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May 21, 2007

Comments of the Government of the United States
On the “Implementation Plan Regarding Succession of Japan Post’s Business
Operations, ete. (Summary)” and the “Content and Forecast of Business Operations
to be Conducted by the Succeeding Companies”
Issued by the Japan Post Corporation
April 27, 2007

The Government of the United States welcomes the opportunity to submit comments on
the “Implementation Plan Regarding Succession of Japan Post’s Business Operations,
ete. (Summary)” and the “Content and Forecast of Business Operations to be Conducted
by the Succeeding Companies” (together hereinafter referred to as the “Summary™)
issued on April 27, 2007 by the Japan Post Corporation. The United States appreciates
that the Postal Service Privatization Comnmittee (PSPC) is considering public comments
- from all interested parties on the important issues in the “Summary,” and respectfully
requests the PSPC to duly consider and incorporate these comments into subsequent
discussions, revisions, and recommendations regarding the full Implementation Plan,

The United States has consistently welcomed the principle, established in Article 2 of the
Postal Privatization Law, of establishing equivalent conditions of competition bétween
the new Japan Post entities and the private sector. The United States urges Japan to fully
" meet this objective in the Japan Post reform and privatization process so as to eliminate
advantages over private companies in the financial services and express delivery sectors.

Experience suggests that stakeholder participation is vital to the success of any reform
effort. Meaningful opportunities to include stakeholder views are particularly impottant,
as they promote improved policy and regulatory outcomes and also strengthen public
confidence in the process undertaken. In this regard, the United States welcomes the
PSPC request for public comments on the “Summary,” and appreciates that interested
stakeholders have been invited to present their views at PSPC hearings, as well as to
submit written comments.

The lack of detail in the “Summary,” however, regrettably limits the thoroughness of
stakeholder review and undermines the effectiveness of this public comment procedure.
Given that the “Summary™ as released represents only a very small portion of the full
Implementation Plan, and the time allotted for public comments was equally limited, the
United States urges Japan to take further steps to increase the transparency of this
important review by, at a minimum, enabling interested stakeholders to have access to
and comment on the full Implementation Plan.

Investor confidence is built on a track record of transparent and accurate information
disclosure. As a significant step in a series of important milestones for Japan Post prior
to privatization, the Implementation Plan is key to assessing Japan Post’s preparations by
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the private sector and government alike. The Implementation Plan is the product of a
corporation wholly owned by the government, was presented to the Prime Minister and
the Minister of Internal Affairs and Communications, and will be considered by the Diet,
and as such is, de facto, 2 public government document that should be available for full
public scrutiny, subject to relevant laws on public disclosure. This point cannot be
stressed enough given Japan's international obligations, as well as the complexity of the
reforms and their potential ramifications for Japan’s domestic economy and international
financial markets.

Postal Insurance and Postal Banking Companies

As a step toward full compliance both in spirit and practice with Article 2 of the Postal
Privatization Law, the United States welcomes the commitment made in the “Summary”
that the new Posta] Insurance and Postal Banking Companies will comply with the “rules
and disciplines” required of private-sector financial institutions. Asnoted in the
“Summary,” these rules include, but are not limjted 1o, regulations regarding the
protection of consumers and investors, as well as rules preserving fair competition.

Moreover, the United States welcomes the Japan Post Corporation’s clear commitment in
the “Summary” to having the Post Office Company actively seek to sell products other
than those of the new Postal Insurance and Postal Banking Companies. Selling third-
party products will not only promote competition and provide a useful source of revenue
for the Post Office Company, but will also create a baseline comparison for the
transaction fees the Postal Insurance and Postal Banking Companies pay to the Post
Office Company. Such a comparison will aid in ensuring that a]l ransactions among the
privatized Japan Post entities are conducted in a market-based, arm’s length manner.

The United States is concemed, however, at the lack of detail present in the “Summary”
documents, which raises many questions and could benefit from clanfication.
Particularly striking is the lack of essential detailed information that could address
coneems related to competition policy and faimess. For example, issues fundamental to
implementation of privatization — including management of the “social-regional
contribution fund,” the re-insurance contract between the Public Successor Corporation
and the new Postal Insurance Company, efforts to ensure appropriate accounting and
compliance, efforts to ensure arm’s length transactions and to prevent cross-subsidization
among posta) entities, and the selection and roles of private-sector business partners of
the new postal entities — are raised in the “Summary” but are not sufficiently specified to
allow stakeholders to judge their effects on the marketplace or to offer complete
commentary to the PSPC. Also noteworthy is the issue of the re-insurance relationship.
The publicly available summary of minutes from the PSPC's May 7, 2007 meeting
suggest that payment for re-insurance will be determined by the level of profits from old
Kampo products, rather than through a market-based determination of the re-insurance
product’s price. Although the United States is unable to adequately judge the
appropriateness of the re-insurance arrangement because its details have not been
included in the “Summary,” the outline of this mechanism raises our concern.



The United States continues to urge Japan to ensure a level playing field is actually
achieved through a clear policy framework and effective regulatory enforcement before
the new postal institutions are permitted to issue the new products alluded to in the
“Summary.” Among the steps the United States urges as necessary in this regard are:

1. effective measures to eliminate perceptions of implicit or de facio government
cnarantees for the new postal financial institutions® products and services;

2. strict application of the arm’s length rule between and among the new postal
financial institutions and other new postal corporations to eliminate the potential for
cross-subsidization and other problematic preferential arrangements;

3. transparent and fair access to the post office network for private sector financial
service products; and

4. application of all regulatory, tax, legal, and supervisory obligations and standards
to the new postal institutions on the same basis as those applied to private financial

institutions.

As a vesult, the United States has concems with statements in the “Summary” that focus
on “synergy” among the new postal entities, including building of a joint sales strategy.
data-sharing among the new postal entities, and joint solicitation of customers. Not only
do these activities present special challenges for preventing cross-subsidization, but the
co-branding inherent in such an approach will make it more difficult for Japan to
eliminate perceptions of an implicit government guarantee for the Postal Insurance and
Banking Companies. Such an approach also appears contrary to the staied goal of
turning the new financial entities into fully self-standing companies within five years of
the start of privatization. As is the case with the re-insuraice contract, however, the
“Qummary” does not include sufficient detail for the United States to judge whether
effective measures are being contemplated to prevent cross-subsidization in these co-
branding activities and eliminate perceptions of an implied government guarantee.

Express Delivery Services

It is regrettably not evident from the "Summary” the degree or nature of competitive
advantages that may arise for the Japan Post Services Company over private companies
through the measures to be taken in the Implementation Plan. The Govemment of the
United States deems it important that all necessary steps are taken to fully realize the goal
of the Postal Privatization Law of establishing "equivalent conditions of competition”
between Japan Post Services Company and private carmers.

With respect to EMS services, the Government of the United States has taken careful
note that the "Summary" makes clear the intent of the Japan Post Services Company to
expand service.
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It is the view of the Government of the United States that customs clearance regulations
and procedures for intemational, competitive service products handled by Japan Post
Services Company, including EMS, should be applied in the same manner to those
applied to private express carriers for similar shipments. "It is furthermore the view of the
Government of the United States that all necessary measures should be taken to make
publie disclosures of Japan Post Services, Japan Post Network, and other new Japan Post
businesses in a manner sufficient to ensure cross-subsidization among these businesses as
well as between competitive and non-competitive products provided by Japan Post
Services Company does not occur. The Government of the United States requests that
measures in the Plan are made fully consistent with these views in order to facilitate the
realization of unrestricted and undistorted competition in the provision of international
postal services and other international delivery services.

The United States requests your due consideration of our comments.



