalization” across geographic regions. But
there are numerous sub-items within these two main policies, and their focus is actually less

clear than that in the 2014 version.

Japanese corporations are focusing on increasing the pace of innovation and improving
corporate governance (in line with the Third Arrow of Abenomics agenda). But their
investment strategy remains cautious for multiple reasons: There is less appetite for risk and
failure following the financial crisis of 2008-2009; corporations have become more cautious
keeping larger cash reserves to avoid the recurrence of the liquidity crunch they faced during
the economic downturn; on the other hand, the glut of saving and investible funds have made
merger and acquisition activities more expensive; newer international market standards and

stipulations have imposed more restrictions on corporate financial activities.

The Japanese government has set itself ambitious targets including an annual GDP growth
rate of 3 percent, an increasing birth rate and labor force, and a strengthening their social
welfare programs. It views the conclusion of ongoing international trade negotiations as
catalyst for investments in innovation that would stimulate the productivity revolution it
seeks. Deregulation in the domestic market that would create competition could also
stimulate innovation and productivity gains. As mentioned earlier, such international
agreements are helpful in pursuing policies that may be locally unpopular but necessary, and
help to counter domestic anti-reform forces and entrenched interests. Other possible remedies
not currently in the program could be the abolition of mandatory age-based retirement, and
labor practice flexibility that allows retaining workers with higher productivity and linking
wages to productivity rather than to the length of tenure. Raising the productivity of white
collar workers in Japan, beyond access to digital equipment, to include decisionmaking

authority and flexibility is also needed.

The structural reforms proposed in the Third Arrow are critical to promote a more robust
economic recovery, help ensure long-term fiscal sustainability, and close the gap in living
standards with the leading OECD countries (OECD, 2015).

Session 2: Challenges to the global economy—Perspectives on developing economies including
China and India



Session overview

Growth in emerging markets has slowed and is characterized by marked differences across
regions and countries. In China, while growth in the first half of 2015 was largely in line with
previous forecasts, recent signs of weakness and a sharp fall in equity prices have raised
concerns about the growth transition and financial vulnerabilities. Growth has also fallen
sharply in some other major economies including Brazil, Russia, South Africa, and Turkey,
with the potential for regional spillovers. On the other hand, growth in India, Southeast Asia,
sub-Saharan Africa, and some countries in Latin America remains robust. The outlook for the
future is uncertain given weak and uncertain commodity prices, capital flow volatility and
exchange rate pressures, and the impact of the weak global recovery and lower growth in
China.

Key issues

e What are the prospects for the major emerging markets including China and India? What
is underlying the significant variation across regions and countries?

e What are the policy implications and potential spillovers of China’s growth transition and
financial vulnerabilities?

e What is the impact of lower and volatile commodity prices?

e How are emerging markets likely to be affected by the normalization of trade policies?

e What are the implications for emerging markets and developing countries of the
Trans-Pacific Partnership (TPP) and the Transatlantic Trade and Investment Partnership
(TTIP)?

Moderator:

e Takeo Hoshi, Professor, Stanford University

Panelists:

e Ayhan Kose, Director, Development Prospects Group, The World Bank

e Naoyuki Yoshino, Dean, Asian Development Bank Institute; Professor Emeritus, Keio
University

e Rakesh Mohan, Executive Director, IMF

e David Dollar, Senior Fellow, Foreign Policy, and Global Economy and Development,

Brookings Institution
Summary of discussions

Emerging markets and developing economies (EMDEYV) are facing a synchronized growth

slowdown, although the levels remain high (about 6 percent per annum growth rate). While



growth projections have been revised downwards for advanced economies, this revision is
even more acute for EMDEV economies where the growth rates have been lower than their
long-run average during 1980-2008. This slowdown has also been persistent: It is the third

consecutive year of declining growth rates (The World Bank, 2015b).

Global trade growth has also been declining since 2011, and it actually declined in levels in
the first half of 2015. The decline in commodity prices (including petroleum) by nearly 40-50
percent over the same period has also dampened the export earnings of EMDEV countries.
Productivity growth rate too has stagnated in developing countries, and is below the
long-term trend growth rate. As a result, there has been a decline in both actual and potential

growth.

EMDEYV countries now face higher risks from multiple sources: greater political risk; greater
financial market volatility risk; uncertainty from the effects of U.S. monetary policy (the
possible tightening of monetary policy in the future); a weak external demand from a
slowdown in the advanced economies; and also the impact (real and/or perceived) of a

disorderly slowdown of the Chinese economy.

These financial and exchange rate uncertainties amplify the risks faced by countries with
large foreign currency denominated debt. And there is a fear that the combination of internal
(systemic/structural) and external risks might combine to create a perfect storm—perhaps for
any one particular country and have a contagion effect on other EMDEV countries that have

lower buffers to protect their economies due to their growth slowdown.

There are unique country-specific domestic conditions that compound the external challenges
faced by the EMDEV countries. Since these economies by definition are smaller than the
advanced economies, the impact of external influences is also very large on them (except for a

few large countries such as China, India, and Brazil).

Possible remedies through structural reforms to overcome these structural maladies would
involve monetary policies (to stimulate growth while finding the balance to contain inflation;
to stabilize financial flows while controlling the risks) and fiscal policies (to increase public
investments in infrastructure as well as human capital to raise productivity levels). The
success of such reforms will critically depend on setting the correct balance in monetary

policies, creating the required fiscal space, and generating the appetite for fiscal reforms.

Some EMDEV countries may not have the fiscal space for infrastructure expenditure, but
even others who might be in a position to exploit the favorable investment environment must

first demonstrate the capacity to absorb such investments and the existence of governance



structures to enable such expansion efficiently. These prerequisites for efficient infrastructure
investments are typically lacking in EMDEV economies. Infrastructure investments should
extend to developing human capital that have medium- to long-run returns but may not help

mitigate the short-term cyclical component of the slowdown.

The financial architecture in Asia is markedly different from that of advanced economies, and
these peculiarities impose additional challenges for the developing countries in this region.
Access to financial institutions is uneven across the region and strikingly low in many
countries; commercial banks (and other depository institutions) dominate the landscape with
very low penetration of institutional investors (such as mutual funds, venture capital etc.);
local informal financial intermediaries (loans sharks) thrive in this environment of scarce
formal and regulated financial service providers. These realities highlight of some structural
and institutional deficiencies in the financial system that limit the extent to which household
and corporate savings can be harnessed into productive investments, and also explain why
they are conservative in their investment choices. Alternative service providers have just
begun emerging, exploiting some of the potential of the digital economy (e.g., mobile banking

and post office banking).

Large needs of infrastructure investments in the region remain unmet due to lack of fiscal
space of governments. Additional tax revenue mobilization is an ongoing effort, but
immediate debt financing has limits. The possible solution may be through channeling
domestic savings (Asia has high domestic savings rate), but it lacks the instruments and
conditions conducive to utilizing this source of finance. Small and medium enterprises (SMEs)
(the drivers of small business growth) face greater hurdles in accessing finance and pay
higher financing premia. Hometown Investment Trust Funds are one such financial
innovation that help bridge the gap to SMEs and riskier projects while still being bank

managed and hence being formal and regulated.

China and India both have growing impact on the region as well as in the health of the global
economy. China has undergone a significant shift in its growth model—from an
investment-led growth model (where investments were 50 percent of total GDP) to a more
balanced growth strategy. The costs of the previous lop-sided investment-led growth strategy
are now beginning to appear: Marginal returns to investments have diminished; productivity
gains have slowed down (and may have possibly declined); there is excess capacity in real
estate and industrial sectors; and local budget deficits have grown. And since investments
have slowed down, the growth rate has also slowed down (as it accounts for such a dominant
proportion of the total growth). In the last few years, as investment rates have dropped, so

have savings rates (but not as much), and consumption rates have increased.



Chinese trade balance remains at a record high (estimated to be about $600 billion in 2015);
exports are growing at about 2 percent (remarkable, given declining global trade volumes);
but imports are particularly down (less investment and lower commodity prices lowering

import costs of these items).

The renminbi has moved from a pegged exchange rate to a managed float regime, but its
current value remains artificially depreciated vis-a-vis its optimal market valuation against
other major currencies. This has resulted in large foreign currency accumulation by the
People’s Bank of China (PBoC) and to distortions that are partly responsible for fueling the
recent real estate bubble in China. While the PBoC has now abandoned its policy of promoting
real estate loans, commercial banks and local governments (that derive revenues from
property tax) still have incentives to sustain real estate booms—now with private
non-institutional finance. This practice makes private individuals more exposed to the market
volatility. A major highlight of China’s recent economic performance is the slowdown in
industrial growth rate (nominal) from 20 percent to about 2 percent in 2015—and this is a
source of concern. Services grew at about 12 percent (nominal). Overall, the GDP growth rate
1s about 7 percent with household incomes rising, and 7 million new jobs being created—all in

the first half of 2015.

The concerns regarding the Chinese economy stem from the signaling effect of government
intervention in the Shanghai Stock Market when its market valuation declined by 40 percent,
as well as the subsequent devaluation of the renminbi. It has created uncertainty in the
financial markets about the stability of the economy, the orderliness of government policies to
steer the economy, and the prospect of additional devaluations. These jitters have triggered a
net capital outflow of almost $800 billion in the last six months. The financial markets are
also very nervous about unsystematic and ad hoc government interventions, and perceive
greater risks when such instances occur (for example, the recent equity market and exchange

rate interventions).

There is scope for structural reforms in the Chinese economy: Opening up the domestic
economy to protected sectors (such as agriculture, health) can increase competition, efficiency,
productivity, innovation, and investments. Some of these sectors are managed by less efficient
state-owned enterprises (SOEs). Competition can only help stimulate productivity gains that
have otherwise stagnated. These structural reforms may also reverse some of the recent
capital flight by encouraging long-term capital inflows, and thereby counter-balance some of

the current account imbalance.

Chinese authorities have undertaken substantial financial sector controls and prudent



market-oriented structural reforms (such as elimination of interest rate ceiling and interest
rate controls, institution of deposit insurance, introduced more flexibility in stock market
trading), and opening up of capital account, ahead of reforms in other sectors. The PBoC is
attempting to stimulate the economy without resorting to any additional monetary stimulus;
it is stabilizing the debt to GDP ratio. PBoC officials insist that the sale of treasury assets by
PBoC is an effort to sterilize the growth of capital in the domestic economy through lower

reserve requirements of commercial banks.

India has had an extended period (35 years; 1980-2015) of sustained growth with growth
rates exceeding 6 percent per year, with some fluctuations within that period. Although the
growth rate remains above 6 percent per year, it has slowed down in the last three years. The
challenge now is to re-energize the economy to a growth rate of 8 percent per year and sustain
it for 20 years. The slowdown in global growth of aggregate demand and trade makes the
challenge for India even tougher. The economic reform agenda of the past that had been

successful then now needs to be revised to achieve the government’s stated target.

The Golden Era of Growth in India (2003-2008) where growth was around 9 percent per
annum was marked by:

*  Prudent fiscal policies (the government reduced fiscal deficit by half, improved tax
revenue collection, controlled subsidies, increased public investments, and stimulated
public sector savings),

*  Well-managed monetary policies (that resulted in low inflation and interest rates,
steady financial flows, strengthened banking regulations and supervisions, and high
growth in credit demand),

=  Well-managed and efficient banking and corporate sectors (with sustained growth in
profits and savings, and investments not being crowded out by government
expenditures), and

* Arobust household sector (with increased financial savings, strong consumer demand,

and rising housing investments).

The challenge is to restore that growth trajectory but with a different mix of policies to remain
effective. The new areas of emphasis are:
* Achieving additional fiscal consolidation (reducing subsidies and raising tax
recovery rates further),
= Increasing investments to bridge the large unmet needs in infrastructure as the
primary drivers of the economy in the next few years—particularly in transport and

energy sectors,



=  Stimulating additional household savings through new instruments—especially
among the traditionally “unbanked” sections of the society,

= Improving foreign savings and capital account management

Additional structural reforms (ongoing) are needed in the labor market, including stimulus
targeted for special export zones (SEZs)—especially the ones that are labor intensive

manufacturing; land reforms—Dboth urban and rural; and environmental reforms.

Session 3: Challenges of climate change and energy

Session overview

The coming two decades will be pivotal for arresting and reversing greenhouse gas emissions
if the world is to have a reasonable chance to restrict global warming to the 2 degree Celsius
target. At the same time, there will be a large increase in energy demand in the emerging
markets and developing countries to meet their growth and development aspirations.
Reconciling both these goals is one of the most important but complex challenges of our time.
The upcoming climate summit in Paris in December provides an important opportunity to
reach agreement on a new and ambitious approach. An effective framework of action will
require concerted actions by countries to reorient their growth, consumption, and investment

strategies, and enhance international cooperation including on finance and technology.

Key issues

e  What should be the aspirations for the Paris COP21 Summit?

e How should countries reorient growth and investment strategies to enhance
sustainability and climate resilience?

e How can large energy demands be met while ensuring more sustainable approaches?
What are the lessons from recent shifts in energy strategies in major economies?

e How should the framework for international cooperation be strengthened?

Moderator:
e Amar Bhattacharya, Senior Fellow, Global Economy and Development, Brookings

Institution; Former Director, G-24 Secretariat
Panelists:

e Yoriko Kawaguchi, Professor at Meiji Institute for Global Affairs; Former Minister for

Foreign Affairs; Former Minister of the Environment, Government of Japan



e Charles K. Ebinger, Senior Fellow, Energy Security and Climate Initiative, Brookings
Institution
e Timmons Roberts, Nonresident Senior Fellow, Global Economy and Development,

Brookings Institution; Professor, Brown University

Summary of discussion

The magnitude of the climate change challenge is immense: to restrict global warming to 2°
Celsius, a 9 percent reduction in greenhouse gas emissions will be required each year. This
translates to reducing per capita greenhouse gas emissions by more than 50 percent from
existing levels in large greenhouse gas emitting countries such as U.S., China, and Japan, but
also by other developed and developing countries alike. The credibility of the 2° Celsius
warming target should be questioned since we are already on a path to exceed that level and
are witnessing widespread environmental devastation triggered by just 0.8° Celsius warming.
The observed impacts of warming are now occurring at the lower ends of temperature rise. So

the basis for climate change mitigation approach might be flawed and precarious at best.

On the positive side, climate change mitigation, resilience, and adaptation are now key
elements of U.N. Sustainable Development Goals (SDGs). And the COP21 conference is more
than a forum for reaching an agreement on a multilateral framework to meet the climate
change challenge and achieve $100 billion in targeted climate finance commitments. This
conference is a landmark opportunity to rethink future growth and development strategies
with climate change considerations as a central component of that process. Much of this
emphasis is reflected in the background work leading to the summit, as well as in the
country-specific Intended Nationally Determined Contributions (INDCs) that are being

announced.

The INDCs are encouraging—particularly in the more ambitious targets committed to by U.S.,
China, and other major countries. But the cumulative INDCs pledged so far falls short of the

required levels; they will still amount to an estimated 2.7° Celsius warming (Climate Action

Tracker, 2014) as opposed to the 3.6 ° Celsius warming resulting from current policies.

Nonetheless, these pledges are setting the stage for ongoing negotiations and for more
ambitious targets in future—notably, beyond COP21 and 2030 time horizon. The challenge
therefore is to devise a system that generates a virtuous cycle of growth, development, and

climate change control concurrently.

A meaningful agreement at Paris would need to fulfill a set of objectives. The instruments
should be applicable to all major countries; the measurement regime needs to be effective and

transparent for accountability, and the outdated UNFCCC differentiated responsibilities



framework needs to be updated to reflect the altered realities since they were adopted in

1992.

The agreement should aim to:
= Seek co-benefits (positive externality benefits) from the strategies and actions,
= Encourage innovations in new technology and those that promote energy use and
other resource use efficiency,
=  Strongly pursue de-carbonization of energy, and
= Set up systems and instruments to fund technology transfers—particularly to

developing countries.

The COP21 conference is an opportunity to become a watershed moment—to set carbon price
corridor and signals, and to invest the revenues collected through taxation for improving
efficiency of existing energy streams and develop renewable energy sources. Such efficiency
gains and new investments can thus generate new jobs and offer higher growth prospects.
Countries are committing large deployment of resources and shifts into renewable and forms
of clean energy through their INDCs. This is bound to lower costs of these energy sources as

well as stimulate technological innovations and accelerate ambitions.

Energy policy is a key element of the climate change response strategy, given the
technological changes occurring and growing needs of the developing countries. Energy
investments made now will have long-term lock-ins. There has been a gradual shift in energy
preference—from conventional fossil-fuel based systems to towards renewable and more
efficient technologies. But their adoption may need to be accelerated with matching
aggressive development of systems and instruments (including financial) that can facilitate

their adoption.

Pricing distortions in the energy sector are key drivers of continued suboptimal (and
incorrect) investment choices made in this sector. In 2011, total post-tax energy subsidies
amounted to $4.9 trillion and are expected to reach $5.3 trillion in 2015, amounting to 6.5

percent of global GDP (IMF., 2015a). These subsidies are prevalent in both advanced and

developing countries, in oil-producing as well as non-oil producing countries and are
particularly large in EMDEV (and MENA). Fossil-fuel subsidies (a subset of energy subsidies)
were about $548 billion in 2013, the bulk of which were in OPEC countries and China (for oil),
and Russia (for natural gas) (IEA, 2015b).

Evidence of pricing distortions can be seen most acutely in EMDEV countries where
coal-based energy is still rising. The transportation sector remains tied to petroleum, and the

liquefied natural gas (LNG) market is oversaturated with excess supply and capacity but yet



has been unable to substitute out coal and petroleum. Nuclear energy, a viable hydrocarbon
free alternative, faces fierce opposition in many countries. Bio-fuel subsidies are also
contributors to pricing distortions—notably in encouraging encroachment of forests that

otherwise help in natural carbon capture.

Global energy demand is estimated to grow by 37 percent by 2040 (IEA, 2014 and 2015a).

While energy demand growth in advanced economies is expected to begin tapering off, the
bulk of energy-demand growth will be in EMDEV countries, and estimated to account for

about 95 percent of projected energy consumption in the next 20 years (BP, 2015).

Poor investment choices now due to carbon pricing distortions will lock-in the energy
infrastructure in bad conditions for the foreseeable future, and make the prospect of meeting
climate change goals even more difficult (or impossible). Hence tackling prevalent subsidies to
conventional fossil-fuels, and the creation of a carbon price corridor should be a priority in

policy strategies and COP21 negotiations.

Effective and successful carbon reduction strategies will have to incorporate the following
elements:
=  Reforming energy pricing—reducing fuel and energy subsidies would make
consumption patterns reflect their true cost to the society,
= Improving energy efficiency—such as mandating “green” building codes for all new
and large commercial construction,
=  Fostering the development of effective renewable energy projects—with easier land
availability, grid connectivity, and proper pricing schedules,
=  Changing the modes of transport that will in turn alter the needs profile for the sector,
and
* Incorporating the UN-REDD+ (Reducing Emission from Deforestation and Forest
Degradation) framework, that has already been agreed to in Bonn earlier this year,

into a comprehensive strategy.

There have been additional positive developments recently in the energy space. They include:
= Recent energy shifts, giving renewable sources greater leverage against conventional
and fossil-fuel industries,
= Slump in commodity prices that have forced reforms in fossil-fuel subsidies—notably

in OPEC countries (World Bank, 2015a). There has been growing social and political

acceptance of such pricing reforms when done gradually, systematically, and
transparently; where people see such reforms (which may increase their short-term

fuel prices) as part of a systematic and meaningful process,



= Developments in carbon capture and sequestration (CCS) technologies as a
cost-effective tool to lower net emissions, and the rise of a market for “captured
carbon,” and

= The emergence of more assertive corporate sector, subnational entities, and NGOs in
their participation beyond pursuing energy efficiency. These entities are seeking
greater participation in policies and practices that improve their operating
environment, while simultaneously highlighting the expansion of the corporate social

responsibility envelope.

On the other hand, challenges to energy sector reforms remain. Some of them are:

* Financial institutions such as the multilateral development banks (MDBs) need to
further align themselves and their financial instruments to achieve the synergies in
climate space and energy sector reforms.

= The INDCs focus on country responsibilities perhaps neglects cross-border cooperation
efforts that also need to be incorporated.

= The undiminished demand for conventional fossil-fuels; the use of coal is rising in the
developing countries (except in China). On the supply side, nuclear energy invokes
deep opposition from local communities. Natural gas, while cleaner than coal, is
nonetheless a fossil-fuel.

= The process of large-scale switching of energy supply from coal and oil has yet to
manage the impact of such transition on local communities of those who are employed

1n these sectors.

The U.S.-China (G-2) bilateral commitment pledges have been a boost in the build-up to the
COP21 Summit. Their joint declaration marks the resolution of long-standing differences
between the countries, sets the platform for convergence on some key positions, and
announces their shared vision for (and expectations from) the COP21 conference (The White

House. 2015). This agreement is also a statement of intent that seeks to persuade other

countries to follow their ambitious lead. Such understanding between the two largest emitters
of greenhouse gasses bodes well for the negotiating process in COP21, as long as this
Initiative remains complementary to the global agreement process and does not become an

exclusive arrangement.

China has also announced that it will henceforth prioritize green and renewable energy
sources in its usage mix for its existing grid and reduce transportation emission. It has
pledged $3.1 billion to dedicated climate finance through South-South cooperation. Further, it
has committed to strictly control financing of coal-based energy projects in the rest of the

world, thereby aligning its policies with that of U.S. and other advanced economies.
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Challenges for the Global Economy

< “Two deep forces” (IMF World Economic Outlook April 2015)

1. Legacies of the crises = reduce spending and growth (demand
shortage)

2. Decline of potential output growth

< These are the problems that Japan faced during its stagnation
(lost decade or two?)

< If the demand shortage was the only problem, we would have
seen deflation spiral, not just persistent but mild deflation

< Important to look at the latest attempt to solve the problems in
Japan: Abenomics
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Grading Abenomics

+ By Dale Jorgenson and Koichi Hamada circa December 2013

1. Monetary Policy (2% inflation target and QQ*

2. Fiscal Policy (Short-run stimulus and long-run

idation)
3. Growth Strategy (annually updated growth strateg

% My grades are mostly the same as of 2015.
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With a simple adjustment to remove the impacts of the consumption tax increase in April 2014
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Output Gap (BOJ Estimate)

H
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No credible plan for fiscal consolidation

Consumption tax hike to 8% (from 5%) on April 1, 2014

Increase to 10% was initially planned on October 1, 2015 but
postponed to April 1, 2017

No plan for systematic cut in social welfare benefits

Stated target has been to eliminate the primary deficit by fiscal
2020

But, the latest government simulation (July 2015) suggests this is
Impossible even with persistent real growth higher than 2%

Basic Policies for the Economic and Fiscal Management and
Reform 2015 at least started talking about the necessity of cutting
benefits, but no concrete plans

S&P Japan’s sovereign debt rating to A+ (9/16/2015)
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Growth Strategy

# Main problem of 2013 version was the lack of focus

# Impossible to implement reforms in hundreds of areas: not
enough political capital

m Better to pick three or four priority areas

# Also, many potentially useful ideas have flavor of
industrial policy, which is unlikely to work well in today’s
economy

# Has gown through revisions in 2014 and 2015
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2014 Revision of the Growth Strategy

# 10 Key Reforms

1. Enhancing corporate governance

2. Reforming investment of public and quasi-public funds

3. Accelerating industrial restructuring and venture businesses,
promoting provision of funds for growth

4. Corporate tax reform

5. Promotion of innovation and a robot revolution

6. Enhancing women’s participation and advancement

7. Enable flexible working practices

8. Attracting talent from overseas

9. Growth-oriented agricultural policy

10. Vitalizing the healthcare industry and providing high-quality

healthcare services ) ; n
September 25, 2015 Hoshi: Abenomics

2015 Revision (Abenomics I1)

“Abenomics has shifted from the stage where the focus was primarily placed
on solving the lack of demand with the aim of overcoming deflation to a new
“second stage” where steadfast policies are required to overcome the yoke of
supply constraints due to the decreasing population”

# “aims to put Japan back onto a growth path to become a leading nation in the
world by promoting the following two as the two wheels of a cart”

1. “Realization of Revolution in productivity by investment in the future”
which covers not only equipment innovations but also technologies and
human resources

2. “promotion of Local Abenomics” aimed at reviving a vigorous Japan where
human resources and funds as well as technologies and information to
support them are flowing freely and actively all over and in every corner of
Japan by recovering vigorous workplaces and attractive investment
destinations in local areas
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Includes the focuses in the 2014 revision
but adds a lot more

# Revolution in Productivity by Investment in the Future
m Further enhancement of “growth-oriented” corporate governance (1.
Enhancing corporate governance)

m Creation of innovation ventures (3. Accelerating industrial restructuring
and venture businesses, promoting provision of funds for growth, 5.
Promotion of innovation and a robot revolution)

Challenge to Asian and other growing markets

Challenges for the upcoming change (“The Fourth Industrial Revolution™)
Thorough utilization of IT while ensuring security

Countermeasures to the low birthrate, improvement of labor quality,
promotion of further active social participation of women, elderly, etc. (6.
Enhancing women’s participation and advancement, 7. Enable flexible
working practices, 8. Attracting talent from overseas)

= Reinforcing of human resource capabilities preparing for the time of change:

Integrated reform of employment and education
September 25, 2015 Hoshi: Abenomics 4

Includes the focuses in the 2014 revision
but adds a lot more (continued)

# Promotion of Local Abenomics

m Through strengthening of “earning power” of mid-ranking companies, SMEs
and microenterprises
Revitalization and productivity improvement of service industry

m Establishment of “Proactive Management” in Agriculture, Forestry and
Fisheries (9. Growth-oriented agricultural policy)

m Revitalization and productivity improvement of medical care/nursing
care/healthcare industry (10. Vitalizing the healthcare industry and providing
high-quality healthcare services)

m Rebuilding of tourism industry as the driver of regional economies
Creation of new business by oopening up of public sector market to private
sectors, etc.
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Includes the focuses in the 2014 revision
but adds a lot more (continued)

= Dropped in 2015 (because the reform has been on-going?)
2. Reforming investment of public and quasi-public funds
4. Corporate tax reform

u Overall the revised version seems to have lost the focus again
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Summary

Stagnation of advanced economies after the Global Financial
Crisis
i.  demand shortage in the private sector coming from deleveraging
ii.  decline of potential growth rate that actually started before the crisis
2. Important to look at Japan that faced both of these problems
. Abenomics is a policy mix that tries to tackle both problems
4. Abenomics has had some success in fixing the demand
shortage
5. Important areas that Abenomics needs to step up the efforts

i.  Fiscal consolidation in the long run
ii.  Structural reforms (Third arrow: growth strategy)

September 25, 2015 Hoshi: Abenomics 4
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/Japan Revitalization Strategy (Growth Strategy) 2015

e Priority of Abenomics in the first 2.5 years
> overcome the deflation
> tackle the lack of demand, with three arrows
> corporate tax rate reduction
FY2014 34.62% = FY2016 31.33% and down to the twenties ASAP
Outcome up-to date
A virtuous economic cycle in motion
> corporate profits at its highest level
> wage hikes for the two consecutive years
average wage increase In July 2015 : 2.20%, highest in 17 years
> a sign of recovering consumption
> labor market (supply and demand) tightened,
1million employees has increased in 2.5 years, unemployment rate: 3.4%
> rapid decrease in GDP gaps
Economy expected to overcome the deflation
Investment on upward trend but not sufficient
FY2012 JPY64.9tril = FY2014 JPY69.3tril
2015 by Hideo Suzuki 3

Real Challenge Facing Japan

e Mid-long term constraint of workforce
e Increasing government debt
e Which areas to earn profit for Japanese business

e Necessary to overcome the supply constraints in
order to realize a sustainable growth

e Key to overcome this challenge:
improvement of productivity

e Now is the time for action:
investment of the private sector for the future
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Recommendation by OECD April 2015

e Delay the decreasing trend of workforce
> supporting child care
> encouraging women in to work
> increasing foreign workforce
e Join high level FTAs including TPP
e Improve Business environment in order to enhance
productivity
» enhancing corporate governance
> more flexible labor market
» favorable environment for venture challenge
> support for corporate restructuring
> reducing support for SMEs
> reform of agriculture cooperatives
> creating more efficient and market oriented agriculture industry

2015 by Hideo Suzuki 5

Political calendar and |
Abenomics in its second stage

e PM Abe was reelected as the LDP leader on 8
September 2015 for 3 years

e Approval of national security laws
e The House of Councilors election in July 2016

e PM Abe will focus on economic policy (Abenomics
second stage ) to win the election

e TPP and other Mega-FTAs (EU,RECP,CJK)

e Abenomics in its second stage is prepared focused on
realization of a productivity revolution or “4™ Industrial
revolution” by investment in the future and promotion of
“Local Abenomics”

2015 by Hideo Suzuki 6




Recommendation by the Council of Economics
and Fiscal Policy in September 11, 2015

4 Priority agenda indicated by the Council

® Reuvitalizing household economy and consumption
through improvement of employment and income,
support for child-rearing and increase of birth rate

® Enhancement of potential growth rate through realizing
a productivity revolution by investment in the future and
fostering new key industries

® Creating environment for women, young and elderly
people to work by exercising their capabilities (skills
and career) well

® Attracting money and human resources to local areas
and enhance capability of local communities to create
values
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Challenges to Global Economy
for both US and Japan

e Slow-down of Chinese economy:
possibility of bubble economy and structural problems
e Slow-down of world economic growth
e Low prices of energy and natural resources
( +&- effect on world economy)
e Tapering of QE3
e Presidential election and sharp political divide in the
us

e Can Abenomics in its second stage address long-term
structural reform?

2015 by Hideo Suzuki 8
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Characteristics of Financial Market

1, Bank based financial market

2, Small share of institutional investors
(Insurance and Pension funds)

- Lack of long term investors

3, Access to finance is limited in certain countries

Utilize post office and internet banking

4, Money lenders charge very high interest rate

5, Small share of mutual funds

6, Lack of venture capital

7, Huge Needs for Infrastructure Investment




India’s characteristic of Savings
Strong preference on gold and jeweries

Domestic Savings = does not circulate

Lack of domestic investment

Lack of finance for infrastructure investment
Financial Education for investment

Chinese: Strong Preference of Stocks

Investments in real estate and stocks by
individual investors

Financial Inclusion in India (Use of Post Office)

) Minist Government

Postal Savings ”g? ry Banks
Pension Funds Finance Loan to SME
Infrastructure

Private Bank
Postal —
) — Private Insurance
Savings
Easy Access overnment
Bond Government
=P Increase |™= Expenditures
Domestic
holdings
Postal

Savings




Financial Education in Schools
1, Primary School, Postal Savings by children
Each month students put some money,
At the end of the 6" year > huge amount
2, Secondary School and High School
taught in the courses of “Civics, Home-economics’
3, Financial education in Japan’s primary school
is taught at “Home making courses”.
Lack of expertise in school
4, Retiree from financial institutions could teach
financial economics to students.
Video lectures 8

’




Financial Education Promotion Council
What kind of subjects and items should be taught

at each level of school education ?

Chair Person, Naoyuki YOSHINO
Central Bank of Japan
Financial Services Agency (FSA)
Ministry of Education
Consumer Protection Agency (Government of Japan)
Bankers Association of Japan
Securities Dealers Association
Insurance Association
Trust Bank Association
Investment Trust Association
Financial Planners Association

10




Chinese Exchange Rate (RMB) Fluctuations

Period 1 - Period 2 - Period 3 - Period 4 -
85 2003M1-2005M6 2005M7-2008M6 2008M7-2010M5 2010M6-2012M5
. 1 I
|
1 | 1
1 I
I I 1
8.0 1 I 1
1 I 1
1 | 1
1 I ]
! 1
[}
75 1 1 1
1 1 1
| 1 1
1 \ 1
! 1 1
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! 1
1 1 1
1 1 1
6.5 1 1 I
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1
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Sources: IMF IFS.

11




13

Quantitative analysis

* Cumulative losses : To=0, T:=18, & T.=18

14




Policy Implications

1, For a country like China, gradually adjusting to a basket peg
regime is superior to the other proposed transition policies.

- Advantage : it can minimize the negative influence of both
interest rates and exchange rates on output

2,A sudden shift to a basket peg is the second best solution, and is
superior to a sudden shift to floating.

- Drawback : a lack of control over the negative influence of
interest rates and exchange rates during the shift.

- Advantage : it can still assign optimal weights to currencies to
stabilize output fluctuations once it has adopted a basket peg regime.

15

1 Chinese Exchange Rate (RMB)

Dollar Peg = Imbalance in Current Account
Stability of Employment

Central Bank Private banks
USS |RMB Reserves |Deposits
Euro [(Cash) Loans

Gov.Bonds |(Reserves)

2, Bubble
Bank loans to real estate and housing

16
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RMB Money Supply in China and Exchange Rate

1, Export driven recovery
depreciation of RMB
2, Domestic Demand lead recovery

middle income class 2 Consumption
3, Local government relies on property tax

higher real estate prices are welcome

4, Shanghai stock crush

Professional investors left the market
Individual investors kept on putting money

stock price keeping operation




Motivation

Sources: IMF IFS. 20




Transition Policies

21

Transition Policies (cont.)

22




Quantitative analysis

(1) Malaysia
Policy (1) Policy (2) Policy (3) Policy (4) Policy (5) Policy (6)

Stable regime Dollar peg Basket peg Basket peg Basket peg Floating Floating
Adjustment - Gradual ~ Sudden Sudden Sudden  Sudden
Basket weight 1.00 0.40 0.54 0.45 - -
Cumulative loss (%) 17.51 17.35 17.46 17.46 24.31 25.93

Sources: Authors’ calculations

(2) Singapore
Policy (1) Policy (2) Policy (3) Policy (4) Policy (5) Policy (6)
Stable regime Dollar peg Basket peg Basket peg Basket peg Floating Floating
Adjustment - Gradual ~ Sudden Sudden Sudden  Sudden
Basket weight 1.00 0.67 0.9 0.85 - -
Cumulative loss (%) 45.60 45.56 45.64 45.61 60.51 64.18

Sources: Authors’ calculations

Huge Infrastructure Needs and Its Finance

Government
. <— Tax
Finance
Sl N E @l <— Postal
Infrastructure Savings
Investment Private Investors

& & &
< < <

(Pension Funds
\\ and Insurance)
“—— Overseas’

Investors




Large Projects by Professional Investors
Pension Funds
Insurance companies
Mutual Funds
Community Type Infrastructure
- Hometown Investment Trust Funds
Wind power Generator Funds
Japanese Wine Fund
Local Airport
Agricultural Farmers’ Fund 2

Economic Effect of Infrastructure Investment
Regional Disparities (Manufacturing Industry)

26




Effectiveness of Public

Investment

- “Private capital/Public capital ratio” to “Marginal productivity of Public capital” -

Secondary Industry (Industrial Sector)

0.4
Southern Kanto
o] . Tokai
£ -
IS
O 0.3
L L
5 Kinki
> | |
a
i)
> B Chugoku
:g 0.2 .
S Northerr] Kanto
e]
o
o Shikoku 5 mNorthern Kyushu
©
c 01
= m Hokuriku
(] Hokkaido
= = a Tohoku
| |
Southern Kyushu
0 Il
0 0.2 0.4 0.6 0.8 1 1.2 14 1.6
Private Capital / Public Capital
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(C) 2014 Yoshino & Nakahigashi

Thailand (Effectiveness of Infrastructure)

Private Public
capital capital Direct Indirect effect
effect Capital Labor
Agricu Itu e, forest, hunting and fishing
1971-1980 0.971 0.778 0.086 0.618 0.074
1981-1990 0.912 0.516 0.107 0.323 0.087
1991-2000 0.859 0.101 0.068 -0.059 0.092
2001-2012 0.814 -0.185 0.018 -0.293 0.090
Manufacturing
1971-1980 0.710 0.526 0.191 0.111 0.224
1981-1990 0.623 0.426 0.163 -0.004 0.266
1991-2000 0.554 0.409 0.135 0.190 0.083
2001-2012 0.631 0.902 0.173 1.081 -0.351

0




Case Study: Southern Tagalog
Arterial Road (STAR) , Philippineses

* The Southern Tagalog
Arterial Road (STAR)
project in Batangas
province, Philippines
(south of Metro Manila) is
a modified Built-Operate-
Transfer (BOT) project.

* The 41.9 km STAR
tollway was built to
improve road linkage
between Metro Manila
and Batangas City,
provide easy access to
the Batangas
International Port, and
thereby accelerate
industrial development in
Batangas and nearby
provinces.

29
Method: Difference-in-Difference
(DiD) Analysis
Outcome =a + 3,D + ZHZ {DxT + ¢
where: D =1 (Treatment group) T= Treatment period
D = 0 (Control group) \
\
\
\
\
' = Treatment Effe
Assumption
Pre- Post

30




Difference-in-Difference Regression: Spillover

@ o] ©)] @) (5) (6) U] (8)
Property Property Business Business Regulatory Regulatory  User User
tax tax tax tax fees fees charge charge
TreatmentD  1.55535 0.736 1.067 0.438 1.372 0.924 0.990  0.364
(1.263)  (0.874) —(-346) G40A— —-32)———(1-846)— (1.095) (1.028)
TreatmentD  0.421** -0.083 | 1.189%*  0.991** 0.248%+* -0.019 0.408** -0.010

xPeriods,  (0.150)  (0.301) | (0.391)  (0.450) | (0.084) (0.248) | (0.132) (0.250)
TreatmentD 0447+ 0574 | 1264 1502+ | 0.449% 05155 | 0317 0434
x Periody;  (0.160)  (0.118) | (0.415)  (0.542) | (0.142) 0.169) | (0.164) (0.167)

%%
T'eatTemD 0dg7e  OSTO™ | pages  1a1ee | 0604% 0642 | 0350  0.422

perog, (0128 ©223) | “0417) (0482 | (0.183) 0.181) | (0.271) (0.158)

Treatment D
X
Period,.y
Treatment D
X
Period,.,
Treatment D
X

1.204% 0387 | 2256 1779 | 1.318* 0.838* | 0959  0.197
(0.674)  (0.728) | (0.957)  (0.470) | (0.649) (0.448) | (0.714) (0.560)

1.163* 0336 | 2.226%  1.804% | 1.482% 1.044% | 0941  0.247
(0.645)  (0.594) | (0.971)  (0.531) | (0.634) (0.413) | (0.704) (0.531)

1702* 0450 | 2.785%  2.070%* | 1901+  1.238 | 1.732%* 0676
(0.980)  (0.578) | (1.081)  (0.544) | (0.630) 0.369) | (0.598) (0.515)

Period,.3
Treatment D
x 2.573%* 1.100 3.428**  2.560*** 2.288** 1.509%** | 2.030***  0.787
Periody., (0.900) (0.758) (0.928) (0.350) (0.563) (0.452) (0.607) (0.745)
forward
Construction 2.283* 1.577 1.207 1.942*
(1.172) (1.196) (0.855) (1.028)
Constant 14.69%** -2.499 14.18*** 2.230 13.66*** 4.597 13.08**  -1.612
(0.408) (8.839) (0.991) (9.094) (0.879) (6.566) (0.649) (7.84)
80 73 79 73 80 73 7 73
R’ 0.29 0.41 0.37 0.44 0.43 0.50 0.26 0.39
Clustered standard errors, corrected for small number of clusters; * Significant at 10%. ** Significant at 5%. *** Significant at 1%.
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The Southern Tagalog Arterial Road (STAR)
1. Philippines, Manila
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Uzbekistan: Railway

33

Regions

Non-
affected
group
Affected
Group

Out Pre-

come railway
period

GDP 8.3

growth

rate

GDP 7.2

growth

rate
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Post- Diffe
railway rence
period

8.5 0.2
9.4 2.2




Qinghai-Tibet Railway Map

35

Tibet Railway




Source 55 df M5 Humber of obs = 72
Fl &, g5) = 7.73
Model 8.28173613 & 1.380283935 Procb > F = 0D.0000
Residual 11. 6075258 65 178577382 B-sguared = D.4164
247 B-sguzsred = 0.3625
Total 153.8852655 71 .Z280130506 Foot MSE = 42258
differencel Coef. Std. Err. t Ex|t] [95% Conf. Interwvall
govspendingl .0118414 .0D28554 4.15 0.000 .006138% .017544
populationl .0034233 .001361e 2.51 0.014 .000704 .0061426
populationd —-.0i02002 .0037357 -2.6%9 0.00% -.0177808 —-.00261%6
govapendingl -.0206841 .D055783 -3.71 0.000 -.0318248 -.0055435
Dummy .0524005 .20%7625 0.44 0.861 -.3265242 .5113252
Dummy 2 .061252 .153704% 0.32 0.753 -.3256034 4481074
_cons .4584231 .2045091 2.44 0.018 .0833961 .906862
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Japanese Bullet Train
Kyushu Shinkansen

38




Japanese Bullet Train
Estimation results by group of prefectures

Group 3 Group 5 Group 7 Group Con.
> 200000 Difference-in-difference coefficients o 300000 Difference-in-difference coefficients estimated
5 across periods [ year by year
5 150000 g 250000
S 100000 - = 200000
- : / 150000
—
0 —————
50000 - 100000
During During 1st During 2 50000
Construction Phase of Phase of
Period Operation Operation 0
[1991-2003] [2004-2010] [2011-2013] Y2011 Y2012 Y2013
—e— Total Tax 96603 64067 164541 = Total Tax 268644 270262 253343
—=— Personal Income Tax 25723 -19033 42035 = Personal Income Tax 75582 80472 69234
—— Corporate Tax 10350 4772 72330 = Corporate Tax 92720 89082 76302
---=- Other Taxes 60529 87872 50176 Other Taxes 100341 100707 107805

Note: Numbers for tax revenue amount adjusted for CPI with base year 1982. Pre-shinkansen construction period covers years from 1982 to 1990. Non-affected groups include rest of the prefectures
Treated groups: Group 2: Kagoshima, Kumamoto
Group 3: Kagoshima, Kumamoto, Fukuoka
Group 5: Kagoshima, Kumamoto, Fukuoka, Oita, Miyazaki

Group 7: Kagoshima, Kumamoto, Fukuoka, Oita, Miyazaki, Saga, Nagasaki
Group Con.: Kagoshima, Kumamoto, Fukuoka, Yamaguchi, Hiroshima, Okayama, Hyogo, Osaka

39

Impact of Kyushu Shinkansen Rail on
CORPORATE TAX revenue during 2@ PHASE OF OPERATION period
{2011-2013}, mIn. JPY (adjusted for CPI, base 1982)

111 11 1 11 1 11 119 1 1 1 1 1 2 2 2 2 2 2 2 2 2 2 2 2 2
9 9 9 9 9 9 9 9 9 9 9 99% 9 9 9 9 9 0 0 00 00 00 0O OGO 0O
8 8 8 8 8 8 8 8 9 9 9 9 9 99 9 9000 0000000 1 1 1 1
2 3 45 6 7 8 9 0 1 2 3 5 6 7 8 9 0 1 2 34 5 6 7 8 9 0 1 2 3
COMPOSITION OF
GROUPS
Variable Regression 1 Regression 2 Regression 3 Regression 4 Regression 5 Group2 Group5
Treatment2 72330.012** Kagoshima ~ Kagoshima
[2.2] Kumamoto  Kumamoto
Number of tax Fukuoka
payers 5.5277056*** 5.5585431*+* 5.558603*** 5.5706545*+* 5.9640287*+* Group3 Oita
[3.13] [3.14] [3.14] [3.14] B oshima  Mivazaki
Treatment3 104664.34* goshima — Myazal
Kumamoto
[2] —rs
Treatments 82729673 R
2
Treatment? 80998.365* GroupCon
[2.34] Group? Kagoshima
TreatmentCon 179632 .
[L58] Kagoshima  Kumamoto
Constant 56813398%  573747.28% 57424587  5T686756%  6d213agre  Kumamolo  Fukuoka
[2.07] [2.08] [2.08] [2.09] (2] [RRUCaOsaka
Oita Hyogo
N 611 611 611 611 611  Miyazaki Okayama
R2 0.350653 0.352058 0.352144 0.352874 0.364088  Saga Hiroshima
F 5.062509 5.486197 5.351791 5.431088 16.55518  Nagasaki Yamaguchi
Note: Treatment2 = Time Dummy {1991-2003} x Group2. etc. t-values are in é)aremhesis. Legend: * p<.1; * p<.05; *** p<.01.
Clustering standard errors are used, allowing for heteroscedasticity and arbitrary autocorrelation within a prefecture,
but treating the errors as uncorrelated across prefectures 40




- No Efforts Efforts to improve

(50, r (50, ar)
Operating Company Investors  Operating Company Investors

Efforts to (100, 1) (100,  ar)
improve Operating Company Investors  Operating Company Investors

Risks Associated with Infrastructure

1. Risk sharing between private and public
Various Risks (political risk, operational risk,
demand risk, ex-post risk, maintenance risk,
earthquakes, natural disaster risk)
2. too much reliance on overseas’ money
—> future burden for the country
— Increase domestic savings
3, bankable projects or not ?
4, long term investment

42




Access to Finance by SMEs and

Large Firms in Jaean
|

43

Barriers for SMEs in Accessing Financial

Institutions
. r ]

Source: ADB-OECD study on enhancing financial accessibility for SMEs: Lessons from recent crises.
Mandaluyong City, Philippines: Asian Development Bank, 2013
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Examined Variable

Cluster analysis:
the average linkage method

Dendogram Using Average Linkage




Factor Loadings of Financial Variables
after Direct Oblimin Rotation

Credit Rating of SMEs using Asian Data

(i) Sales

(ii) Assets

(iii) Liquidity (Cash)
(iv) Total Debt

48




Grouping Based on Principal Component
(Z1-Z2) and Cluster Analysis

1-
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Hometown Investment
Trust Funds

A Stable Way to Supply Risk Capital

Yoshino, Naoyuki; Kaji Sahoko (Eds.)
2013, 1X, 98 p. 41 illus.,20 illus. in color

Available Formats:

ebook ]
Hardcover ~ Japan, Cambodia
Springer Vietnam, Peru
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Bank-based SME financing and regional financing to
riskier borrowers

1. Bank Loans to relatively safer borrower
2. Hometown Investment Trust Funds/

E-Finance, Internet financing

Investment
Trust
Funds

Riskier
Borrowers

51

Investment in SMEs and start up businesses

52




Number of Households’ Default in Japan

50
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Full picture of Users, money lenders and market, surrounding the consumer credit

Hardships of Spendthrif Healthy

; Entry method (Registration
life t borMeW&HSterm bridge systh) (Reg
finance (Such as introducing paper test)

New enterprises
Credit information
Money
agency
lenders
* Business
improvement
trengt
» On-site inspection
* Submitting career
D s

User
(borrower)

_ _ _~~"Conduct Control Maximum
Public assistance, interest rate

pre-counseling

(Municipal
consultation e
counter) <Consultation counte report
Ex-post counseling
r AY
\
29.2% p5----- A
Financial economy education ‘ N
20% p----------2

Consumer education

vy

To black market?
(Tightening penalties to loan sharks)

New Law — Microcredit Regulation
hotline from Consumers (FSA)

1, Total Amount of Borrowing < 1/3 of Income
2, Ceiling Interest Rate = 20%

more than 96% =2 29% =2 20%
3, Borrowers Information

Aggregated total individual borrowings
4, Paper examination to be a money lender
5, Minimum capital requirement
6, Set up of Self regulatory organization
7, Consumer hotline

(FSA, Money lenders association)




Commissions and Fees of Distributors

N
Necessity for Review of Asset Management Fees

Sales of Financial Products

Source: Yoshino (2013) 57

o0 Gross return et return Sales Trust
on of Charges Remunerati
. investment Investors
No transaction _
. = T + G
during the
oeriod 10.70 2.45

Switching funds
every 2.9 years

3.29 9.86

every 2.5 years 1.33 11.82

Switching funds - = T + T

Switching funds = s + T

every 2.0 years ~0.96 13.41
Period 2000.1 ~
2013.12




Purpose of holding mutual funds (survey 2014)
USA (i) 91% Retirement

(i1) 49% Reduce taxable income

(iii) 49% Emergency
Japan (i) 36.7% No specific reason,

Recommended by retailers
(i1) 30.4% Prepare for after retirement
(i1i) 17.7% Asset Diversification

Period of holding mutual funds

(Survey USA2004, JPN2014)
USA 42% Longer than 10years

27% 6 to 10 years

27% 1 to b5 years
Japan  40.7% No specific period

21.0% 3 years— 5 years

14.8% 2 years— 3 years
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PAST EVENT
=l US - Japan Forum: Uncertain Prospects and Policy
Challenges for the Global Economy

Summary

Seven years after the 2008 financial crisis, the global economy remains mired in sluggish and uneven growth and
subject to continued volatility in financial markets. According to the International Monetary Fund, global growth
declined in the first half of 2015 compared to the second half of 2014—reflecting a further slowdown in emerging
markets and a weak recovery in advanced economies. World trade growth has sharply decelerated, reflecting weak
global demand and lack of progress on trade liberalization. Financial conditions remain easy in most advanced
economies but have tightened in emerging markets. Prospects for short- and long-term growth remain uncertain
because of a number of risks. These include risks posed by growth transition in China, capital flow reversals and
funding challenges linked to potential interest rate hikes and dollar appreciation, and volatility in commodity prices.
Boosting actual and potential growth is a key challenge for both advanced and emerging economies. This task will
require raising investment from its present low levels and, in turn, calls for domestic structural reform and an
environment conducive for trade and foreign investment. Addressing persistent low employment and growing
inequality is a shared challenge for many economies. In order to ensure the sustainability of growth, it will be crucial
to have climate impact and resilience reflect more clearly in growth strategies and in policies for energy
development.

On September 25, 2012, the Japan Economic Foundation and the Global Economy and Development Program at the
Brookings Institution jointly hosted a conference to discuss the prospects and policy challenges faced by the global
economy, and in particular by Japan and the United States. The event participants included former senior officials of
the Japanese government; senior officials of the World Bank, the IMF, and the Federal Reserve; noted academics in
Japan and the United States; heads of Japanese corporations based in the United States; the chairman of the Japan
Economic Foundation; and fellows of the Brookings Institution and other think tanks in Washington, D.C.

Details

September 25, 2015
9:00 AM - 5:30 PM EDT

Brookings Institution
Stein Room

1775 Massachusetts Avenue NW

FOR MORE INFORMATION
Brookings Office of Communications

events@brookings. edu
202.797.6105



The Japan Economic Foundation (JEF) was established in July 1981 to deepen
understanding between Japan and other countries through activities aimed at promoting
economic and technological exchange. With this goal in mind, JEF engages in a broad
range of activities such as providing information about Japan and arranging venues for the
exchange of ideas among opinion leaders from many countries in such fields as industry,
government, academia and politics in order to build bridges for international
communication and to break down the barriers that make mutual understanding difficult.
URL: http://www.jef.or.jp

The Brookings Institution is a nonprofit public policy organization based in Washington,
DC. Our mission is to conduct high-quality, independent research and, based on that

research, to provide innovative, practical recommendations that advance three broad goals:

e Strengthen American democracy;
e TFoster the economic and social welfare, security and opportunity of all Americans; and

e Secure a more open, safe, prosperous and cooperative international system.

Brookings is proud to be consistently ranked as the most influential, most quoted and most

trusted think tank.

http:/ /www.brookings.edu/
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