OMB NO. 1124-0002; Expires February 28, 2014
U.S. Department of Justice Supplemental Statement
“ Washington, DC 20530 ' Pursuant to the Foreign Agents Reglstratlon Act of
: 1938, as amended

For Six Month Period Ending 8/1/12-1/31/13
(Insert date)

I- REGISTRANT

1. (a) Name of Registrant ' (b) Registration No.
KWR International, Inc. ' 5119
(c) Business Address(es) of Registrant

140 West End Avenue
New York, New York 10023

2. Has there been a change in the information previously furnished in connection with the following?
(a) If an individual: » _ .
(1) Residence address(es) Yes [ No [ ' e

(2) Citizenship Yes [] No I :cfni U
(3) Occupation Yes [ No [ ‘ E :‘:3
(b) If an organization: = 7
(1) Name Yes [J No &I -
(2) Ownership or control - Yes O No .
(3) Branch offices Yes [ No X =z
: e
(c) Explain fully all changes, if any, indicated in Items (a) and (b) above. U‘!
. 2

IF THE REGISTRANT IS AN INDIVIDUAL, OMIT RESPONSE TO ITEMS 3, 4, AND 5(a).

3. If you have previously filed Exhibit C!, state Whether any changes therein have occurred during this 6 month reportihg period.
Yes [ No Kl :
If yes, have you filed an amendment to the Exhibit C? Yes [] No I

If no, please attach the required amendment.

“o

1 The Exhibit C, for which no printed form is provided, consists of a true copy of the charter, articles of incorporation, association, and by laws of a registrant that is an
organization. (A waiver of the requirement to file an Exhibit C may be obtained for good cause upon written application to the Assistant Attorney General, National Security
Division, U.S. Department of Justice, Washington, DC 20530.)

Formerly CRM-154 ' FORM NSD-2
Revised 03/11
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4. (a) Have any persons ceased acting as partners, officers, directors or similar officials of the registrant during this 6 month reporting period?

Yes (J No &

If yes, furnish the following mformatlon :
Name . Position Date Connection Ended

(b) Have any persons become partners, officers, directors or similar officials durmg this 6 month reporting period?

Yes [J No K]
If yes, furnish the following information:
Name o Residence Address Citizenship Position Date Assumed

5. (a) Has any person named in Item 4(b) rendered services directly in furtherance of the interests of any foreign principal?
Yes O No K

If yes, identify each such person and describe the service rendered.

(b) During this six month reporting period, has the registrant hired as employees or in any other capacity, any persons who rendered
or will render services to the registrant directly in furtherance of the interests of any foreign prlncxpal(s) in other than a clerical or
secretarial, or in a related or similar capamty‘? Yes [ No X]

Name Residence Address ' Citizenship Position =~ Date Assumed

(c) Have any employees or individuals, who have filed a short form registration statement, terminated their employment or
connection with the registrant during this 6 month reporting period?  Yes [ No

If yes, furnish the following information:
Name : Position or Connection Date Terminated

(d) Have any employees or individuals, who have filed a short form registration statement, terminated their connection with any foreign
principal during this 6 month reporting period?  Yes [ No X

if yes, furnish the following information: |

Name Position or Connection Foreign Principal Date Terminated

6. Have short form registration statements been filed by all of the persons named in Items 5(a) and 5(b) of the supplemental statement?

- Yes X No (O

If no, list names of persons who have not filed the required statement.
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II - FOREIGN PRINCIPAL

7. Has your connection with any foreign principal ended during this 6 month reporting period?  Yes [ No
If yes, furnish the following information:

Foreign Principal ' Date of Termination

'8. Have you acquired any new foreign principal(s)’ during this 6 month reporting period? Yes [J No
If yes, furnish the following information:

Name and Address of Foreign Principal(s) ) Date Acquired

9. In addition to those named in Items 7 and 8, if any, list foreign principal(s)? whom you continued to represent during the 6 month
reporting period.

JETRO New York

10. (a) Have you filed exhibits for the newly acquired foreign principal(s), if any, listed in Item 8?
Exhibit A3 Yes [1 No [
Exhibit B* Yes [J No O

If no, please attach the required exhibit.

(b) Have there been any changes in the Exhibits A and B previously filed for any foreign principal whom you
represented during this six month period? . Yes O No
If yes, have you filed an amendment to these exhibits? Yes [ No

If no, please attach the required amendment.

2 The term "foreign principal” includes, in addition to those defined in section 1(b) of the Act, an individual organization any of whose activities are directly or indirectly
supervised, directed, controlled, financed, or subsidized in whole or in major part by a foreign government, foreign political party, foreign organization or foreign individual.
(See Rule 100(a) (9)). A registrant who represents more than one foreign principal is required to list in the statements he files under the Act only those principals-for whom he
is not entitled to claim exemption under Section 3 of the Act. (See Rule 208.)

3 The Exhibit A, which is filed on Form NSD-3 (Formerly CRM-157) sets forth the information required to be disclosed concerning each foreign principal.
4 The Exhibit B, which is filed on Form NSD-4 (Formerly CRM-155) sets fourth the information concerning the agreement or understanding between the registrant and the
foreign principal.
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III - ACTIVITIES

11

During this 6 month reporting period, have you engaged in any activities for or rendered any services to any foreign principal
named in Items 7, 8, or 9 of this statement? Yes X No (O

If yes, identify each foreign principal and describe in full detail your activities and services: -

Preparation and publication of newsletters and interviews
Media monitoring and counsel

12.

During this 6 month reporting period, have you on behalf of any foreign principal engaged in political activity’ as defined below?
Yes [] No X

If yes, identify each such foreign principal and describe in full detail all such political activity, indicating, among other things,
the relations, interests and policies sought to be influenced and the means employed to achieve this purpose. If the registrant
arranged, sponsored or delivered speeches, lectures or radio and TV broadcasts, give details as to dates, places of delivery,
names of speakers and subject matter.

13.

In addition to the above described activities, if any, have you engaged in activity on your own behalf which benefits your
foreign principal(s)? Yes K No [J : ‘

If yes, describe fully.

media monitoring and counsel

attendance at conferences/meetings

publication of Asia-related articles and interviews -
maintenance of twitter feeds e

5 The term "political activity"” means any activity that the person engaging in believes will, or that the person intends to, in any way influence any agency or official of the
Government of the United States or any section of the public within the United States with reference to formulating, adopting or changing the domestic or foreign policies of the
United States or with reference to political or public interests, policies, or relations of a government of a foreign country or a foreign political party.
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IV - FINANCIAL INFORMATION

14.(2) RECEIPTS-MONIES

(b)

©

During this 6 month reporting period, have you received from any foreign principal named in Items 7, 8, or 9 of this
statement, or from any other source, for or in the interests of any such foreign principal, any contributions, income or
money either as compensation or otherwise? Yes [] No Kl

If no, e){plain why.

If yes, set forth below in the required detail and separately for each foreign principal an account of such monies.®

Date From Whom Purpose Amourit

Total

RECEIPTS - FUNDRAISING CAMPAIGN »
During this 6 month reporting period, have you received, as part of a fundraising campaign’, any money on behalf of any

foreign principal named in Items 7, 8, or 9 of this statement? - Yes [ No K]
If yes, have you filed an Exhibit D to your registration? Yes [ No K]
If yes, indicate the date the Exhibit D was filed. Date

RECEIPTS-THINGS OF VALUE
During this 6 month reporting period, have you received any thing of value® other than money from any foreign principal
named in Items 7, 8, or 9 of this statement, or from any other source, for or in the interests of any such foreign principal?

Yes [ No K-
If yes, furnish the following information:

Foreign Principal Date Received Thing of Value Purpose

6,7 A registrant is required to file an Exhibit D if he collects or receives contributions, loans, moneys, or other things of value for a foreign principal, as part of a fundraising
campaign, (See Rule 201(e)).

8 An Exhibit D, for which no printed form is provided, sets forth an account of money collected or received as a result of a fundraising campaign and transmitted for a foreign
principal, . '

9 Things of value include but are not limited to gifts, interest free loans, expense free travel, favored stock purchases, exclusive rights, favored treatment over competitors,
"kickbacks," and the like.
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15. (a)

DISBURSEMENTS-MONIES
During this 6 month reporting per1od have you
(1) disbursed or expended monies in connection with act1v1ty on behalf of any foreign principal named in Items 7,8, or

9 of this statement? Yes X No I

(2) transmitted monies to any such foreign principal? Yes [] No

If no, explain in full detail why there were no disbursements made on behalf of any foreign principal.

If yes, set forth below in the required detail and separately for each foreign principal an account of such monies, including
monies transmitted, if any, to each foreign principal.

Date To Whom Purpose : Amount
During the JETRO New York
8/1/12-1/31/13 Research/Analysis (estimated) $ 500
period, registrant Office/Misc. (estimated) $ 500
has disbursed: Registration Fee $ 305
S
$1305

Total
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(b) DISBURSEMENTS-THINGS OF VALUE

During this 6 month reporting period, have you disposed of anything of value'® other than money in furtherance of or in
connection with activities on behalf of any foreign principal named in Items 7, 8, or 9 of this statement?

Yes [J No
If yes, furnish the following information:

Date Recipient Foreign Principal Thing of Value Purpose

(©) DISBURSEMENTS-POLITICAL CONTRIBUTIONS
During this 6 month reporting period, have you from your own funds and on your own behalf either directly or through any
other person, made any contributions of money or other things of value!! in connection with an election to any political
office, or in connection with any primary election, convention, or caucus held to select candidates for political office?

Yes [J No X

If yes, furnish the following information:

Date Amount or Thing of Value " Political Organization or Candidate Location of Event

10,11 Things of value include but are not limited to gifts, interest free loans, expense free travel favored stock purchascs exclusive rights, favored treatment over competitors,
"kickbacks" and the like.
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V - INFORMATIONAL MATERIALS

16. (a) During this 6 month reporting period, did you prepare, disseminate or cause to be disseminated any informational materials? '’
Yes No O

If Yes, go to Item 17.

(b) If you answered No to Item 16(a), do you disseminate any material in connection with your regiétration?
Yes [ No (O
If Yes, please forward the materials disseminated during the six month period to the Registration Unit for review.

17. Identify each such foreign principal.
JETRO New York

- 18. During this 6 month reporting period, has any foreign principal established a budget or allocated a specified sum-of money to
finance your activities in preparing or disseminating informational materials? Yes [] No X '

If yes, identify each such foreign principal, specify amount, and indicate for what period of time.

19. During this 6 month reporting period, did your activities in preparing, disseminating or causing the dissemination of informational
materials include the use of any of the following:

[J Radio or TV broadcasts Magazine or newspaper ] Motion picture films [ Letters or telegrams
[0 Advertising campaigns K] Press releases &I Pamphlets or othér publications [ Lectures or speeches
[ Other (specify)

Electronic Communications

Email

[0 Website URL(s): kwrintl.com
Social media websites URL(s): @kwrintl
[0 Other (specify)

. 20. During this 6 month reporting period, did you disseminate or cause to be disseminated informational materials among any of
the following groups: C .

Public officials _ &1 Newspapers &1 Libraries
[0 Legislators Editors Educational institutions
Xl Government agencies [X] Civic groups or associations [ Nationality groups

Other (specify)_investors, executives, etc, -

21. What language was used in the informational materials:
[X] English [ Other (specify)

22. Did you file with the Registration Unit, U.S. Department of Justice a copy of each item of such informational materials
disseminated or caused to be disseminated during this 6 month reporting period? Yes No O

23. Did you label each item of such informational materials with the statement required by Section 4(b) of the Act?
Yes No (0 '

12 The term informational materials includes any oral, visual, graphic, written, or pictorial information or matter of any kind, including that published by means of advertising,
books, periodicals, newspapers, lectures, broadcasts, motion pictures, or any means or instrumentality of interstate or foreign commerce or otherwise. Informational materials
disseminated by an agent of a foreign principal as part of an activity in itself exempt from registration, or an activity which by itself would not require registration, need not be
filed pursuant to Section 4(b) of the Act. ) : :


http://kwrintl.com
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VI - EXECUTION

In accordance with 28 U.S.C. § 1746, the undersigned swear(s) or affirm(s) under penalty of perjury that he/she has (they have) read
the information set forth in this registration statement and the attached exhibits and that he/she is (they are) familiar with the contents
thereof and that such contents are in their entirety true and accurate to the best of his/her (their) knowledge and belief, except that the
undersigned make(s) no representation as to truth or accuracy of the information contained in the attached Short Form Registration

Statement(s), if any, insofar as such information is not within his/her (their) personal knowledge.

(Date of signature) (Print or type name under each signature or provide electronic signature”)

. /s/ Keith W. Rabin eSigned

March 13,2013

LHY 51 uyH el

£g:

13 This statement shall be signed by the individual agent, if the registrant is an individual, or by a majority of those partners, officers, directors or persons performing similar
functions, if the registrant is an organization, except that the organization can, by power of attorney, authorize one or more individuals to execute this statement on its behalf.



_changes the perspective of foreign firm’s headquarters as they

July 2012

Examining Technology Management Trehds in

Japan, Korea and China: Interview with T.W. Kang,
Managing Director of Global Synergy Associates

T.W. Kang is Managing Director of Global Synergy Associates,
a management consulting firm based in Tokyo. His list of
Fortune 500 clients includes Philips, Siemens, Daimler Benz,
Intel, National Semiconductor, Samsung Group, and Mitsubishi
Electric. He has served on the board of directors of NEC
Electronics and a number of high tech ventures including
Synaptics, Inc., SiPort, Inc., and geM Services, Inc. Prior to
that, he spent a decade at Intel Corporation. He is author of
six books in English, Japanese and Korean including GAISHI,
The Foreign Company in Japan, and Is Korea the Next Japan?,
and has been a guest commentator on CNN, NHK and KBS
(Korean Broadcasting System). He received his BSEE degree
from M.I.T., and an MBA from Harvard Business School.

By Keith W. Rabin, KWR International, Inc.

You wrote a book named Gaishi: The Foreign Company in Japan in
1990 when you were working at Intel in Tokyo. What was it like for
foreign companies operating in Japan in those days and how have
things changed in the last 22 years? :

Some changes have occurred since 1990, mostly to the benefit
of foreign companies (Gaishi) although the importance Japanese

customers place on QCDS (quality, cost, delivery, and service),

which is the central theme of the book, remains unchanged.

A drastic shift is that back then, Japan used to be THE major

market in Asia, but China has now assumed this position. That

contemplate the positioning of their subsidiary in Japan (namely
gaishi) within their global strategy. But it is important to

remember that Japan still remains a market to be reckoned with,




and one that has become easier to operate in.

A huge challenge for the gaishi used to be securing the best human resources in Japan.
Graduates of the University of Tokyo and Japaneselwho spent time at renowned Japanese
firms, used to scoff at the prospect of working for foreign firms, but not anymore. This is -
because large Japanese firms have announced plans to dbwnSize by tens of thousands of
people. A head-hunter in Tokyo engaged by a gaishi recently told me, “Boy, I only need .

”

one.

An example of a true paradigm shift is “Hallyu” which refers to the recent flood of Korea.n
drama, pop culture, products, and even management techniques into Japan. Less than a
decade ago, I went into a consumer electronic shop in Tokyo looking for a washing machine,
and as I was looking at a Korean product, a store attendant came up to me and told me to
ignore Korean goods as they are “crap.” Just a few days ago, however, the Nikkei reported
the only TV selling well at leading consumer electronic shops is a Smart TV by LG. Nowadays
eveh I receive numerous requests from the Japanese to lecture about the “secrets of Korean

management.”

This shift is truly a once-in-a-century phenomenon since the self image of the Japanese as
the foremost Asian people came to be as a result of their victory in the Sino-Japanese War of

1894-95 and continued until recently.

Japanese companies used to lead the world in applying technology to
consumer products such as the Walkman and video games which
achieved tremendous success in world markets. Despite this early
lead, however, Japanese firms have not been particularly successful in
marketing personal computers, mobile telephony and now smart
phones outside Japan. Do you have a view on why this has been the
case?

In speeches I often ask, “why is it that the sole country which has the ability to produce all
_ the parts that make up a cell phone only has a few percentage points of global market

share?” The first reason is for many Japanese firms, the Japanese domestic market has been




B4

just large enough to sustain (but
slowly erode) their overall
profitability, reducing their
motivation to reach out to global
markets. On the other hand,
Dutch and Koreans cannot survive
solely or even mainly on their
domestic market, so expanding

abroad is a“life or death” choice.

This is closely related to the second

reason, which has to do with

“hybridization of human resources.” Source: Technobuffalo
As companies everywhere try to .

enhance global competence, they need human resources with experien.ce in at least two
functions such as product development and marketihg, and preferably two geographies. The
Japanese have strong pride and tradition in craftsmanship, which in a number of instances

" supersedes the pragmatism required in selecting industry standards and business models.
Witness how the Japanese tried pushing their own cell phone standard and lost out against
GSM, which allowed then relatively unknown Nokia of Finland to become number one.
Witness how Sony, who created the market for portable audio (Waikman) and I’'m sure can
still make the most compact hardware audio feceiver, could not come up with a content

delivery vehicle ala iTunes. They allowed. Apple to walk all over them.

As to hybridization along geographic lines, suffice it to say Japanese firms in general are still
reluctant to send th‘eir next-in-line-for-president type of human resources to emerging

markets.




On the other hand Korean firms have been achieving tremendous
success in areas such as electronics where Japanese firms had
dominated and Samsung is now said to earn a larger profit than all
Japanese electronics companies combined. That is interesting as
Korean firms have traditionally looked to Japan as a model. Do you
have any thoughts on how Korean firms have become such effective
competitors and are there any lessons Japanese companies can learn
from their experience? :

First, to be objective, the relatively strong yen versus the
relatively weak won has given the Koreans tail winds and the
Japanese head winds. Also, Korean firms have had a
relatively favorable corporate tax burden compared to the
Japanese. In fact some Japanése firms complain this
difference in burden would enable the building of one
additional manufacturing facility every year. The quality of
Korean management has also improved significantly over

the last decade.and a half.

I still remember a time when I could not convince Samsung

to study Western competitors; only the Japanese were worth

studying. Today, Korean firms benchmark not only the
Japanese but also Western firms from smaller European _
nations. This shift héppened around the time of the Asian financial crisis of 1997. The

instinct to survive brought real meaning to wordé of Korean corporate executives such as

“change everything except your wife and family.”

Also, from the early nineties onward after South Korea and China established diplomatic
relati_oné, Korean firms began targeting emerging markets where the Japanese did not have
an established presence, and where spontaneity, the Achilles heel of Japanese organizational
execution, is key. They dove into the BRICs markets by developing “regional specialists,” i.e.,
Koreans who would speak their language, move with family to their country, and permeate
society there. Samsung alone has several thousand such specialists 'around the world. This

is one kind of the human resource hybridization I referred to above.




. From a macro perspective, despite the fact the Korean government has shifted both right and

left in the last two dec_ades, one consistent thrust has been to turn South Korea into an FTA
hub. They now have FTAs in effect with both the EU and the US, in addition to a host of

- other nations. Korea is also aggressively pursuing their next target — China: By contrast, the

current Japanese administration has not yet sought to gain entry into Trans-Pacific
Partnership negotiations due to domestic considerations. Here again, one is reminded of a
reversal of roles. Preceding the Russo-Japanese War of 1905-06, the Japanese masterfully
crafted alliances with England and the US, effectively checkmating the isolated Koreans.
Today, it appears Korea is the one fofging FTA alliances with strategic nations, and Japan is

the one that is the laggard.

Many people believe Japanese culture has become increasingly insular
and point to facts such as far fewer Japanese students now study
overseas or are as globalized as their parents. Do you believe this is
the case and if so what effect will this have on Japan, doing business
there, and the ability of Japanese firms to compete in foreign
markets?

While I wish Japanese youth reached Nnmﬁef Qf Japaﬁ@ge (Q!lgsge sﬁ;dgﬁtﬁ
out more overseas, I do sympathize studymg abmad
with them. Employment of new o @'} . &2 %é&

college graduates has been dismal e N 3 %*23
for the past few years, and when ' ‘ i |
students are asked about spending
time abroad, they cofnplain that
competing with their Japan-based

classmates and coping with schedules

and procedures of Japanese corporate

employment does not give them the el
leeway to do so. One bright spot is : _ Source: Daily Yomiuri
although firms are quite conservative ' ’

about hiring new college graduates, they are aggressively holding career fairs to secure

foreign students in Japan, and Japanese who have studied abroad




However, having observed the globalization patterns of the Japanese over the past three

decades, the bigger picture is there is still no consensus that diversity is beneficial to them.
The Japanese are what I call a "“monoethnic culture.” That is a nation that emphasizes in its
schools that its identity is anchored in a single ethnic race. Intriguingly the only other Asian -
nation that fits this description is Korea. In such nations, making the leap of faith from ethnic
cohesion to ethnic diversity/pluralism cannot be construed in the same manner as with other

nations with a more inherently diverse base.

Interestingly, Sony and Samsung have dealt with this problem in two very different ways.
Sony has truly diversified its officers and directors — a Welsh-American Chairman (CEO until
recently), Japanese operating executives, and a board of directors from multiple nations such
as Britain and China}. Meanwhile, there are no foreigners in Samsung’s executive ranks or
board. But, as mentioned earlier, Samsung has taken its own Korean executives, and
immersed them into uncharted lands. The question of which approach is better for a
“monoethnic” backdrop, is still subject to debate, although recent results tend to bode well
for the latter. And, I suspeét the cost for Sony of effecting close communication and focus

despite such diversity in a "monoethnic” backdrop is‘appallingly high.

When analyzing the changing nature of Japanese business, some
analysts highlight a shift from branded products to an orientation that
emphasizes key components and technologies in which awareness of
Japanese dominance in the category only becomes apparent during
supply chain disruptions such as the Fukushima disaster. Do you
believe this is the case? If so, why is this happening and what are the
implications for Japanese firms and the technology industry?

There are aspects of Japanese management that are excellent. This is clearly evidenced by
the number of technologies only the Japanese can exclusively provide the world. Once the
Japanese have such high leverage in these “upstream” core materials, equipment,

components and building blocks, their focus on the Japanese way of craftsmanship and

management seems more than appropriate; why fix what isn’t broken?




Japanese exports of intermediate goods by destination and by industry
2009, $bn {Intermediate as % of tota! merchandise export)

China (69.7%)

Trailand {75.6%)
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Source: béyondbrics

However, I have seen analysis that indicafes that the business scale (size) of the Upstream
sectors is much smaller than sectors further “downstream” that include branded goods. I
suspect that such scale unfortunately does not support the weilfare of a population base of

130 million people. That is why globalization is a challenge that very few can avoid.

You served as a board member of NEC Electronics, a major Japanese
technology company. What led to this appointment and what was it
like working on the board of a major Japanese firm? How does the
role of a board of directors differ between Japanese and US firms?

NEC Electronics was the semiconductor arm of the NEC Group, and as a semiconductor
business, had been the number one player in the world. They lost share continually until they
had gotten into a chronic loss situation. That’s when they made the decision to accept me as

their first independent board member although I am a foreigner, and an ex-Intel executive,

an intense competitor in the past.




Both the company and I had to feel . ‘ S ,

Renesas Technology Corp _ NEC mwgms§cs'cw§arm$
NEC

NEC ELECTRONICS

our way forward in the relationship.

I insisted I wanted to be an active 4%
board member, and attend not only RoneséTochniotogy Corts

board meetings but top executive

sessions where decisions were

actually made. This was a

groundbreaking experience for a : ﬂénes_as"fE!_feétféaicéﬁorp&ra{éoh

number of reasons. First, there is e Lo — -

no consensus in Japan the BRI :&ENESAS
Runesss Blsctronics Corparation.

company belongs exclusively to the Source: I-Micronews
shareholders and maximization of : :

shareholder wealth should be first priority. Second, board members of Japanese companies
typically do not engage in what I call “offensive corporate governance,” i.e., attaining
consensus with management on corporate objectives and strategies that maximize
shareholder wealth. On the other hand, companies expect the board to perform “defensive
corporate governance,” such as the prevention of legal non-compliance and maintenance of a
- certain level of transparency. Therefore, they rarely engage Qutsidé board members in
strategy formulation. This is aggravated by the fact firms typically do not accept industry
insiders as outside board members, and therefore, deep discussions on strategies rarely

happen.

However, due to NEC Electronics’ critical situation, I felt compelled to take a Stronger role. In
the beginning, I was afraid there would be no option left to turn the company around. After
judging an “organic” turnaround of the company was practically impossible, halfway through
my tenure, I found a potential. non-Japanese merger candidate that had the following
benefits: a) synergies from similar customer sectors but complementary regional strengths
and technologies, b) diversification of yen currency concentration, ¢) a counterpart that had
already restructured but was undervalued for a specific but irrelevant reason, and d) a strong
CEO and management team. And, thfs structure would have allowed NEC to hold on to a

majority share. With many influential supporters, we were able to develop a dialogue




between the two companies to the point where investment banks and lawyers were involved

on both sides assisting the two management teams to put the deal together.

It is still heartbreaking for me this deal did not go through. Instead, NEC Electronics merged
with a Japanese competitor, and after two years and over $2 billion dollars of new cash
infusion, the combination is already almost out of cash and in dire straits. In the meantime,
the non-Japanese firm mentioned above turned around its valuation and its stock price went
up several-fold. Perhaps, the last grand option to turn around the Japanese non-memory
semiconductor sector and to save the employment of many NEC Electronics people might

have been lost.

One of the more important corporate governance stories emanating
from Japan in recent years has been the case of Olympus in which a
foreign manager with long-term experience with the firm alleged
substantial improprieties and fraud. What are your views on this
case? What does it say about the Japanese corporate system and
implications for the future?

Mr. Woodford certainly did the .
J'apanese financial markets a
tremendous favor by uncovering the
alleged corporate crime that persisted
within Olympus for such an extended
period. No question about that. The
surprise is that the Japanese did not
support him to take on the
presidency of Olympus.

- As much as my curiosity might have

been stimulated if he had, I can in o o

. Source: Bureau of Investigative Journalism
some sense understand the skepticism.
It is one thing to be a whistle-blower: it is quite another to be an effective foreign leader in a

“monoethnic culture.” Take a look at the record: out-of Ghosn of Nissan, Stringer of Sony




and Stuart Chambers of Nippon Sheet Glass, only the first can claim success, and it was

mainly because Nissan was truly at the brink.’

That is not to say Japanese corporations do not need to improve their corporate governance.
A family member of Daiou Seishi who allegedly gambled away over 100 million dollars of
corporate money is a case in point. CEO succession at Fujitsu exposed anofher sort of
governance problem. Despite my claim Japan needs “offensive corporéte governance,”

“defensive corporate governance” clearly needs hefty reinforcement.

In recent years you have spent a lot of time in China observing how it
fits into global supply chains and working with Japanese and other
firms seeking to take advantage of opportunities in this market. What
can you tell us about this experience and how has global
manufacturing and the technology industry changed as China has
become a major factor both in production and as an emerging
consumer of technology products?

Recently, I enabled the consummation of a joint China versus Japan GDP

venture between a China-based module : C;gg;
manufacturing contractor and Mitsubishi Electric § trillion $4.9 trillion:
Corporation. In the early phases of China’s economic s NS N,

.| estmate

development, foreign firms used China as a

manufacturing base for global markets. However, as

China’s domestic market expanded, foreign firms have et
JAPAN

increasingly used their China based production bases 3,@?2 < e 00:
as a source of advantage for securing Chinese : : ‘*91%?65“&{[2:};:’
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5) absence of an overshadowing competitdr in the same space. On the other hand, it is

reasonably easy to find a low cost location, but with low guality labor and infrastructure,
combined with bureaucrats relatively inexperienced in dealing with foreigners. In this sense,

the low hanging fruit in China may be gone.

But even considering the slowing of Chiha’s growth rate, China’s population will urbanize at a
rapid rate for at least the next five years, if not longer. This bodes well for high tech,
particularly the industrial sector, as urban infrastructure will require much upgrading and
expansion. Any global firm that even tangentially relates to such urbanization demand will

suffer large opportunity loss without an effective China strategy.

Until about ten years ago the primary focus of Japanese firms was both
on Japan itself and on delivering exports to mature markets such as
the US and Western Europe. This is now changing as incremental
growth shifts to the emerging markets. How is this changing Japanese
corporate behavior and what particular challenges and strengths do
they have as they seek to enhance their competitiveness in the
developing world?

Japanese firms are indeed shifting their
emphasis to emerging markets. The
basement floor of Jiuguang Department
Store in Shanghai is full of Japanese high-
end grocery and consumer items. What is
intriguing is that renowned Japanese soup
noodle (ramén) and pdtsticker franchises

such as Ajisen ramen and GYoza no Osho

whose products trace their roots to Chinese

i S e %?:
Source: Movida Japan

culinary culture, have brought their dishes
to China, and Chinese consumers are ,
gobbling up their offerings. Uniglo, a front-runner in the Japanese apparel scene, used to use
Chinese production as leverage for its low cost strategy, but now they are moving upscale

globally, and this thrust is hard to miss in their flagship Shanghai outlets. Uniglo CEO Yanai




CEO Toyoda openly recognizes his

has declared any Uniglo employee who is satisfied solely with domestic business will not be

needed by the company.

One challenge for the Japanese in
emerging markets is speed
combined with spontaneity. Toyota
has recently begun to seriously

reinforce its efforts in China, but

firm is coming from behind.
Toyota has also developed a large
wall display in their marketing

offices that shows the real-time

status of all shipments and

inventories in their delivery chain. Source: Best Selling Cars Blog

Such techniques might serve as an effective response to Hyundai’s efficiencies.

Now that the world has accepted the attractiveness of emerging
markets, costs have started to rise in these economies to the point
that manufacturing is beginning to move back to the US. At the same
time many key components and processes as well as related
engineering and design talent has moved to emerging Asia. How will
these trends be reconciled? Can manufacturing, particularly in higher-
value-added sectors such as technology move back to the US or is the
trend inherently limited? Despite the strong yen are Japanese
companies also moving any of their production back to Japan or from
emerging Asia to the US?

The question of where to locate production sites is a complex one involving many factors, not
only cost levels. For example, a ‘particularly sensitive factor in a political year like this is
employment. But, there are also other factors such as proximity between product
development and operations, and location of key players in the supplier ecosystem. Fairly
easy to recall is Sharp’s past assertion that its integrated flat panel facility in Kameyama was

a showcase of how such plants can be competitive in Jépan. Well, Sharp just asked Honhai of
, : 12




Taiwan to help by becoming one of its
largest shareholders, and also by guiding
Sharp’s operational restructuring. On the
other hand, in'the “upstream” materials
and key components segments that the -
Japanese dominate, it is not only
economically affordable to locate plants
in Japan, but also this may be essential

to maintain the integrity of their

management, organizational and

operational practices. Source: Nikkei Business

In low end segments, however, it is a fact that costs are rising particularly in the Eastern
parts of China, and that is why in the aforementioned case of the China-based module
manufacturer, they diversified their manufaéturing location by expanding from their base in
Shanghai westwards to Hefei. There, costs are significantly lower, and other factors tend to
be reasonable, although not quite at Shanghai’s level. Another strategy manufacturers are

adopting is to diversify not only within China, but to other locations such as in Southeast Asia.

You spend a lot of time in Silicon Valley, which is universally admired
as a focal point of new technology and venture financing all over the
world. Japan and other countries have sought to replicate this model
by developing closer relationships between business and academia,
encouraging technology transfer and licensing and other programs that
seek to foster innovation and commercialization of academic research.
While some of these programs have shown results, none have come
close to replicating the success of Silicon Valley. Are there lessons to
be learned or is the success of Silicon Valley something unique to the
US, that particular region or circumstances that cannot be replicated?

As a long time Silicon Valley player, my first reaction is that in a literal sense, Silicon Valley is
not about silicon any more. Very few semiconductor start-ups, if any, are getting funded and
few, if any, successfully exit. Fabless semiconductor venture opportunities used to be such

that with an accumulated investment of around $30 million, one could reach a revenue level
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adequate fof exit in three years by
sustaining a gross margin of over 40%.
Now, with the maturing of the
semiconductor space, the numbefs look
more like $50 million in, five years to
exit with a gross margin of 20%. And,
thaf’s when a venture is successful.

It's now become a big boy’s game.

Having said that, Silicon Valley’s great
strength includes not only its ability to
enable great innovation for world
markets, but also its ability to reinvent
itself. Silicon Valley has successfully
morphed from semiconductors, to
embracing the Information Super
Highway (Yahoo, Cisco and Netscape) ~ | Sbufcé: Silicon Angle
to soc.ial networking (LinkedIn and Facebook).

While Silicon Valley has been able to reinvent itself, it is t'rue the rest of the world has been
largely unsuccessful in inventing their version. The comparison with Japan is particularly
~illuminating. Just as the adversarial relationship between the large railroads and government
that marks the early days of US capitalism contrasts sharply with the cooperative relationship
between private entrepreneur Iwasaki Yataro (founder of Mitsubishi) and Okubo Toshimichi
(Japan’s first minister of industky) during modern Japan'’s early days, Silicon Valley had little if
any guidance, help, or interference from the US government. In contrast, most efforts to
replicate Silicon Valley around the world, including Japan, have been initiated and driven by
government. Moreover, Silicon Valley is much more about small enterprises, and so
traditionally big business oriented Koreans and Japanese have had a lower profile in Silicon
Valley compared to the Chinese and Indians.

Thank you TW for your time and attention. Look forward to speaking
soon. \ '
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Thank you Toyoda-san for speaking with us today. Can you tell us
about your background and present position?

I currently serve as CEO and Chairman of The Institute of Energy Economics Japan (IEEJ) and
assumed this position about two and a half years ago. My background is in government where
I served for 37 years before I came to IEE]. For the first 35 years I worked at the Ministry of
Economy, Trade and Industry (METI), which had been known as the Ministry of International
Trade and Industry (MITI) until it was reorganized in 2001. During my time at METI/MITI (see
bio) I focused on a wide range of trade, economic, energy and environmental issues. This
includes responsibility for the Kyoto Protocol negotiations and Japan’s.participation in
multilateral and bilateral trade n.egotiations including the Doha round and the US-Japan auto
talks in the early 1990s. I resigned in 2008 after achieving the rank of Vice Minister for '
International Affairs and then began_working as Secretary General for Space Policy in the

Cabinet Secretariat of the Prime Minister. This was followed by assignments as a Special




Advisor to the Cabinet on Asian Economy and then on Climate Change. So throughout my
career I have been heavily involved in the development of Japanese policy in regard to
energy, trade, manufacturing, industry, space, climate change and a range of other economic

issues.

The IEE] is active in Japanese and Asian energy-related issues and
global environmental subjects. Can you tell us about the organization
and its work? '

The IEE] is a Japanese think tank on energy and environment. Our
vision focuses on Asian energy and environmental issues from a
global perspective and we not only analyze these issues but also
propose policy solutions and recommendations. So our focus is not
only on how these issues affect Japan, but rather how to view these
concerns within a broader Asian context. Recently, we have also
been undertaking more analysis on emerging economies such as

the Middle East since so much of our energy is sourced from that

region. We have four units, including energy research, climate

Source: IEE)

change, geopolitics, with an emphasis on the Middle East, and
economic modeling. In that last unit we make forecasts, not only for the short term, but
stretching out to 2030 or 2050. Our goal is to determine what kind of energy mix will emerge
in Japan and Asia and the world by that time so that we can analyze the significance and
make suggestions. We have about 200 people in our institute and about 120 of them are
researchers on various issues. In addition, we have administrative personnel and people on

loan from other institutes and foreign governments.

Source: IEEJ




The Fukushima earthquake-tsunami and nuclear disaster had a
devastating effect on Japan, due both to its physical and social impact,
as well as how the nation manages its energy needs. Most notable is
-Japan’'s reduced reliance on nuclear power. How did the Fukushima
disaster impact Japan aside from reconstruction costs, both from a
broad as well as an energy perspective? What are your views on
nuclear power, both in terms of Japan and as a global energy source?

i

First, regarding the impact of Fukushima, I would say simply it was very serious and
devastating. It also destroyed trust in nuclear power among the Japanese public overnight.
Most people became anti-nuclear or very skeptical at best regarding the safety of this power
source. The previous government, which held power until the middle of December, was
: tfying to reduce Japan’s dependence on nuclear power and in mid-September announced an
innovative strategy on energy and the environment. The government envisioned taking
measures to eliminate nuclear as a power source in Japan by 2030 ~ but we had 54 power
- plants and the industry as well as major companies and many analysts expressed doubts
about whether that would be possible — as did major governments around the world,
'including the US and UK. |

Anti-Nuclear Plant Rally in Japan
Source: Wikipedia




-
At present, public opinion is still highly divided, but what is interesting is that in mid-
December there was a general election in Japan and the DPJ, who had been the ruling party,
and who were in favor of eliminating nuclear, were defeated and the LDP came back. They

had been saying it was irresponsible for the government to insist we can reduce nuclear

power to zero and that Japan needs to take time to consider the best energy mix.

So it is interesting that the public view is divided in this way and the LDP, who noted it is not
possible to eliminate nuclear power, won an overwhelming victory.vCIearIy, the biggest
priority in the campaign was not energy -- so it is important not to make too much of this.
The main issue was economic revitalization and second, a range of social security issues.
Energy was maybe the third most important. However, in any case Japanese opinion is still
divided, but somehow most people are starting to consider the ramifications of Japan without

nuclear and whether it can survive without it.

Source: Forum on Energy

My view is that we need to have a balanced approach and not over-rely on nuclear or for tHat
matter any other energy source. We need to considver and utilize it in a balanced way. For
example, maybe 20-25% of our electricity should come from nuélear, down from the 30% or
so it represented in 2009-2010 before the disaster. That may not sound like a big reduction --
but before the disaster there had been plans to raise nuclear power to 50%, given its positive

impact on climate change, as it has zero emissions.




How has Japan's energy policy changed as a resuit of Fukushima and
how do you see it evolving in the future? Is the planned shift toward a
greater emphasis on renewable energy a viable one and if so, over
what time frame? Additionally, what can be done to boost energy
efficiency and to facilitate the development of new alternative energy
technologies moving forward?

Source: IEE)

After Fukushima the government realized they needed to review the current energy mix of
the Basi Energy Plan made in 2010, and tried to shift Japan away from an overreliance on
nuclear. They spent more than a year reviewing the issue and couldn’t conclude the
discussion. For this review, METI formed a committee to consider fundamental issues in an
Comprehensive Energy Review Council, which is an advisory organ for the METI Minister.
They held more than 30 meetings over 13 months. I was one of 25 members but we couldn’t
find a viable way to complete the shift away from nuclear power. Now uhder the new LDP
administration, which was inaugurated at the end of last yéar, they are saying zero nuclear
power is not realistic. This leads to two policy changes. First, within three years, they will
restart existing nucleaf power facilities after safety is reassured by the newly independént a
- council that is being formed to determine matters of this kind. Since it is subject to this




review we don’t know how many plants will receive approval, though I assume that many will
be and we will see them go back online within next three years. At this moment, however,
only two are operational. In the longer term, they will review Japah’s energy mix with‘in next
ten years. Renewables remain qtjite important and they will promote its development, but
they must spend considerable time to test its reliability and viability as a power source --
especially given the large scale of utilization envisioned. At this moment they are saying that
perhaps it is not possible to go zero nuclear and we will continue to shift toward renewable,

but need a more balanced approach.

Source: Ministry of Economy, Trade and Industry




In my view Japan should not proceed too hastily in adopting new energy mix goals, but ten

years is too long to wait. After the independent regulatory counsel sets up the new
| regulatory framework, which should be completed next July, we should proceed step-by-step.
Nuclear plants should be restarted and perhaps one year after the feed-in tariff, which was
implemented last July, we can see how effective that was and decide how reliable renewables
have been. Then the new administration can reevaluate and decide what should be done.
That takes us to about next autumn. How long will this process take? It is hard to say. But

we need to start and cannot wait ten years.

Conservation is also important. The previous administration was ‘tr_ying to promote
conservation, which was necessary and appropriate and the LDP will also move in that
direction. Japan is already perhaps No. 1 in the world by most measures, including energy
consumption per unit of GDP, etc. but there is still room for improvement. This can also
represent a business opportunity for Japanese companies in a world that is seeking to

maximize enefgy efficiency.

Source: iStockphotos.com
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My recommendation there is aiso for a balanced energy mix. We need to think about

economic efficiency, safety and macro impact, as this is a complicated equation and we
cannot forget about the fact Japan is very energy poor and we need to i'mport 96% of our
energy from abroad. This is completely different from the US, which will now become energy
independent due to the advent of shale gas énd new exploration while we will continue to be
dependent. Security, the environment, efficiency and cost are also indispensible and
especially after Fukushima we cannot forget about safety. Energy costs also impacts our
economy and if costs get too high, industry cannot survive operating within Japan.
Renewables are also problematic, given problems of intermittency and cost, though

- petroleum is also unstable in terms of cost as well as political risks, which can send prices
skyrocketing, so we must consider all of these factors. Therefore, while public trust is lacking
in nuclear and efficiency is important - nothing is perfect, so we must manage a balanced
diverse portfolio. My view is a good mix might be 20-25% nuclear, 20-25% renewable and
50% fossil fuels - including petroleum, natural gas and coal, all balanced in terms of

distribution.

While Japan moves toward a greater reliance on alternative energy,
there is still a need for traditional energy inputs such as oil and gas.
Where does Japan presently source its energy and do you see that
changing in the future? How do you view the prospect of greater
cooperation with Russia and other Asia-Pacific nations both in terms
of resource supply and reg|onal gr|d development'?
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It depends on what energy source you are talking about. For oil we continue to be reliant on
the Middle East as 87% of our petroleum is imported from there. We understand the need to
diversify but don‘t have appropriate alternative import sources. We are already importing
considerable petroleum from Russia, and perhaps we can increase that, but the balance issue
is importaﬁt. Perhaps the US could help Japan in terms of petroleum imports in view of its

own increased supply by lifting their ban concerning the export of oil.

Figure-1 LNG Import of Japan
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For natural gas, our import source is more diversified. At the moment I think 40% of our
supply comes from Asia and 30% from the Middle East, with the balance from Australia
(16%), Russia (10%) and other sources, so this is more balanced. We also hopé to import
shale gas from the US though we understand that to import from the uUs, expofts need
approval from the US government but we do hope this will be possible. That is quite
important as the US and Japan are important partners. We are supporting the policy of
Iranian sanctions and have decreased our imports from thefe by over 50%, so it may not be

too much to expect that the US will help us to secure the natural gas that we need.
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Here is the problem with Asian imports. We need to import liquefied natural gas from there,
which costs more about $6 per mm BTU, including transportation cost. This constitutes an
“Asian premium”. In the US it is $3 per mm BTU at Henry Hub, but with liquefaction and
transportation in Japan it can reach $16-18. That is 3-4 times higher even taking the
additional cost for liquefaction and transportation, and we need to resolve that issue. The
reason the price is so high is that the price is determined in link with petroleum, the unstable
situation in Middle East, and demand factors in Asia, This creates differences in natural gas
pricing here but hopefully the “Asian premium” can be resolved before too long. So we are
importing lots of natural gas and considering how much more desirable that is given it is

cleaner, hopefully we can diversify supply further through increased use of shale gas too.

You entered METI/MITI during a very different time in Japan'’s history.
Can you tell us about those early days and the factors that led to the
collapse of Japan's bubble economy in the early 1990s? Why has
economic recovery been so difficult and do you see any parallels and
lessons learned that can be applied to the present economic
environment in the US and EU?

In the late 1980s/early 1990s we had unfortunate'. trade friction between US and Japan. I was




Director of the Americas Division of METI at that time, which was responsible for dealing with
these matters. To resolve this trade imbalance the Japanese government was trying to take
expansionary policies and because of that we increased imports and the bubble economy

emerged. It was not as sustainable as we thought and in the early 1990s it collapsed.

After that people say we experienced one or two lost
decades and it took a very long time to fix the
econofny and I think the reasons are now unde'rstood.b
After the collapse most companies showed serious
balance sheet darhage. Assets shrank; so this
increased leverage. Most corporations then tried to
reduce debts even when the government tried to
convince them to expand, and even though interest
rates were lowered almost to zero there wasAIittle
new borrowing. So investment was negligible and it
‘was a vicious cycle that reinforced itself over time.

Salaries did not increase or declined and with that

consumption stagnated as well. Then debts could

not be lowered, which lead to reinforced attempts to

do so. This caused increased deterioration to our economy.

I think the lesson for the US and EU, which are now suffering from their own bubble collapse,
after the Lehman shock and events in Greece -- is that monetary expansion by itself is not
sufficient. The governments accumulated a iot of debt, but companies and househoids
continued to suffer. They are not making investments so it is only the government that can ’
do that, which increases public debt further. So the lesson from the lost decade is that
monetary policy is important but not sufficient. Fiscal and structural reform and deregulation

is also critical and necessary to shorten the readjustment process.




Japan has just held an election following numerous changes of
government in recent years. Should we be hopeful about the results?
How do you view the current political environment in Japan and in the
words of a recent US News and World Report article, what will it take
"to jolt Japan out of its 20-year economic slump"?

Source: Kimtaro's flickr photostream, used under a creative commons license

The new LDP administration seems to be making the issue of economic revitalization their top
priority and that is quite important and appropriate. Under the previous administration, they
focused on income distribution rather than growth, and unfortunately there is no new income
without growth. So I think the new priority is much better. Even before the election, Mr. Abe,
the party leader, noted they would take up an expansionary policy after the election, and we
began to see an immediate lift in the stock market, which got the message, and there was a
significant rise. And after the election, Mr. Abe assumed the position of Prime Minister, and he
continued with this talk and the stock market rise has continued. I think the Prime Minister is
quite right in pursuing three kinds of expansion, including monetary, fiscal and structural,
which I think will mostly take the form of regulatory reforms. So I think this is a more reliable
and viable policy that we had in the past. Investors appear to also believe this and I think

they can count on this new government.




At the same time Japan has many attractions as a business and
investment environment. It remains a very large and stable economy,
which offers a high quallty of life and standard of living. It also
remains a global leader in many products, processes and technologies.
What should foreign companies and investors know about Japan and
why should they be considering it in their expansion and aIIocatlon
strategies?

Source: Japan Society

This is a good question. Many people tend to forget important facts about Japan. Since
economic growth in China was so spectacular, people tended to focus on this market to the
exclusion of others, but that is now moderating and 1 think it is time for people ~ both inside
and outside Japan -- to récognize the importance of the Japénese economy. First, Japan is
still the world’s third largest economy after the US and China. And if you look at it in terms of
GDP per capita, in countries with more than 100 million people, Japan is number tv_s)o after the
US. Most countries with high GDP per capita are smaller in size such.as Singapore so while
income may be high the market as a whole is not. But when you look at larger countries
Japan remains on the top of the list. It is true that our industry is facing more challenges

from countries such as Korea in areas including automobiles and machinery but we still rate
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very high. Japan also possesses an aging population, so services are very important. Our
medical services and culture/content/tourism sectors are quite attractive as is food and food
safety. Additionally, given our enhanced need for more safety following Fukushima, and as
well as the resulting need for renewables and conservation, there are many opportunities in
our energy sector. The 3/11 Fukushima accident was quite unfortunate, but this has served
as an opportunity to revitalize our nuclear and other industries. The new administration is
quite right in Iooking at that as an area to emphasize where Japan has competitiveness and

potential.

Developed countries such as Japan, the US and those in the EU used to
look at emerging economies primarily as platforms to lower operating
costs and manufacture products for sale back in their own and other
developed markets. Now they increasingly look to these markets for
their ability to provide growth and demand. How is this trend effect
Japanese government policy and corporate behavior? Can Japan serve
as a gateway for foreign companies seeking to enter the markets of
developing Asia?

Source: Lets Talk Energy




This is also an important question and it is quite right to say that emerging economies,

particulafly in Asia, were seen as simply factories for the world in the past, but they are now
becoming important markets for products and services produced in-developed countries. Now,
emerging Asian economies are becoming the center for economic grbwth in the worid, while

developed countries remain stagnant.

China, ASEAN and India ~ that is where the growth is coming from. And Japanese companies
have made huge investments in factories, service centers, stores, supermarkets and other
facilities and I think now it is time for Jépan to enjoy economic growth as a result of these
allocations. We have also invested in improving infrastructure and capacity in these
economies. So I think we are in a good position to work together with these countries to
develop their economies and regional development.

v
At the same time, Japan used to be said to be a country of high costs. But fortunately or
unfortunately we have suffered through a long period of deflation, so costs .are now relatively
reasonable. This is true when talking about transportation, rents and many other costs. That
opens the door to basing facilities in Japan and I think the country can be a good gateway for

US and European firms seeking to enter these markets.

The US-Japan bilateral relationship has changed considerably over the
course of your career. How do you view these changes and where do
you see it headed moving forward? In addition, US-Japan corporate
relations are cordial but there is far less cooperation than one might
expect given the close relationship between our two countries. Why
don't we see more joint ventures, alliances and Japanese acquisitions
in the US?

As I said, by the mid-1990s the US and Japan had a lot of friction but that is now over and
the time for greater cooperation has now come. We share common values, missions, trade
and a desire to liberalize and create a 21st century investment infrastructure, which'opens
the door to cooperating across a range of areas. I also think the US and Japan can work
together to address global issues such as climate change. The present negotiation framework

may not have resulted in a successful conclusion, but perhaps our two countries can be more
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realistic. While technology is important, unless emerging nations such as China and India

participate, we cannot achieve meaningful progress.

Before we talked of reduction in
absolute terms as opposed to energy
intensity. As a result, China and India
could not join. They also realize the
need to mininiize emissions but that is
not easy. Since these and other
emerging economies are now the
centers for global growth, they must
participate to address those giobal
issues, so energy intensity might be a

good compromise. The US and Japan

can also develop or build on _
frameworks where we can cooperate. sOQrce: 2ndgreenrevo|utior:

This is especially true for energy, |

particularly nuclear and smart grid and conservation. In f’nany ways we have élready begun to
do this. For example, Toshiba and Hitachi are working together with Westinghouse and GE.
And in the smart grid area, thére are many US companies.that are good at promo_ting
technology while Japan is good at conservation. We can combine these two skills to obtain

many synergies so there is tremendous room for cooperation.

China has become an increasingly important factor in the global
economy and two years ago overtook Japan to become the second
largest economy in the world. Now we are seeing a change in
leadership, growing tensions in its relations with Japan and other
nations in the region, as well as potential signs of economic
deceleration. What do these changes mean for Japan and the world at
large?

It is unfortunate that territorial disputes overshadow other issues in the China-lapan and
' Kbrea-Japan relationship rather than the need to cooperate to resolve common problems.




Yes, trade and investment liberalization is

one problem but Asian countries are also
facing similar problems in regard to energy
shortages and environmental problems. I

can give you several areas of cooperation.

For example, Japan is number one in
terms of energy conservation and China
and other Asian economies rely on

Japanese technologies and practices in this

sector. Aside from any direct commercial
Source: Eurasia Review

benefits, energy is a common good and if
supply eases due to better conservation
practices, we all benefit as prices go lower. Second, nuclear is also quite important,
particularly in terms of addressing safety. There are about 60-70 nuclear plants under
construction in the world and about 2/3 of thosé are in Asia, mostly in China and India. With"
our experience in Fukushima we can give valuable input on safety and help Asian countries.
Asian economies also share the problem of reducing the “Asian premium” for natural gas. So
we don't need to confront one another and it is time to promdte stronger and closer
cooperation, as these territorial dispufes cannot be easily resolved. Therefore we need to
separate them from these other issues where we can benefit from closer cooperation. I hope
this is possible and that we can count on expérienced politicians in the LDP who have close
networks and communications Wlth Korea and China. Hopefully they can find sensible

solutions for these issues so that we can all beneﬂt

You have spent much of your career helping to further a wide range of
bilateral and multilateral negotiations including but not limited to the
Doha round, the Kyoto Protocol, and the US-Japan automotive talks.
How do you view the environment for trade negotiations -- both
bilateral and muitilateral -- moving forward? What is the impact of the
increased role that developing newly emerging nations okay in many of
these forums today? In addition how do you view the prospects for
TPP and do you think that Japan will take the steps needed to
partlcnpate in these negotiations?
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This is also an important question. You referred to mulitilateral negotiations and unfortunately
on the basis of my experience, I don’t think these negotiations have a good prospect for
successful conclusion. The reason is that the underlying premises have completely changed.
In 2001 when the Doha Round was launched, we need to remember that China was not in the
WTO. When they joined, they grew substantially and that was good for them and the world,
but it changed the premise that developed countries were more competitive than emerging
economies. The situation changed and these economies are also very competitive and huge
investments are being made in these markets. So the premise that developed economies
were strong and developing weak is no longer true. And we need to take into account this
fundamental change and change the framework or the negotiation will not go anywhere. The
éame thing can be said about climate change. The Kyoto Protocol was negotiated in 1996.
The premise then also was that developed countries were strong and developing weak and
that differentiation of responsibility no longer holds. So emerging economies need to share
the burden or a solution cannot be found. While we cannot be optimistic about the prospects
for either of these negotiations if the US, Japan and EU can work together to help launch a
new framework, as well as regional FTAs and other agreements such as TPP, we have a better
chance and this is far more realistic. Unfortunately though Japan has not yet been able to

‘ participate. 48
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If this changes,- and Japan can join TPP negotiations, there will be 10 countries of which 90%
of GDP will be US and Japan. This offers the potential to develop a highly attractive
framework for the 21st century. I then believe everyone including the EU will want to join
and it will provide a framework that can be expanded to include whole WTO, so it is not really
as regional as people think.» For climate change, the US/Japan also needs to establish a more
realistic framework so other countries can join. As mentioned, I think carbon emissions
intensity rather than absolute reduction needs to be emphasized and new technology
developed to reduce costs. For example, artificial photosynthesis can help in this regard and
Dr. Negishi of Duke Univ. won a Nobel Prize for this. New technology is needed and we must
recognize in the next decade or two carbon emissions may not diminish due to growth in
China and other emerging markets. Sb it is éritical even if they improve emissions intensity
quite substantially we have to adjust and adapt to that fact and change our frameworks

accordingly.

Thank ydu so much Toyoda-san for your time and attention. Before we
conclude do you have any final words to leave with our readers?
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Well, again that people in Japan and all over the world can be hopeful for better performance

in Japan due to efforts by the new LDP administration to make economic revitalization their

main policy priority. We can also hope for more US-Japan cooperation to reframe all kinds of

economic negotiations to bring prosperity to the world.
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