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p: With Leadership and
] a Unified Strategy

e Japan can:

— Be a vibrant center for entrepreneurship,
innovation, and finance in Asia

— Have higher rates of per capita GDP growth

— Enjoy a fast-moving economy that creates
exciting job opportunities for its youth

— Attract needed talent and investment through
immigration

American Chamber of Commerce in Japan
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Challenges

Manufacturing moving off-shore

Jobs lost, higher unemployment rate

Low labor productivity, growing too slowly
Demographic and fiscal quagmire

Low investment from abroad

Market perceptions
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Opportunities and Potential

« Large capital base

« Significant savings pool

« Potent technology base

* Rich in “human capital”

« Respect for the rule of law

« Advanced, stable democracy
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— ACCJ Growth Strategy
Task Force (GSTF)

« Established in January 2010

— Approximately 70 members, 16 financial sponsors

« Task Force Mission

— Provide in-depth, independent analysis, facts to inform
policymakers...as a substitute for wishful thinking

— Identify a core strategy based on research and the
underlying, ongoing trends

— Offer practical recommendations to the GOJ in key policy
areas, to promote long-term economic growth

American Chamber of Commerce in Japan
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The ACCJ’s Questions to the Professors

« What trends and dynamics have affected economic
growth since 19967

« Over the past 15 years, what types of firms:

— Created the most new jobs?

— Contributed most to GDP?

- What are the current, ongoing drivers of
growth?

American Chamber of Commerce in Japan
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GSTF White Paper

« Key Strategic Themes and Recommendations
« Specific Policy Viewpoints (chapters):
— Harness Entrepreneurship
— Expand Foreign Direct Investment
— Mobilize Education
— Tax Policies for Investment and Innovation
— Legal System Access and Transparency
— Maximize the Benefits of the Internet Economy
— Enhance Labor Mobility
— Immigration Policy
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Fukao—Kwon Report: Key Findings:

« Japan lost millions of jobs in 1996-2006, though
investment remained high. Increasing the
productivity of that capital is the key to growth

« Foreign-held firms in Japan:
— Highest average productivity of all groups analyzed
— Very high job creation rates
— Now present in 93 industries out of 112

« Entrepreneurship is making a very significant
contribution to growth and jobs creation

— Young firms that are internationalized, R&D-intensive have
higher productivity, job creation, capital accumulation

American Chamber of Commerce in Japan
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Who Has Been Creating Jobs?

Foreign firms and young companies - new entrants - were
the primary generators of net jobs growth

Net Change in Employment, 1996-2006

(Fukao-Kwon Report Estimates, based on Firm-level Data)

Independent Japanese companies -3,752,215
Subsidiaries of Japanese companies +96,501
Foreign companies +147,248

Independent Japanese Firms, Net Change in Employment
2001-06

(Fukao-Kwon Report Estimates, based on Firm-level Data)

Companies established before 1996 -3,102,648
Companies established 1996-2001 +409,488
Companies established after 2001 +795,813
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But Entering Markets is Not Easy in Japan

Average Entry Rate, 2000-07

Number of Newly Registered Corporations as a
Percentage of All Registered Corporations
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Source: World Bank, Entrepreneurship Database (2008) and the OECD's Measuring Innovation: A New
Perspective 2010 . Data not available forall years. Chart shows Germany (2002-05), Australia (2004-07),
United States (2003-05), France (2000-06), India (2001-06), Japan (2002-05).
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Fukao-Kwon Report:
Issues and Trends

’f -
-

« Unless corrected, trends that will continue:

— Decline in labor supply, slowing GDP growth

— Low services productivity, at < 50% U.S. level

— Service sector uses less ICT than in other nations
— But, services are now 80% of GDP, and growing

— This drags down average labor productivity

— Low rate of resource allocation (low “metabolism”)
— Technology spillovers may be slowing

— Continued “off-shoring” and related job losses

American Chamber of Commerce in Japan
12
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o Fukao-Kwon Report:
Sources of Growth
« Primary current sources of growth:

— Inward foreign direct investment
— Entrepreneurs and other new entrants

13

 What is needed:
— Faster technology dispersion, commercialization
— More open environment for new entrants
— Global export strategies by small firms
— M&A market to speed resource reallocation
— Improved corporate governance
— Addressing imperfections in the labor market
— More use of ICT in the service sector

American Chamber of Commerce in Japan
13
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e Eberhart-Gucwa Report:
Key Findings

14

« Startups now rapidly reach a high level of success

« Recent startups gaining market sales rank

— 5% of high-tech firms established between 2004 and 2008
booked annual revenues of over 500 million yen by 2008

» High-tech startup CEOs disproportionately graduate
from technical universities

« Reforms have positively impacted entrepreneurship
— Corporate, M&A & labor law changes
— Deregulation
— University technology ownership

American Chamber of Commerce in Japan
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Source: Robert Eberhart, Research Fellow, SPRIE at Stanford University.

On Average,
Recent Startups Are Growing Faster Now

National New Company Sales Rank

(% of Firms in Top 10 Percentile in Terms of Sales Rank
as of 2008, by Year of Establishiment)
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Source: Robert Eberhart, Research Fellow, SPRIE at Stanford University.
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ACCJ Core Recommendations

Encourage technology spillovers and introduction
of new, “disruptive” technologies. Promote
Japan’s growth as a “knowledge-based economy”

Promote “Inward globalization” through:

— FDI

— Enhanced corporate governance

— More open immigration policies

— Education policy to better supply the labor market

Facilitate formation and entry of new entrants and
entrepreneurs, including through M&A

American Chamber of Commerce in Japan
16
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ACCJ Core Recommendations

17

To facilitate entry, adhere to market-based
policies and promote fair and open competition

Utilize tax incentives to encourage:
— Startups

— New market entrants (including FDI)
— Long-term investment

— Technology spillovers and dispersion

Enhance regulatory transparency to:
— Increase fairness

— Lower costs, and

— Attract new investors

American Chamber of Commerce in Japan
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ACCJ Core Recommendations

Enhance services productivity through
deregulation and removal of obstacles to ICT
utilization

Seek “open convergence” of the Internet
Economy to avoid the “Galapagos Syndrome” and
enjoy productivity enhancement from the internet

Fortify the safety net and establish more flexible
(and fairer) hiring and dismissal rules to make it
easy to hire staff and grow

American Chamber of Commerce in Japan
18
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Key Take-Aways

» Japan has a potent technology base and rich
human capital, but productivity lags in its huge
service sector, ICT usage is low, and resource
reallocation is slow

19

» Foreign companies and young firms have been
contributing the most to net job growth

» Japan needs an unified growth strategy that
focuses on FDI, young Japanese firms, and other
new entrants to markets. Leadership that
articulates the vision and implements it is key

American Chamber of Commerce in Japan
19
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Appendix:

Selected Policy Recommendations
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GSTF Policy Recommendations

21

« Harness Entrepreneurship

— Establish an Entrepreneurship Section in the
Cabinet Office

— Promote policies to use Japan’s technology
base better and faster

American Chamber of Commerce in Japan
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GSTF Policy Recommendations
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- Expand Foreign Direct Investment

— Establish an FDI Policy Section within the
Cabinet Office

— Implement legal, tax and corporate
governance measures to facilitate FDI

American Chamber of Commerce in Japan
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GSTF Policy Recommendations

« Mobilize Education

— Internationalize and reform higher education.
Enhance “critical thinking” skills, adaptability,
English ability

— Bolster the status of designated foreign
universities by giving them the same benefits
that “gakko hojin” enjoy

American Chamber of Commerce in Japan
23
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GSTF Policy Recommendations

24

« Tax Policies for Investment and Innovation

— Reduce corporate tax rates, extend the net
operating loss carry-forward and carry-back
period, and make compensation for corporate
officers fully deductible

— Permit pass-through taxation for Japanese
LLCs

— Improve tax benefits for "angel investors.”

American Chamber of Commerce in Japan
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GSTF Policy Recommendations

 Legal System Access and Transparency

— Enhance the transparency of the public comment
process, and expand the use and scope of no-
action letters

— Facilitate greater foreign participation in
deliberation councils (“shingikai” and
“kenkyukai”)

American Chamber of Commerce in Japan
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GSTF Policy Recommendations
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« Maximize the Benefits of the Internet
Economy

— Full deregulation and convergence of
telecommunications and broadcasting

— Nondiscrimination between cloud services offered
from inside and outside Japan

American Chamber of Commerce in Japan
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GSTF Policy Recommendations

« Enhance Labor Mobility

— Fortify the safety net, and allow greater flexibility
and predictability in employment contracts and
dismissals

— Prohibit or strictly enforce “naitei” under law

— Expand child care facilities

American Chamber of Commerce in Japan
27
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GSTF Policy Recommendations
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« Immigration Policy

— Offer flexible visa and immigration options to
foreign students with a Japanese education and
business-level fluency

— Offer incentives to draw more individual foreign
investors and entrepreneurs to Japan

American Chamber of Commerce in Japan
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