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OPENING REMARKS

· Ambassador Alan Larson, Under Secretary of State, Department of State

· Pointed out that giving advice to Japan on what to do to revive its economy has become a “cottage industry,” but that one new idea, to have foreign investors “show the way,” is constructive.

· Applauded the increase in FDI, but pointed out that it is still tiny in comparison with the U.S.

· Stated that foreign investors can help to transfer new practices for corporate governance and transparency.

· Said that despite the significant presence of foreign firms in such areas as the retail, automobile, and financial sectors, Japan still has “access barriers.”

· Asserted that regulatory reforms will help both foreign and domestic firms.

· Promised that the issues raised in the symposium will be brought to the attention of both President Bush and incoming Prime Minister Koizumi.

· Mr. Hidehiro Konno, Vice Minister for International Affairs, Ministry of Economy, Trade and Industry (METI)

· Stressed that Japan welcomes FDI to promote structural reform.

· Asserted that Japan’s business climate is undergoing a profound change.

· Declared that the Government of Japan is committed to reform.

· Said there is a consensus in Japan for reforms to promote effective capital markets (to replace the “main-bank” system) and changes in corporate governance and management.

· Stated that current changes in Japan provide exciting opportunities for foreign investors, resulting in a large increase in FDI.

· Acknowledged that reform initiatives still have far to go, particularly with respect to such crucial areas as the problem of non-performing loans.

· Observed that policymakers need input from investors and businesses.

KEYNOTE SPEECHES

· Mr. C. Michael Armstrong, Chairperson and CEO, AT&T

· Noted that AT&T (through Western Electric) was the first foreign firm to establish a joint venture in Japan, creating what is now NEC

· Stated that the traditional methods to stimulate the economy, namely through fiscal stimulus and devaluing the yen, are ineffective and infeasible.

· Suggested three areas of focus to revive Japan’s economy:

1) Encourage consumers to move savings into equity market

2) Continue efforts to promote restructuring and deregulation

3) Encourage increased FDI

· Noted that Japan’s FDI has been growing, but remarked that the amounts are still small in comparison with the U.S.  Quoted Michael Porter as saying that Japan’s system must change to foster greater FDI.

· Noted regulatory progress in the areas of accounting practices and corporate governance, but stated it is now up to the corporate sector to implement these changes.

· Noted the importance of outside directors to effective corporate management, and explained the strong role outside directors play at AT&T.

· Stated that Japan has reached an “inflection point” at which radical changes are required, and that Japan’s future prosperity depends on its ability to change.

· Mr. Minoru Makihara, Chairperson, Mitsubishi Corporation
· Also noted that the increase in FDI is on a very small base.

· Reviewed some of the significant regulatory reforms over the past several years and noted some of the high-profile foreign investments that followed these reforms.

· Noted, however, that, of 366 deregulation proposals from Keidanren, only 50 have been fully implemented, 85 have been partially implemented, and the remaining 231 were untouched.

· Stated that Japan is changing in a number of ways:

1) Corporations are developing a new model of corporate governance.

2) The labor market is becoming much more mobile and flexible.

3) Japan’s political leaders now recognize the need for change.

· Expressed optimism regarding Japan and its ability to attract FDI, noting the size of Japan’s market, the quality of its labor force, and its position within a dynamic regional market in Asia.  Cited a series of specific positive changes in Japan’s investment climate: it is now easier for foreign firms to hire quality staff, real estate prices are now very low, the yen is undervalued, and Japanese corporations are now open to foreign investment, making it a very opportune time for foreigners to invest in Japan

PANEL 1: CORPORATE GOVERNANCE AND TRANSPARENCY

· Mr. Arthur Mitchell, Partner, Coudert Brothers, Attorneys at Law (moderator)

Opened by stating that while it is clear that Japan will change, there are a number of questions about the rate and nature of the change.  Where do we stand in the process?   What obstacles are there, and where will the next obstacles appear?  How will regulatory changes affect economic behavior?  When will we see results?

· Mr. Yoshinobu Nisaka, Deputy Director General, Ministry of Economy, Trade and Industry (METI)

Presented an overview of the Government of Japan’s efforts to promote better corporate governance and transparency, highlighting the following areas: the adoption of international accounting standards, measures aimed at improving corporate management (such as requiring an outside director, the use of information technology to distribute company information, and the use of stock options), and efforts to improve the transparency of administrative procedures (such as employing no-action letters).  He also presented an overview of FDI trends, and said that the increased competition resulting from FDI will be good for Japanese corporations.

· Mr. Toshiyuki Ohto, Counselor, Financial Service Agency (FSA)

Summarized developments in the following areas: accounting standards, including international efforts to harmonize accounting standards; auditing; and disclosure, including the development of “EDIN,” the electronic disclosure network.

· Mr. Masamitsu Shiseki, Counselor, Ministry of Justice (MOJ)

Summarized the various revisions adopted to the Commercial Code and their impact on bankruptcies, capital markets transactions, and corporate governance.  He also highlighted the three major revisions being proposed: the mandatory appointment of at least one outside director in large companies, a proposal he said the Keidanren opposed; an alternative corporate governance system (based on the U.S. model) in which corporations would not be required to have statutory auditors; and the use of electronic media for corporate notices and other communications.

· Mr. Yoshinobu Nisaka, Deputy Director General, Ministry of Economy, Trade and Industry (METI)

Summarized developments relating to the use of stock options, and presented an overview of the process of deregulation in recent years, highlighting the Big Bang financial sector reforms and the liberalization of the telecommunications industry.

· Mr. Robert Grondine, Partner, White & Case, President, ACCJ

In spite of conventional wisdom, Japan’s market is open, he said.  As evidence, he mentioned the following points:  

· M&A, which was not really an option five years ago, is now the predominant method of market entry.  

· Foreign companies now are among the most favored employers.  He mentioned a recent ranking showing that three U.S. firms – Citibank, Microsoft and Yahoo – were among the top 10 most popular employers.  This development makes market entry simpler.

· Introduction of no-action letter and international accounting standards are resulting in a great improvement in transparency.

For green-field start-ups as well, the process is much simpler and streamlined, he said, noting that:

· Government is more proactive.

· While Japan hasn’t offered tax incentives, this is starting to change.  Some regional incentives are starting to emerge – for example, in Osaka.

At the same time, he pointed to a number of areas where, while changes are being made, further improvement is needed.  Many are related to Commercial Code reform. Specifically, he mentioned:

· Corporate governance needs to be strengthened.

· Although stock option regulations are being liberalized, equal treatment is needed for stock options issued by foreign companies.

· Stock swap provisions, which now only apply to domestic transactions, also need to be made applicable on an international basis.

· The number of lawyers as well as accountants needs to be increased.  Standards have been raised, he said, but now the level of practice also needs to be raised.

· Mr. Hidefumi Yamagami, Chief Economist, Research Dept, Tokyo-Mitsubishi Bank
Mr. Yamagami outlined some of the factors contributing to the growth of inbound FDI, including lower land prices (which lead to lower costs), streamlined regulations, and two factors which make it easier to buy companies: the weakening of cross-holding and changing attitudes toward M&A.  While the cost of doing business in Japan has moderated, he noted that significant cost differentials remain between Japan and other leading countries.  Moreover, survey data cited by Mr. Yamagami indicated that more needs to be done in such areas as promoting transparency and international accounting standards. 

DISCUSSION HIGHLIGHTS (PANEL 1)

New political leadership

Mr. Nisaka observed that since Mr. Koizumi favors economic structural reform, it is expected that he will be active in this area.  He also stressed that there is support within the government ministries for reform.  Mr. Grondine said that the kind of cabinet Mr. Koizumi selects will be an indication of what kind of leader he will be.  He noted that the LDP members voted for change and that the public also favors Mr. Koizumi as a perceived new leader and reformer.  Hopefully, he added, the bureaucrats will also do the same.

Administrative guidance

Panel moderator Mitchell asked whether administrative guidance, which often has been identified with a lack of transparency, is still in effect. Mr. Nisaka responded that while officials still meet with representatives of companies, as in the past, the question is whether they express themselves clearly or leave matters ambiguous.  If an official writes his opinion down on paper, this is definitive and he takes responsibility for it.  Changes of this kind take time, Mr. Grondine said, adding that the no action letter and the notice and comment period are significant steps.   He said that he appreciates the FSA’s initiative, but it needs to be applied across the board.  This would make it easier for domestic as well as international companies.

Public comment and no action letter

Mr. Grondine said the proposed guidelines call for 30 days for comment for all ministries and agencies.  In explaining why a longer period would be more ideal for foreign companies, he pointed out that the infrastructure for assisting companies is lacking in Japan, where there are still few professional advisers.  On no-action letter, he said that ACCJ would like to see this reform extended to all ministries and agencies.

Stock options

On relaxation of regulations on stock options, Mr. Nisaka said that a bill is being worked on for submission to the Diet.  Although eligibility would be extended beyond board members, there would still be a limit in regard to the percentage being distributed.    Regarding the warrant method mentioned by Mr. Nisaka, Mr. Grondine said this is a very expensive way of creating stock options for global employees and that it is more efficient to use stock options.  He added that he sees this as a matter of disclosure and shareholder prerogative, and noted that the ACCJ has favored removal of all restrictions on stock options.

Tax changes

On the importance of tax changes, Mr. Grondine observed that the foreign business community is watching carefully for the long-delayed consolidated taxation system, which has been promised for 2002   He added that registration taxes in Japan are high on a global basis and tend to inhibit transactions.  And he pointed out that, while not taxed domestically, stock swaps are taxed on a cross-border basis.  Finally, he stressed the importance of equal tax treatment for employee stock options, which are widely used by U.S. companies.

Time-frame for cross-border transactions

· Responding to a question from Rick Templeton from the investment bank Hilbert, Peers & Young, Mr. Grondine said that although it depends on the nature of the deal, completing cross-border transactions in Japan takes about twice as long as in the U.S. and Europe.  The reason, he explained, had to do with the difficulty of valuation and the lack of availability of qualified legal and financial advisers.

Movement of assets from savings to markets

Mr. Grondine noted (responding again to Mr. Templeton) that although the Postal Savings System has been quite successful in retaining its customers’ assets, the older part of Japan’s population, which holds the great bulk of private assets, is very interested in obtaining higher yields.  Effective new investment products are in demand, he said, providing a great opportunity for foreign financial institutions.

Outside directors 

Clarifying Keidanren’s position, Mr. Makihara pointed out that, as a matter of priority, the issue of shareholder liability needs to be addressed before widespread introduction of outside directors.  Acknowledging that it is a complex issue, Mr. Grondine said that the ACCJ is encouraged with progress in the area of corporate governance.  On the proposal that all large companies would have to appoint at least one outside director, he pointed out that only 3,000 of the 10,000 large companies in Japan are publicly listed – which in the U.S. (and other countries) is the criterion for requiring outside directors.  From the ACCJ viewpoint, it seems unnecessary to impose this requirement on 100%-owned foreign affiliates.

PANEL 2: CORPORATE REVITALIZATION AND RESTRUCTURING

· Mr. Richard Katz, Senior Editor, Oriental Economist (moderator)

Said that the development of the M&A market is crucial for continued FDI, and that structural reform, which is aimed at freeing up corporate assets and creating an investor-driven market in corporate assets, is really a process comprised of hundreds of very technical regulatory changes.

· Mr. Yoshinobu Nisaka Deputy Director General, Ministry of Economy, Trade and Industry (METI)
Provided an overall outline of the session, summarizing the objectives of regulatory changes in corporate organization, bankruptcy, asset securitization, and the labor market.

· Mr. Masamitsu Shiseki, Counselor, Ministry of Justice (MOJ)
Reviewed three key phases of regulatory developments affecting corporate organization: the simplification of merger procedures; stock transfers for mergers and acquisitions; and the new framework for corporate divestitures.  He then reviewed three key developments in bankruptcy laws affecting corporate rehabilitations (similar to Chapter 11 in the U.S.), personal bankruptcies (similar to Chapter 13 in the U.S.), and international bankruptcies.

· Ms. Noriko Iki, Director, Business Guidance Department, Employment,                                                     Security Bureau Union, Ministry of Health, Labor and Welfare (MHLW)

Reviewed the key initiatives designed to promote a more fluid labor market: 1) the liberalization of worker dispatching regulations; 2) the development of the “Hello Work” Internet-based job bank; 3) human resource development measures, such as worker training in information technology; 4) the clarification of procedures affecting employees in corporate reorganizations or divestitures; and 5) the development of new laws to promote prompt settlement of labor-management disputes.

· Mr. Hideyuki Suzuki, General Manager, Planning and Development Department of the Japanese Pension Fund Association and Ministry of Health, Labor and Welfare

Gave an overview of recent changes in corporate and national pension plans, and summarized the provisions of a proposed law to develop a defined contribution pension system.  He said that it was unclear exactly when lawmakers would address the defined contribution pension proposals.

· Mr. Kiyoto Ido, Minister-Counselor, Japanese Embassy (MOF)

Summarized the key regulatory developments affecting the financial markets, namely the package of reforms known as “Big Bang,” and noted that, as a result of the reforms, the financial sector has attracted more FDI than any other sector.  He also summarized some of the key reforms in the tax system, such as lowering the corporate income tax rate and the proposal to shift to a consolidated corporate tax system.

· Mr. Bowman Cutter, Managing Director, Warburg Pincus
Mr. Cutter focused on private equity investment, the area where his company is active.  Unlike strategic investment, which constitutes 80% of FDI flow into Japan, he explained, private equity investment has an exclusively financial orientation.  Accordingly, issues like exit strategy, financial structuring and costs, and corporate governance are very important.  While noting the “vast improvement” in the response and help from the Japanese authorities in comparison with 15 to 18 years ago, Mr. Cutter enumerated some problems venture capital firms like his now face.  First was the small supply of potential deals.  He attributed this to the fact that most major companies have still not yet decided to restructure and that there remain tax disincentives to doing so.  Second, he said the Japanese authorities’ lack of familiarity with structuring issues as well as complex existing rules make it difficult to structure investments so as to protect the investor.  In addition, he asserted, this “impairs the capacity to put clear governance in place.”     

DISCUSSION HIGHLIGHTS (PANEL 2)
Cross-shareholding

Responding to the moderator’s question about whether the majority of shareholders will be stable or non-stable in five years’ time, Mr. Ido asserted that the increased emphasis on profitability will inevitably lead to a decrease in cross holding.  Mr. Yamagami agreed with this view but stressed that Postal Savings reform is essential and new investment instruments need to be created in order to attract private investors.  He acknowledged that companies are now courting individual investors, a development that has led to management changes.  Mr. Cutter pointed to two problems resulting from cross holding: first, it makes it difficult to know where the bottom of the market is; and second, it inhibits good corporate governance.  He asserted that a cross holding rate of more than 10 to 15% would constitute a serious barrier to both strategic and private equity investment and expressed skepticism about the prospects for significant progress in this area in the next five years.

Pension funds issues

Mr. Katz observed that pension fund reforms are not only important for labor mobility but also can facilitate the shift of assets to capital markets.  When Mr. Shiseki pointed out that the new systems will, for the first time, allow pension holders to take risks, Mr. Katz then asked whether Japanese workers will want pension plans with increased risk.  Ms. Iki said she believed some workers are not afraid of risk but added that Rengo, the largest trade union, doesn’t support this kind of drastic change. Mr. Shiseki raised questions about the performance of 401k-type plans, expressing the opinion that defined contribution plans have tended to yield returns 2% lower than defined benefit plans.  Commenting on this point, Mr. Grondine said that 401k-type plans offer the possibility of hedging – or diversifying -- risk, which is not the case with current defined benefit plans. Moreover, Mr. Cutter pointed out that 401k plans that mirror specific defined benefit models are now available in the U.S.

Stock options and IT    

In response to a question from the moderator, Mr. Cutter emphasized the importance of making stock options available to consultants, who tend to play a particularly important role in venture businesses.  In the U.S., he noted, as many as 45% of all IT workers are self-employed. The ideal approach for Japan, he suggested, would be to place as few obstacles as possible in the way of making stock options available, rather than “trying to define what can and what cannot be done.”  Mr. Shiseki said that as long as companies are committed to maximizing shareholder value, anyone should have access to stock options.  On the other hand, Ms. Iki observed that because of the fall in stock prices, workers can’t feel the benefit of stock options.

Stock price support schemes

Saying that the matter is now under consideration, Mr. Ido declined to comment on a question from Mr. Don Westmore of the ACCJ regarding a government proposal to purchase shares held by banks in order to ease the burden of unwinding cross share-holding.  Mr. Cutter asserted that, if implemented, such a scheme would require a pre-stated, predictable plan for redistribution of the securities so as not to disrupt the market.  Mr. Katz commented it was hard to believe that the government would guarantee stock prices. 

Effects of new accounting rules


Jennifer Taylor Smith (former president of International Bankers’ Association in Tokyo) asked whether the adoption of international accounting rules and mark-to-market accounting would lead to an increase in bankruptcies in the short term – and, incidentally, lead to more M&A opportunities and opportunities for FDI.  Mr. Nisaka observed that it takes courage to respond to this kind of question since more bankruptcies will probably result.  He continued that in its emergency package the government has taken the position that it won’t protect all companies from bankruptcy. Despite problems in the short-term, however, this approach will improve Japan’s investment climate, he asserted.  Mr. Shiseki added that the government intends to move quickly to continue amending the bankruptcy law. 

FDI and stakeholder value system

Mr. Yasutoshi Asaga of Quorum Associates inquired of Mr. Cutter whether the type of strictly financially oriented equity investment companies like his pursue is compatible with the more stakeholder-oriented Japanese pattern, in which management and labor are closely aligned.  Mr. Cutter responded that the stronger the focus is on “stakeholder values broadly defined,” the more difficult it is for a financial investor in a company.  Thus, he added, few investors would want to consider investing in a company where it is apparent that layoffs would be necessary for a turn-around.  

CLOSING REMARKS

· Mr. Noboru Hatakeyama, Chairman Japan External Trade Organization (JETRO)
· Explained JETRO’s mission, noting that JETRO used to promote exports, but is now promoting imports and investment in Japan.

· Announced that JETRO has commissioned a study on ways to promote access to the Japanese market, with the results scheduled to be published in June.

· Noted that JETRO has assisted many U.S. companies to invest in Japan, including Amazon.com and Rooms to Go.

· Expressed optimism that incoming Prime Minister Koizumi would push through further structural reform initiatives. 
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