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TOKYO AS AN INTERNATIONAL
CAPITAL MARKET—ITS ECONOMIC
AND LEGAL ASPECTS

Mitsuru Misawa*

I. InTRODUCTION

The internationalization of the Japanese capital market began
in 1955, but for a considerable length of time the market served
only as a source of foreign capital needed to cover the deficits in
the nation’s balance of payments. It was not until after 1970, when
the Japanese balance of payments showed a steady surplus, that
the Japanese market could accommodate the issue and acquisition
of foreign securities on a full-fledged scale, and that Tokyo could
become a truly international capital market. This trend, however,
proved to be short-lived, for the steep rise in the cost of oil imports
has recently forced the Japanese Government to revert to its pre-
1970 policy, and take measures to reduce the deficits in the na-
tion’s long-term capital payments balance.

It is now a subject of debate in the international business world
whether the Tokyo capital market will ever re-emerge as an inter-
national capital market. This article attempts to evaluate whether
and in what form the Tokyo capital market can be expected to
regain its former place in international finance. To evaluate this
prospect, one must examine Japan’s economy and international
balance of payments position, as well as Tokyo’s development as

* Senior Vice President, The Industrial Bank of Japan Trust Company (New
York). LL.B., 1960, Tokyo University; LL.M., 1964, Harvard University; M.B.A.,
1965, University of Hawaii; Ph.D. in Business Administration, 1967, University
of Michigan. '
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an international market and the relevant laws and regulations gov-
erning the operation of this market.

II. Economic AspEcTS oF THE Tokyo CAPITAL MARKET
A. Medium-Range Forecast of the Japanese Economy

During the 1960’s, the Japanese economy grew at an average net
rate of 11.1 per cent.! However, with the recent oil crisis coming
on top of other resource problems, a prevalent labor shortage and
limited plant site availability stemming from pollution problems,
the growth rate is expected to taper off. Various estimates of
Japan’s future economic growth indicate that a rate of seven per
cent, a figure slightly higher than in other advanced countries, is
likely for the Japanese economy.? Since this figure is arrived at by
dividing the expected ratio of investment (ratio of investment to
GNP) by the expected coefficient of marginal capital (investment
necessary for increasing production per unit), an examination of
these two components is in order.

During the 1960’s, Japan’s marginal capital coefficient was 2.98,3
which was less than the respective figures of West Germany, 5.32;
France, 4.43; Britain, 3.64; and the United States, 3.54.% This dif-
ferential resulted from two factors: (1) investment in Japan was
mainly allocated for the expansion of production, and (2) the
amount allocated for antipollution purposes and for social over-
head capital was not so high as in the United States and Europe.
With the start of the 1970’s, however, Japan began to orient its
resources toward a welfare economy, which requires large invest-
ments in unproductive antipollution and social overhead facilities.
As a result of this orientation, Japan’s marginal captial coefficient
is expected eventually to rise as high as West Germany’s 5.32.

1. Economic PLANNING AGENCY, ANNUAL REPORT oN NaTioNAL INCOME
StaTisTics, 24, 25 (Okurasho Insatsu Kyoku 1974) [hereinafter cited as ANNUAL
REPORT].

2. For example, the Economic Planning Agency forecasts that the average
growth rate during the period of 1973-85 will be 7.1%. See Nihon Keizai Shinbun
(Japan Economic Journal), July 5, 1974, at 3.

3. Calculated from MiNiSTRY OF FINANCE, SHOKEN KANKEI SHUYO SANKO SHIRY-
08HU (MATERIALS CONCERNING SECURITIES) 13 (Okurasho Shoken Kyoku 1974).

4, For the international comparison of productivity, see EcoNnoMic PLANNING
Acency, Economic SURVEY OF JApPAN (1972-73) 70-78 (The Japan Times, Ltd.
1973).
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On the other hand, Japan’s investment rate in the 1960’s stood
at 33.1 per cent, much higher than the approximately 20 per cent
registered by the United States and Western European countries.’
This trend is expected to continue in the 1970’s because invest-
ments in housing construction and social overhead capital are at
high levels and because private equipment investment, which con-
stitutes the bulk of overall investment, will remain active. There-
fore, in the 1970’s the Japanese investment rate is expected to
climb slightly to an average of 37 or 38 per cent. In this connection,
it should be noted that a high rate of savings is necessary to sup-
port such a high investment rate. While the effects of galloping
inflation cannot be ignored, of course, it is thought unlikely that
there will be any drastic change in the rate of savings.® Conse-
quently, the projected net growth rate will be 7.1 per cent on the
basis of a projected investment rate of 38.00 divided by a projected
marginal capital coefficient of 5.32.

In estimating the growth rate of the Japanese economy, one
must consider the export-import balance problem. The price of
crude oil has skyrocketed since the “oil crisis,” resulting in an
increase of Japan’s oil imports to approximately ten billion dollars
a year. Under these circumstances, Japan is obliged to maximize
its exports to offset the increased cost of imported oil. However, the
prospects for an unusually large export surplus are not great. The
first reason for this projection is that during the 1970’s wholesale
prices are expected to rise by about seven per cent, consumer
prices by eight per cent, and gross wages by sixteen to eighteen per
cent,” which will result in a decline in the competitiveness of Japa-

5. Calculated from ANNUAL REPORT, supra note 1, at 20-21.

6. The reasons for the high level of savings in Japan are many. First, people
tend to keep a certain degree of liquidity because Japan has always lagged far
behind most other industrialized countries in public provision for social security.
Secondly, there is the fact that thrift has traditionally been considered a virtue
in Japan. The value of thrift is too strongly ingrained in the Japanese way of life
to undergo much change in a short period of time. For details see Misawa,
Securities Regulation in Japan, 6 VAND. J. TRANSNAT'L L. 447, 457-58 (1973).

7. For the past trends of these figures see EcoNomic SURVEY, supra note 4, at
103-46. The Economic Planning Agency forecasts that average rises of wholesale
prices, consumer prices and gross wages during the period of 1973-85 will be 5.7%,
7.4% and 15.7% respectively. For the details of this forecast see Nihon Keizai
Shinbun (Japan Economic Journal), July 19, 1974, at 1.
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nese goods. In addition, an excessive export drive by Japanese
industries is unlikely, since past experience has taught Japanese
manufacturers to be sensitive to world opinion and to avoid tactics
that could disrupt international trade balance and provoke unfa-
vorable repercussions. Secondly, the rising cost of manpower will
enhance the tendency—in such labor intensive industries as auto-
mobiles and household electrical equipment—to shift production
abroad where labor is cheaper, while Japan increasingly turns to
the production of technologically sophisticated goods. Even in the
case of process industries like petrochemicals and steel, domestic
operations are so badly hampered by the shortage of raw materials
and the difficulty of finding suitable plant sites that producers will
probably be forced to look overseas. Should such a trend turn into
a general practice, Japan will eventually become a re-importer of
manufactured goods.

Taking these factors into account, it is difficult to conceive of
another boom in capital exports similar to the one experienced
between 1970 and 1973, when Japan was able to accumulate a large
foreign exchange surplus. The Japanese Government, however,
will regulate the inflow or outflow of capital as required by the
balance of payments and other trends in the economy. In addition
to the government’s active adjustment of the long-term capital
balances, it is projected that the trade balance will be improved
considerably, at least within a moderate length of time. Therefore,
this writer believes that the yen will gradually be stabilized with
stronger potential from a medium-range point of view, hopefully
placing the strength of the yen almost on par with the dollar and
the deutschemark; eventually, the yen should become a reserve
and settlement currency. Under these circumstances, in a
medium-range forecast, it will again become possible for the Tokyo
market to export a certain amount of capital. Further, it may
become necessary for Japan to do this to maintain a sound equilib-
rium in its international payments.

B. Recent Position of Japan’s International Balance of Payments

Japan’s balance of payments, which had registered a surplus
since 1968, has fallen into the red since March 1973 (see Table 1).
Examining the figures for fiscal 1973, one notes the following: (1)
the balance of trade showed a surplus of no more than 817 million
dollars, a notable decrease from the 8.356 billion dollar surplus in
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the preceding year; and (2) the long-term capital balance showed
a sizable deficit of 9.140 billion dollars—almost a two-fold increase
over the preceding fiscal year. As a result, a large deficit of 13.445
billion dollars was registered in Japan’s overall balance of pay-
ments. Thus, the surplus trend in the overall payments balance,
which had continued for five straight years from fiscal 1968, has
come to an end. This change from a surplus to a deficit can be
examined in light of the movements of both the trade and long-
term capital balances.

First, the balance of trade was greatly affected by the oil crisis;
a trade balance deficit resulted from the arrival of large quantities
of so-called “$10-a-barrel” crude oil, coupled with the higher prices
of other imported goods. In addition, it is generally believed that
imports will inevitably continue at a high level relative to the high
cost of oil, but a sharp rise from the current level is not anticipated.
In contrast to imports, exports have started to rise sharply, with
strong prospects for continued increases. The impetus for this ex-
port increment is provided by the continuance of the global mate-
rial shortage and the short-term export drive promoted by the
Japanese Government’s overall demand curbing policy.

Secondly, the large deficit in the long-term capital balance
which prevailed from January to April 1974, stemmed from an
increased outflow of capital in the form of foreign investments by
Japanese manufacturers, brisk overseas investments and loans by
Japanese financial institutions, in addition to the Japanese pur-
chase of foreign securities. This shrinking trend is likely to con-
tinue throughout fiscal 1974. Moreover, governmental measures
designed to check the inflow of foreign currency through the use
of Foreign Exchange Control Regulations and promote the outflow
of capital under the Foreign Currency Deposit and the Foreign
Currency Loan Systems® were initiated in fiscal 1971 to reduce the
accumulation of foreign currency and resulted in further enlarging
Japan’s capital balance deficit. Moreover, the aforementioned
measures undertaken to encourage the inflow of foreign currency
together with the general decline in overseas investment on the

8. Although the figure is not publicly available, the Ministry of Finance is
known to hold large foreign currency deposits at Japanese commercial banks,
However, the Ministry of Finance has recently made considerable withdrawals of
their deposits to support the yen.



6 VANDERBILT JOURNAL OF TRANSNATIONAL LAW [Vol. 8: 1

part of Japanese enterprises will most likely continue. Worthy of
particular mention is that a series of measures have been initiated
by the Export-Import Bank of Japan aimed at curbing overseas
investments and promoting the acquisition of “impact-loans.’”®

Judging from the movements of trade balances and long-term
capital, it is highly probable that the enormous deficit of more
than 13.400 billion dollars in the overall payments balance of fiscal
1973 will dwindle to half that amount in fiscal 1974. The Japanese
Government expressed the hope that this year’s balance of pay-
ment deficit could be reduced to between six billion dollars and
seven billion dollars with equilibrium being achieved in three to
five years.' Therefore, the question of Japan’s prospective interna-
tional balance of payments position remains unanswered.!! From
past experience the future depends on the trends in Japan’s trade
and long-term capital balances.

0. HisToricAL DEVELOPMENT OF THE TOKYO CAPITAL MARKET
A. Issues of Yen-Denominated Publicly Offered Foreign Bonds

The internationalization of the Tokyo capital market started in
December 1970, with the issue by the Asian Development Bank of
yen-denominated publicly offered bonds. Since, however, approxi-
mately 80 per cent of the bonds were purchased by banks, they
almost could have been considered privately placed bonds, but in
a sense, this first issue served as a test of the maturity of Tokyo as
an international financial center. In June 1971, the World Bank
issued yen-denominated bonds. This was a noteworthy issue since
the portion purchased by banks approximated only one-third of
the total and, moreover, the issue terms were consistent with the
prevailing market conditions. Encouraged by the World Bank’s
success, the Asian Development Bank decided to undertake a full
scale issue of publicly offered bonds (see Table 2). The success of
the World Bank and the Asian Development Bank issues prompted

9. This means the loans to Japanese companies extended by foreign banks,
utilization of which is not specified.

10. Nihon Keizai Shinbun (Japan Economic Journal), May 23, 1974, at 13,

11. For the details of mid-term forecast of Japan’s balance of payments see
Txe INDUSTRIAL BANK oF JAPAN, WAGAKUNI KokusaisHusHi No CHUKITEKI TENBOO
Nt TsurtE (Mip-TERM FORECAST OF JAPAN’S BALANCE OF PaYMENTS) 28-315 (The
Industrial Bank of Japan).
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many foreign organizations to follow suit (see Table 3). These or-
ganizations consisted of international institutions, national gov-
ernments, local public bodies, public corporations, and private
enterprises running the gamut of the public and private sectors
(see Table 4).

The main business of the Tokyo international capital market is
to handle issues of yen-denominated publicly offered foreign
bonds, with an emphasis on high grade yen-denominated bonds
floated by well known international issuers such as international
institutions and foreign governments.”? The reasons for this are
two-fold: First, since the internationalization process has just
begun, the market is not yet fully consolidated; secondly, investors
have very little knowledge of international conditions, an underde-
veloped sense of risks, and a poor grasp of proper interest rates.
Thus, it is considered best to focus on issues that are sure to foster
the growth of a first-rate capital market. Consistent with this goal,
the market considers good issuers with established international
reputations to be those that have made international issues pub-
licly in the United States and Europe at least three times during
the past five years or at least ten times during the past twenty
years.!3

In addition to World Bank and Asian Development Bank bonds,
Australian Government bonds were issued in July 1972, and
Quebec (Canada) bonds the following September. The Australian
bonds were the first to be floated by the Australian Government
in 55 years and represented a revitalization of the yen-
denominated bond market, which had been dormant since the
World War I era when the British, French and Russian Govern-
ments turned to the Japanese market for short-term war financing.
Hence it can be said that the recent issues by the Australian Gov-
ernment on the Tokyo capital market were the first long-term yen-
denominated publicly offered government bonds as such. For this
reason, the flotations of the Australian Government bonds and of
the Quebec bonds on the Japanese capital market were significant
events since they, in effect, inaugurated the full-scale internation-

12. MiNiSTRY OF FINANCE, OKURASHO SHOKENKYOKU NENPPO, 1973 NENBAN
(AnnuAL RePORT - MINISTRY OF FINANCE, 1973) 52 (Kinyu Zaisei Jijyo Kenkyukai
1973).

13. Id.
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alization of the Japanese capital market.

B. Issues of Foreign Currency Bonds by Overseas Institutions on
a Private Placement Basis

Concurrent with the public offering in the Japanese market of
yen-denominated foreign bonds, moves to float privately placed
foreign currency bonds in Japan started in July 1972, with the issue
of twenty million dollars worth of bonds by the European Invest-
ment Bank. Thus far, such bonds have totaled 906.8 million dollars
in 46 issues (see Table 5). In addition, there were instances when
a portion of the bonds floated in a public offering or a private
placement basis in overseas capital markets were sold in Japan in
the form of private placements. An example of such an issue under
this type of sale was the North American Rockwell Overseas Cor-
poration bond issue in May 1972. These bonds were small in de-
nomination, but large in number, reaching 228 issues with the total
amount of 280.82 million dollars.

The yen-denominated publicly offered bonds consisted of those
issued by international institutions, while the privately placed or
privately sold foreign bonds consisted mainly of those issued by
private foreign enterprises. The bonds on the Japanese market,
both public and private, are of a diverse nature (see Tables 6 and
7) covering such currencies as the dollar, deutschemark, franc, yen
or deutschemark with a dollar option clause. The variety of bonds
include not only standard but also convertible bonds.

C. Domestic Issue of Foreign Stocks

Similar to the development of the foreign bond market, the do-
mestic issue of foreign stocks began with the private placement of
stocks by L’Air Liquide S.A. of France in May 1972. The first
foreign issuer to make a public offering in Japan was General Tele-
phone & Electronics Corporation, a United States corporation, in
October 1972. Thus far, there have been 30 foreign stock issues
totaling 102.8 million dollars, three of which were public offerings
totaling 50.81 million dollars (see Table 8). Besides the above-cited
domestically issued foreign securities, the regulation of the acquisi-
tion of previously issued securities via foreign securities exchanges
was liberalized in July 1971 for the benefit of the investing public
with the inclusion of such foreign securities in investment trust
portfolios in February 1970. As one of the yen counter-measures,
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the Japanese Government removed virtually all the restrictions in
May 1972, and put everything on a completely free basis. The
foreign securities acquired through foreign securities exchanges
consisted of stocks valued at 54.8 billion yen and bonds at 69.5
billion yen as of December 1973, both showing a marked gain.
Since the beginning of 1974, however, there has been a sharp dec-
line due to newly imposed governmental restrictions (see Table 9).

In the wake of such increased investment in foreign securities,
six shares—FNCC, Dow Chemical, First Chicago, GTE, 1.U. Inter-
national Corp. (U.S.A.), and Paribas (France)—were listed on the
Tokyo Stock Exchange in December 1973. Further, in February of
1974 Cie Francaise des Petroles, S.A. joined the list (see Table 10).
Presently, the daily volume of trading has averaged 30,694 shares
and 423.13 million yen (see Table 11).

D. Syndicated Loans

Since 1972, syndicated loan activities utilizing dollars acquired
from the Eurodollar market and from Japan’s foreign reserve sur-
plus* have been very brisk. Although Japan has a short history of
organizing syndicated loans, the total loan sum had already
reached five billion dollars by the end of 1973.%* Borrowers of these
loans included international oil companies, financial institutions
and public organizations.' At present, however, the formation of
syndicated loans is being restrained as a result of the increasing
deficit in Japan’s international balance of payments. The Bank of
Japan has recently decided to strengthen its guidance to commer-
cial banks on the borrowing and lending of Eurodollars,” since it

14. This is based upon foreign currency deposits held by the Ministry of
Finance at Japanese commercial banks. See note 8 supra.

15. The Eurocredit market expanded at a fairly rapid pace. In 1973, the vol-
ume grew to $23 billion, of which $5.3 billion (26.5%) was estimated to be syndi-
cated by Japanese banks. See EuroMONEY 35 (Euromoney Publication Limited,
Feb. 19, 1974); Nihon Kogyo Shinbun (Daily Industrial Paper), Mar. 12, 1974, at
3.

16. The borrowers’ names are not usually disclosed. Among the borrowers for
whom Japanese banks acted as a manager in syndicated loans, the following
names are included: Republic of Colombia, Instituto Mobiliare Italiano, National
Iranian Tanker Co., Comision Federal de Electricided, National Bank of Hungary
and Deutsce Aussenhandelsbank.

17. The Japan Times, July 3, 1972, at 8.
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believes that competition among Japanese banks for Eurodollar
loans may drive up the interest rates for these funds. Since short-
term Eurodollar funds borrowed by Japanese banks at high inter-
est rates were being re-lent on a medium and long-term basis, the
Bank of Japan takes the position that such a method is not advisa-
ble because of the risks involved. Therefore, Japanese banks plan-
ning to borrow in the Euromarkets must obtain the Bank of
Japan’s approval on an individual basis. In addition, the Bank of
Japan will limit Japanese bank loans abroad to commitments in-
volving Japanese firms or to those loans with small foreign ex-
change risks.

IV. LEecAL AspEcTs OF THE T'oxYo CApiTAL MARKET
A. Regulatory Structure

Since the Japanese Securities Exchange Law of 1948 is applica-
ble to the proposed securities issues of foreign entities, one must
examine the application of the law. The Securities Exchange Law
was enacted at the insistence of the occupation authorities as a
condition for the reopening of the Japanese securities exchanges.
The Japanese law is a modified version of the United States Secur-
ities Act of 1933 and the Securities Exchange Act of 1934 and
contains provisions substantially similar to United States laws re-
quiring the disclosure of corporate information and covering the
regulation of the securities markets.”® However, the pattern of se-
curities regulation in Japan differs somewhat from that of the
United States because of the differences in the basic legal systems
and the social structures of the two countries.

In Japan the supervision of the securities markets is entrusted
to the Ministry of Finance, which exercises its control through the
Ministry’s Securities Division. The Securities Division exercises
executive, quasi-judicial and quasi-legislative powers similar to
those of the Securities and Exchange Commission in the United
States. Consistent with the policy underlying United States securi-
ties regulation, the Japanese law requires the disclosure of corpo-

18. Law No. 25 of Apr. 13, 1948 (Japan). Subsequent amendments to the law
reflected United States developments. Most recently the law was amended on
Mar. 3, 1971. Law No. 4 of 1971 [hereinafter cited as Securities Exchange Law].

19. For the detail of securities regulation in Japan see Misawa supra note 6,
at 447-510,
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rate information through the registration system when securities
are to be sold to the public.? Public corporate securities issues are
generally subject to the law, but all bond issues, bank securities
and small issues under 100 million yen (approximately 0.33 million
dollars) are exempted from the registration requirement.?! Regis-
tration statements must contain adequate information for the ben-
efit of the investors,? but if the Ministry of Finance finds that a
registration statement includes false information, fails to include
information covering important matters or is misleading, it may
deny registration.?® Before the Ministry issues a formal “stop
order,” however, the company is entitled to a hearing at which it
may present clarifying information and amend its registration
statement,? and if the Ministry of Finance deems the amendment
appropriate and satisfactory, it permits the registration of the
issue,? which is a sine qua non for the offering of securities to the
public. Moreover, the Law also requires that a prospectus, contain-
ing essentially the same information as the registration statement,
be presented to every subscriber of the corporate issue.? Included
in the prospectus must be all information that the Ministry of
Finance deems essential and appropriate to the public interest, or
for the protection of investors.? In addition to its jurisdiction over
securities registrations, the Ministry of Finance has authority to
regulate the trading of securities, and to conduct studies and inves-
tigate matters in the public interest covering the entire field of
securities issuance and trading. For example, the Ministry may
investigate securities dealers,?® securities exchanges,?® securities
dealers associations,® issuing companies and companies submit-

20. Securities Exchange Law art. 4.

21. Japan Ministry of Finance Regulation, Registration of Offers and Sales of
Securities No. 32, art. 1 (1972). This regulation was promulgated pursuant to the
1972 amendments in the Securities Exchange Law.

22. Securities Exchange Law art. 5.

23. Securities Exchange Law art. 10.

24. Securities Exchange Law art. 10.

25. Securities Exchange Law art. 10.

26. Securities Exchange Law art. 13.

27. Securities Exchange Law art. 13.

28. Securities Exchange Law art. 55.

29. Securities Exchange Law art. 154.

30. Securities Exchange Law art. 76.
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ting securities reports® as well as examine corporate books, require
submission of reports on business or property and require the at-
tendance of witnesses.* Further, the Ministry of Finance may go
to the courts and seek injunctive relief to proscribe the conduct of
those engaged, or about to engage, in any act violative of the secur-
ities law. 3

B. Registration Requirements

Under the Japanese Securities Exchange Law, the following are
classified as securities: government bonds, local government
bonds, bonds issued by a juridical entity established under a spe-
cial law, stocks, warrants, beneficiary certificates of an investment
trust or loan trust, securities or certificates issued by foreign
countries or foreign juridical entities and such other securities or
certificates as may be prescribed by Cabinet Order.3

An important difference between the exemption provisions
under the Japanese Securities Exchange Law and those in the
United States and other countries is that in Japan domestic bonds
that are guaranteed and those secured with property are exempted
from registration.® The rationale for exempting bonds from the
registration requirements of the Securities Exchange Law are
three-fold: (1) The primary purchasers of bonds are financial insti-
tutions capable of investigating the financial condition of the issu-
ing companies. (2) Almost all of the companies issuing bonds are
listed companies that provide current public information concern-
ing the status of the issuing company. (3) It is believed that disclo-
sure of financial information about a company is less essential to
bondholders than to stockholders since the former are secured by
liens on specific company properties. These liens are said to offer
bondholders sufficient protection in the event of financial difficul-
ties. However, the real reason for exempting bond issues from reg-
istration is probably that the buying and selling that does occur
in the relatively undeveloped bond market is done by institutions

31, Securities Exchange Law art. 26.

32. Securities Exchange Law arts. 182-84, 186.

33. Securities Exchange Law art. 187.

34, Securities Exchange Law art. 2.

35. Law No. 4 of Mar. 3, 1971, Supplementary Provisions of the Securities
Exchange Law art. 4 (Japan).
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that are not in need of extensive protection. Nevertheless, registra-
tion has always been required of publicly offered foreign bond is-
sues since these bonds have not been secured with property.

C. Disclosure Required for Offerings of Securities

Prior to the enactment of the Securities Exchange Law in 1948,
the Commercial Code® served as the only law regulating security
issues in Japan. Under the Commercial Code, the corporate
promoters must disclose the required information at the time of
incorporation by publishing the articles of incorporation in the
official Gazette or in a daily newspaper.®” Therefore, the disclosure
requirements of the Commercial Code provide insufficient investor
protection. In contrast to the Commercial Code, the Securities
Exchange Law is a great advance, requiring publicity and supply-
ing detailed information concerning publicly held companies
whose securities do not meet the requirements of “exempted secur-
ities” or “exempted transactions.”

Under the Japanese Securities Exchange Law, the disclosure
mechanism is the registration statement filed with the Ministry of
Finance in conjunction with the prospectus that summarizes the
more detailed registration statement. A registration statement
becomes effective on the 30th day after it is filed or on the 30th
day after the filing of an amendment, during which period the
Ministry of Finance reviews the statement and determines whether
full and fair disclosure has been provided.® While the Ministry of
Finance examines registration statements, it does not guarantee
the security or make a judgment of its quality. Rather, the law
requires the disclosure of sufficient and accurate facts to enable the
investing public to make a reasoned investment judgment. The
criteria for determining the essentiality of the required information
are provided by a Ministry of Finance ordinance,® but the ultimate

36. ComMERciAL CobDE (1899) (Japan) [hereinafter cited as COMMERCIAL
CobE].

37. CommerciaL Copk arts. 166, 173, 175, 183, 184, & 188.

38. Securities Exchange Law art. 8. The effective date may be accelerated by
order of the Ministry of Finance, however, if information about the issuer is
adequately available for the protection of investors.

39. Securities Exchange Law art. 5 (matters necessary and appropriate for the
protection of public interest or investors are prescribed by a Ministry of Finance
ordinance).



4 VANDERBILT JOURNAL OF TRANSNATIONAL LAW [Vol. 8: 1

responsibility for adequate and accurate disclosure lies with the
issuer,® and in the event of a deficiency in the registration state-
ment, amendments are required, following which the registration
statement becomes effective at the lapse of the pre-effective period
designated by the Ministry of Finance.* The benefit of this inter-
val between filing and effective registration enables underwriters,
prospective purchasers and other interested parties to familiarize
themselves with the nature of the offering. On or after the effective
date, the registered securities may be offered to the public, but
each purchaser must receive a prospectus at or before the sale or
delivery of the securities, or at the time of confirmation of his
purchase.”? During the waiting period that precedes the effective
date, however, offers using a temporary prospectus are permitted.?

D. Financial Information and Accounting Practices

A comparison between the information required in the typical S-
1 registration statement used in the United States and that re-
quired by Japanese registration statements discloses that the in-
formation contained in the latter is more comprehensive. Although
there is not much difference in the nonfinancial information such
as “Description of Business,” “Plan of Distribution” and ‘“Treat-
ment of Proceeds from Stocks Being Registered,” the information
included in the financial statements is quite different. Japanese
Securities Reports submitted (usually twice a year) to the Ministry
of Finance include special items such as “specifications of holding
securities,” (securities held by the company for temporary or long-
term investment), “current term changes in each reserve,” and
“breakdown of depreciations’’—items not covered by periodic re-
ports in the United States.

The important differences between the regulations and problems
of the United States and Japan can be seen, for example, in the
required form for corporate financial statements, i.e. consolidated
financial statements are not required in Japan. The Japanese Se-
curities Exchange Law, however, does require that the financial
statements of an “important subsidiary company” be attached to

40. Securities Exchange Law arts. 16-18.
41, Securities Exchange Law art. 9.

42, Securities Exchange Law art. 15.

43, Securities Exchange Law art. 15.
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the securities report of the parent company.* The Ministry of Fi-
nance defines an “important subsidiary” as one whose assets or
sales are large enough to have a great effect on the financial situa-
tion of the parent company. Although consolidated statements
are most useful to the board of directors and operating officials of
the controlling company,* such statements also have great signifi-
cance for stockholders of the subsidiary company, and because of
this significance it is generally recognized that consolidated state-
ments should be introduced in Japan as soon as possible.?”

E. Disclosure Requirements Applicable only to Flotation of
Foreign Securities

With the growing internationalization of the Tokyo capital mar-
ket, it is becoming a regular practice for foreign enterprises, foreign
governments and foreign public entities to float their securities in
Japan on a public offering basis. Japan is, therefore, faced with the
urgent need to institute a well-regulated system that will provide
for sufficient disclosure by foreign entities when issuing their se-
curities in Japan.

1. Disclosure Required of Foreign Governments and Foreign
Public Organizations.—The disclosure requirements of the Securi-
ties Exchange Law are generally applicable to the securities
floated by foreign governments or foreign public organizations. To
regulate this disclosure system the ‘“Ministerial Ordinance Con-
cerning Notification of Offering or Secondary Distribution of For-
eign Securities” was promulgated in 1972.%8 The securities coming

44, Securities Exchange Law arts. 23, 24. See Japan, Ministry of Finance
Regulation, Registration of Offers and Sales of Securities No. 32, art. 15 (June 1,
1972).

45. Japan, Ministry of Finance Ordinance No. 32, art. 15 (June 1, 1971).

46. W. PatoN & W. PATON, JR., CORPORATE ACCOUNTS AND STATEMENTS 574
(1964).

47. The following caution should be noted: “The formation of such state-
ments, however, presents many opportunities for concealing rather than revealing
the truth. A poorly prepared consolidated statement may be misleading and thus
may be worse than nothing.” THE SECURITIES MARKETS 589 (A. Bernheim & M.
Schneider eds. 1935).

48. Japan, Ministry of Finance Ordinance No. 26 (Apr. 2, 1972) [hereinafter
cited as Ministry of Finance Ordinance No. 26]. In accordance with this Minis-
terial Ordinance, Australian Federal Government Bonds for ¥10 billion were
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under this Ordinance are defined as government bonds, municipal
bonds, securities issued by corporations in accordance with special
legislation and those having the nature of investment certificates
issued by corporations established in accordance with special legis-
lation.® Collectively these are characterized as “foreign securi-
ties.”

When foreign securities are offered for sale in Japan, the issuers
must ‘submit a registration statement and in addition since each
such issuer is based abroad,-the issuer is required to appoint an
agent or proxy domiciled in Japan and duly authorized to repre-
sent the issuer in connection with any and all acts relevant to
soliciting securities subscriptions.® The registration statement is
to provide the investing public with all the information necessary
to enable a reasoned judgment on the investment in the securities.
Therefore, the registration statement contains the requisite infor-
mation for the protection of the investors as well as information
necessary to enable investors to form a legitimate judgment on the
investment.5!

The issuers of foreign securities are diverse, including govern-
ments, public organizations, international institutions and
government-affiliated agencies. In the registration statement, the
classification of the issuer is contained in the section “General
Description of Issuers.” The sections for “Basic Matters Relating
to Offered Securities,” ‘“Purposes of Fund Raising and Uses of
Funds,” and “Legal Opinions” are required for the protection of
investors. In particular, the subsections ‘“Matters Concerning
Mortgages and Guarantees,” ‘“Duties of Commissioned Banks,”’%
“Matters Concerning Meeting of Creditors,” ‘“Treatment of
Taxes,” “Applicable Laws and Court of Jurisdiction” have been
established under the section “Basic Matters Relating to Offered
Securities” with a view toward protecting the investors. The regis-

floated in July 1972 and Quebec Provincial Bonds for¥10 billion were floated on
a public offering basis in September 1972.

49, Ministry of Finance Ordinance No. 26, art. 1.

50. Ministry of Finance Ordinance No. 26, art. 4.

51. Ministry of Finance Ordinance No. 26, art. 5.

52. 'The roles of commissioned banks in Japan are to perform an originating
role in the flotation of bonds; to inform the issuers of current market conditions;
to advise them as to the amount of bond issues, the term and timing of offerings;
and to hold securities for the creditors.
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tration statement is divided into Part I dealing with information
to be disclosed to the investing public in the prospectus and Part
IT containing information that need not be disclosed in the pros-
pectus.

It is stipulated that the documents attached to the registration
statement cover such areas as the proxy letter, various agreements,
including the underwriting agreement, written legal opinions, and
pertinent articles of related laws and regulations mentioned in the
written legal opinions.%

Of these accompanying documents, two are thought to be of
particular importance from the viewpoint of protecting the invest-
ing public: (1) “agreement concerning a contract on entrusting
care of securities for the creditors,”® and (2) “written legal opin-
ions prepared by the proper legal experts on the legality of sub-
scription to and sale of the said securities and the pertinent articles
of the laws and regulations mentioned in the said legal opinions.”*

At present, the Japanese Commercial Code does not apply to
securities floated by foreign governments or foreign local public
organizations.” Accordingly, there is no option except to protect
the interests of investors by means of an agreement until satisfac-
tory legal regulations are firmly established. To achieve this end,
it is generally requested that an agreement between issuers and
commissioned banks, entrusted with the care of securities for the
creditors, accompany the registration statement.

Since the issuers of foreign securities are foreign governments
and foreign public organizations, legal questions such as applica-
ble laws and jurisdiction are involved. Therefore, the Ministry of
Finance has made it mandatory for issuers to attach a written legal
opinion to insure the protection of investors. The matters required

53. For a concrete example see The Industrial Bank of Japan, Ltd.,
Memorandum-Papua New Guinea, Japanese Yen Gon Von Bonds, Series A
(1973/1985), Guaranteed by the Commonwealth of Australia 3-19 (The Industrial
Bank of Japan, Ltd. Dec. 1973).

54. Ministry of Finance Ordinance No. 26, art. 7.

55. Ministry of Finance Ordinance No. 26, art. 7(3).

56. Ministry of Finance Ordinance No. 26, art. 7(5).

57. According to article 482 of the Commercial Code only a foreign company
which establishes its principal office in Japan or the chief object of which is to
carry on business in Japan shall comply with the provisions in the Commercial
Code.
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in the legal opinion include: (1) whether the issue is legal, (2)
whether the contents of the contract, under which the issuer en-
trusts the care of the securities for the creditors, are legal and
whether it is admitted by international private law of the issuer’s
country to designate the applicable laws and court of jurisdiction,
(3) whether the contents of the contract relative to the repayment
of principal and payment of interest are legal, and (4) whether the
provisions for procedure on claim for compulsory execution in the
event of default are legal; especially whether a foreign judicial
decision will be considered valid; whether it will be possible to
carry out execution on the basis of a judgment given by a Japanese
court of justice or by a foreign court of justice.

2. Disclosure Required of Foreign Corporations.—To establish
a well-regulated reporting system for foreign corporations,® invit-
ing subscriptions to stocks or corporate bonds in Japan, the revi-
sion of Ministerial Ordinance Concerning Offering or Secondary
Distribution of Securities was promulgated in 1973.% When a for-
eign corporation files its securities registration statement, it must
appoint a person domiciled in Japan and duly authorized to repre-
sent the foreign corporation and to do any and all acts relevant to
making the invitation.®® When a foreign corporation attaches the
necessary documents to its securities registration statement, such
documents, unless written in Japanese, must be accompanied by
Japanese translations.®

The contents of the registration statement, a prospectus and a
securities report filed by a foreign corporation are about the same
as those required of a Japanese corporation. However, a foreign
corporation is allowed some discretion in making entries on their

58. For the purpose of floating 7,500,000 shares of common stock in Japan on
a public offering basis, General Telephone & Electronics Corp. (GTE), as a first
foreign corporation, filed a registration statement with the Minister of Finance
on August 19, 1972, The public offering price per share was set at $28 %4, and total
subscription payments for ¥6,400,740,000 were completed on October 4, 1972.
This is the first stock ever issued in Japan by a foreign corporation on a public
offering basis.

59, Japan, Ministry of Finance Ordinance No. 26 (Apr. 1972), as amended,
Japan, Ministry of Finance Ordinance No. 5 (Jan. 30, 1973) [hereinafter cited
as Ministry of Finance Ordinance No. 5].

60. Ministry of Finance Ordinance No. 5, art. 7.

61. Ministry of Finance Ordinance No. 5, art. 4(3).
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materials so long as the information given is not misleading:® for
instance, when a foreign corporation maintains accounting princi-
ples and standards different from those used by a Japanese corpo-
ration, it is requested that the points of difference and the matters
concerning the amount to be affected be specifically disclosed.
Additionally, for a foreign corporation, consolidated financial
statements are required to be disclosed.®® As regards matters to be
specifically mentioned in a prospectus prepared by a foreign corpo-
ration, it is requested that a statement be made to the effect that
“its operations may be affected by changes in the exchange rate.”®
When a foreign corporation files a registration statement, it is
necessary to attach a letter evidencing the right of representation,
a letter evidencing the right of proxy, and a written opinion of a
legal expert, in addition to the documents required of a Japanese
corporation.®

V. PRrospeCTS FOR THE TOKYO INTERNATIONAL CAPITAL MARKET
A. Recent Government Restrictions

As one of the recent measures to stem the deficits in the balance
of payments, the Japanese Government, in November 1973, re-
laxed restrictions on foreign investment in Japanese securities on
the one hand and in January 1974 decided to reinstitute restric-
tions on the acquisition of foreign securities with Japanese capital
on the other. In the past, for foreigners to be permitted to invest
in Japanese securities, a securities house or a foreign exchange
bank had to be named as proxy, and the amount of securities that
could be bought was limited to the total amount sold. This mea-
sure, however, was abolished in November 1973, and there are now
no obstacles to the inflow of foreign capital (see Tables 12 and 13).

These measures have drastically altered the function of Tokyo
as an international capital market, and as a result, since January
1974 there have been no issues of foreign securities in Japan. At
present, issues of yen-denominated bonds on a private placement
basis are not considered at all, and applications for public offering

62. Ministry of Finance Ordinance No. 5, arts. 9, 12, 15.
63. Ministry of Finance Ordinance No. 5, art. 10(2)

64. Ministry of Finance Ordinance No. 5, art. 1

65. Ministry of Finance Ordinance No. 5, art. 1
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are evaluated on a case-by-case basis by the Ministry of Finance.
Thus far, there have been no issues of publicly offered foreign
currency bonds, but there have been issues of privately placed
foreign currency bonds, which are controlled under self-imposed
restrictions. Although the public offering of yen-denominated
bonds and the private placement of foreign currency bonds are
both theoretically permitted, they are actually under severe con-
trols. Since the credit squeeze still continues because of the pre-
vailing domestic environment, issues of these bonds are very diffi-
cult to fulfill. Further, restrictions on net increases are strictly
applied to the acquisition of bonds in the foreign securities trading
market. Also the listing of foreign stocks on the Tokyo Stock Ex-
change is off for the time being.

B. The Nature of the Market

Although temporarily interrupted by the oil crisis, which precip-
itated an adverse payments balance, the process of internation-
alization should be considered from a long-range point of view. On
this basis, the Tokyo capital market has been moving steadily
toward the direction of internationalization. However, to measure
Tokyo’s progress in internationalization, it is necessary to examine
with brevity the international capital markets presently function-
ing.% The various international capital markets differ considerably
because the economic power, historic background, and policies of
their respective countries are different. In terms of function, they
may be divided into three categories. First, there is the type that
exports the capital accumulated by the country in which it is lo-
cated—a prime example of which is Frankfurt. Secondly, there are
the Euro markets such as London and Zurich, which do not always
have exportable capital but carry on intermediary functions in the
international movement of money through price mechanisms.
Euro markets benefit since governments in countries having such
markets encourage their development by allowing the free flow of
money, by creating a favorable market climate, and by granting
financial institutions freedom to use their sophisticated know-how.

66. The presently functioning international capital markets are New York,
London, Frankfurt, Paris, Amsterdam, Zurich, Brussels, and Hong Kong. In ad-
dition, Beirut and Singapore have recently won notice as an oil dollar market and
an Asian dollar market, repectively.
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Thirdly, there is the New York market, which performs the func-
tions of both the first and second types . Although New York for-
merly served as a typical capital export market, this function was
interrupted by the adoption of a series of monetary restrictions
initiated by the United States in the 1960’s, including the institu-
tion of an interest equalization tax, aimed at countering the huge
deficits in United States international payments balance. In early
1974, however, the United States Government was able to abolish
the interest equalization tax as a result of an improvement in its
payments balance. Encouraged by improved conditions, the New
York market is now expected to import oil money, which will in-
crease its functions as an intermediary in the supply of money.

From this perspective, one must examine the circumstances sur-
rounding the Tokyo capital market. In Japan up to the present,
emphasis has been placed on making Tokyo an export-type capital
market. Therefore, appropriate measures have not been initiated
to foster Tokyo’s growth as an intermediary money market. Fur-
ther, Japan’s recent balance of payments problem has unexpect-
edly halted the development of Tokyo as a capital export-type
market. Although it may be too much to expect Tokyo to become
a capital export-type market for the time being, in this writer’s
opinion it is certainly possible for Tokyo to serve as an intermedi-
ary in the world of money supply.

When considering the future of the world economy, a factor that
can not be ignored is the petro dollar problem. For example, be-
cause of the sharp rises in oil prices, the oil revenue of oil-
producing countries for 1974 alone is estimated to reach as much
as 65 billion dollars.” Granting that a considerable portion of the
revenue will be spent for the industrialization of the oil-producing
countries and for the higher cost of imported industrial products,
a huge amount of idle funds will accumulate, leading eventually
to the maldistribution of international liquidity. At present, it is
reported that a large part of these idle funds will flow into the New
York or Euro market, but the problem of how to assure the flow of
these petro dollars back into the money-short countries is one of
the most urgent questions confronting the world economy. Under
these circumstances, the Tokyo market should work in cooperation

67. The Japan Times, June 17, 1974, at B1.
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with Asian international markets, including, of course, Singapore,
which serves as the hub of the Asian dollar market. In view of
Japan’s economic and financial power as well as its firmly estab-
lished market standing, Tokyo could play a leading role in interna-
tional cooperation in Asia.

In considering the development of the T'okyo market, one should
note particularly the close working relationship between the Japa-
nese Government and private enterprise as well as the relationship
between Japanese Government policies and the Japanese capital
market. In pursuit of the sound development of the Japanese capi-
tal market, the Japanese Government has thus far actively imple-
mented numerous policies designed to improve the market envi-
ronment and is expected to continue its efforts in this direction. It
is quite natural for money to flow into a safe, fully controlled
market, provided that such money can be managed as effectively
and at the same interest rates as elsewhere. For example, the fact
that oil money is beginning to flow into the New York market, not
to mention the Euro market, indicates that such conditions of
safety and control prevail there. Therefore, the Tokyo market with
its safeguards and favorable status will very likely play a much
larger role in Asia in the period ahead.

C. Problems Facing the Tokyo International Capital Market

The development of Tokyo as a mature international financial
market will take a considerable length of time, since there are
many problems to be solved. First is the problem of the interna-
tionalization of the yen. However, the internationalization of the
Tokyo capital market should not be undertaken for the single pur-
pose of reducing Japan’s foreign exchange reserves; rather, Japan
should cultivate a long-range view that will allow it to pursue a
course toward the internationalization of its capital market. Cur-
rently, the yen plays a very small role in international transac-
tions, but in the long run, there is considerable potential for the
increased use of the yen as a settlement currency or trade currency.
Concomitant with the internationalization of the yen is the further
internationalization of the Tokyo market as an intermediary in the
money supply field.

Secondly, there is the problem of disclosure required of issuers
in making a public-offering of securities. After World War 1I,
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Japan enacted the Securities Exchange Law (based on two Ameri-
can statutes: Securities Act of 1933 and Securities Exchange Act
of 1934), which calls for detailed disclosure to insure the protection
of investors. The disclosure system in Japan, however, has mate-
rial defects in comparison with its American counterparts. For
instance, the Japanese law does not require the preparation of
nonconsolidated financial statements, although consolidated fin-
ancial statements are customary in the United States and other
countries. This difference is important because a consistent inter-
nationally oriented governmental policy toward investment and
securities regulation is an indispensable prerequisite to the inter-
nationalization of the Tokyo market.

Thirdly, there is a problem of improving the primary issue and
secondary distribution of the bond markets. Previously, the bond
issue market has been a controlled market with fixed interest rates,
rather than an unfettered market subject to market fluctuations,
while the secondary bond market has not yet fully developed. In
both the primary and secondary bond markets, there is no mecha-
nism for allowing issue terms to reflect actual market conditions®
—a factor which must be dealt with to improve the viability of the
Japanese bond market.

Fourthly, the decisive factor in fostering the growth of a first-
rate international capital market is the quality of the underwriters,
who, along with investors, are the mainstay of the market. Not
only is it essential that investors be educated to judge risks and
money costs and to recognize the potential impact of international
events but it is also essential that the growth of first-grade under-
writers capable of meeting various problems be fostered.
Underwriters should be provided with adequate information of
international currency problems, domestic and foreign financial
conditions, and current financial affairs and the future prospects
of issuers. Moreover, they should always provide such pertinent
information to both issuers and investors alike, and should act
with a due sense of discipline even amid excessive and unfair com-
petition.

It has been noted that for the Tokyo capital market to rank with

68. For detailed information on the underdeveloped Japanese bond markets
see Misawa, supra note 6, at 463-69.
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the New York and European markets, it must greatly increase the
number of its underwriters. There are currently too few in Tokyo
compared to the large number in New York and Europe. In this
connection, this writer believes that the oligopolistic position held
by the Big Four securities houses in Japan® should be given careful
scrutiny. As a measure to enlarge and strengthen the Japanese
securities market, it would do well to allow parties other than
securities houses, banks for instance, to participate in the under-
writing business. To achieve this end, it will be necessary to revise
the Securities Exchange Law,” which requires the separation of
the securities business from banking. As an additional measure,
foreign financial experts, such as merchant banks, investment
bankers, and securities houses, in the United States and Europe,
should be invited to Japan to participate in their fields so long as
such a liberalization does not jeopardize Japan’s national inter-
ests, for one may see that the close cooperation between Japanese
financial experts and their foreign counterparts is a prerequisite to
the further development of Tokyo as an international capital mar-
ket.

69. Nomura, Nikko, Daiwa and Yamaichi.

70. Securities Exchange Law art. 65. This article provides that banks and
trust companies may not engage in any securities business, except to buy or sell
securities for the account of a customer, or to buy or sell securities for their own
investment purposes. For the reason this article was modeled on United States
laws see Misawa, supra note 6, at 475.
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TABLE 2*
List of Yen-Denomination Foreign Issues
(Publicly Offered)
Amount Issue Terms
Issued Int. Issue Subscriber's Commissioned Under-
When issued (¥billien) rate (%) price (%) Life (yrs) Yaeld (52) Company writer
ADB (1) Dec. 1970 6 7.4 99.00 7 7.619 IBJ*, To, Fu No. Dai,
Nichi,
Yama
World Bank (1) June 1971 1 175 99.50 10 7.839 1BJ*, To No. Nichi,
I, Cho Dai, Yama
World Bank (2)  Oct. 1971 12 15 99.50 10 7.587 IBJ*, To, Nichi, No,
I Cho Dai, Yama
ADB (2) Nov. 1971 10 7.4 99,75 7 7.454 1BJ*, To, I No, Dai,
Nichi
World Bank (3)  Feb. 1972 15 7.4 99.50 10 7.487 1BJ*, To, Dai, No,
I, Cho Nichi, Yama
ADB (3} May 1972 10 7.3 100.00 10 7.300 1BJ*, To, I No, Dai
Nichi, Yama
Australia (1) July 1972 10 6.9 100.00 10 6.900 To®, IBJ No, Dai,
Hishi Nichi, Yama
World Bank (4)  Aug. 1972 20 7.0 100.00 15 7.000 1BJ*, To, Yama, No,
Hishi, Cho Nichi, Dai
Quebec (1) Sept. 1972 10 6.9 99.25 12 7.015 To*, IBJ, No
Hishi
World Bank (5)  Dec. 1972 20 7.0 100.00 15 7.000 1BJ*, To, No, Nichi,
Hishi, Cho Dai, Yama
World Bank (6)  July 1973 20 15 99.50 15 2,571 IBJ*, To, Nichi, No,
Ichi, Cho Dai, Yama
Mexico Aug. 1973 10 79 99.75 12 7.940 To*, IBJ, No
Hishi

Notes on abbreviations:

Issuer, ADB stands for Asian Development Bank
Commissioned banks: 1BJ stands for Industrial Bank of Japan

To Bank of Tokyo

To " " Bank of Tokyo

Fu ” ** Fuji Bank

1 ” ” Mitsui Bank

Cho ” * Leng-term Credit Bank of Japan

Hishi " ** Mitsubishi Bank

Tchi " * Daiichi Kangyo Bank
Underwriters: Neo " ** Nomura Securities

Nichi " * Nikko Securities
Yama " ” Yamichi Securities
Dai " * Daiwa Securities

*Source. MuasTRY oF FINANCE, OXURASHO SHOKENKYOKU NENPPO, 1973 NENBAN (ANNUAL
Repont—Tis MiNIsTRY o Finance, 1973) 54 (Kinyu Zaisei Jijyo Kenkyukai 1973)
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TABLE 3*

Issues of Yen-Denominated Foreign Bonds
(by Year)

(unit: billions yen)

Publicly Offered Privately Placed Total

No. of Amount No. of Amount No. of Amount
Year Items Issued Items Issued Items Issued
1970 1 6 - - 1 6
1971 3 33 - - 4 48
1972 6 85 3 23.8 8 93.8
1973 3 40 4 27.1 7 67.1
1974 - - - - - .
(April - June)
Total: - 13 164 1 50.85 20 214.85

*Source: THE INDUSTRIAL BANK oF JapaN, KNvu BINRAN, 1973 NEeNBAN (INTER-
NATIONAL FINANCE MANUAL—THE INDUSTRIAL BANK OF JAPaN, 1973) 184 (The Indus-
trial Bank of Japan)

Table 4*

Issues of Yen-Denominated Foreign Bonds
(by Type of Issuer)

(unit: billions yen)

Publicly Offered Privately Placed Total
No. of Amount No. of Amount No. of Amount

Issuer Ttems Issued Items Issued Items Issued
International

Institutions 9 124 2 13 11 137
Countries 3 30 1 5 4 35
Local Public
Bodies & Public

Corps. 1 10 1 10 2 20
Private
Enterprises - - 3 22.85 3 22.85
Total: 13 164 7 50.85 20 214.85

*Source: THE INDUSTRIAL BANK oF JAPAN, KiNyu BINRAN, 1973 NENBAN (INTERNATIONAL
Fmvance MaNuAL—THE INDUSTRIAL BANK OF JAPAN, 1973) 184 (The Industrial Bank of Japan)
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TABLE 5*

Issues of Foreign Currency Bonds
(Privately Placed)
(By Time of Issue)

(unit: millions dollars U.S.)

No. of Items Amount Issued

1972/July - Sept. 6 125
1972/0ct. - Dec. 17 371.6
1973/Jan. - Mar. 13 230.7
1973/Apr. - June 4 100
1973/July - Sept. 3 55
1973/Oct. - Dec. 3 24.5
1974/Jan. - May 0 0
Total: 46 906.8

*Source: MmisTRY OF FINANCE, OKURASHO SHOKENKYOKU NENPO, 1973 NENBAN (ANNUAL
ReporT-MnNisTRY OF FINANCE, 1973) 55 (Kinyu Zaisei Jijyo Kenkyukai 1973)

TABLE 6*

Issues of Foreign Currency Bonds
(Privately Placed)
(By Type of Issuer)

(unit: millions dollars U.S.)

No. of Items Amount Issued

Countries 5 98.8
Local Public Bodies &

Public Corps. 5 84
Financial Institutions 16 291.8
Private Enterprises 20 432.2
Total: 46 906.8

*Source: MiINISTRY OF FINANCE, OKURASHO SHOKENKYOKU NENPO, 1973 NENBAN (ANNUAL
ReporT-MINISTRY OF FINANCE, 1973), 57, 58 (Kinyu Zaisei Jijyo Kenkyukai 1973)
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TaBLE 8*
Issues of Foreign Stocks
(unit: million dollars U.S.)

Publicly Offered  Privately Placed Total Privately}
Placed Stocks
No. of No. of No. of No. of
Items Amount Items Amount Items Amount Items Amount
1972/May
to 3 51 4 37 7 87 23 24
1974/Mar.

tPart of the stocks offered in foreign markets were sold in Japan in the form of pri-
vate placement.

*Source: Kmyuzaisensyo Kenkyukal, Kinvuzaiseissvo, No. 1181, May 6, 1974 (MoNE-
TARY AND FiscarL Conbrrions, No. 1181, May 6, 1974) 34 (Kinyuzaiseijijyo Kenkyukai).

TABLE 9*

Acquisition of Securities on
Foreign Trading Markets

(unit; millions yen)

(Net Increase) Securities Stocks Total

1971, July - December 2,085 4,249 6,334
1972, January - February 13,197 16,364 29,561
1973, January - February 69,483 54,787 124,270
1974, January - February -47,090 - 356 - 47,446

Note: Minus (-) sign indicates net decrease.

*Source: JAPAN SECURITIES BROKERS’ ASSOCIATION, SHOKENGYono, No. 287, June 1974,
(SecuriTies Brokers’ Report, No. 287, June 1974) 98-99 (Japan Securities Brokers’
Association)
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TABLE 12*

Restrictions Placed on the Tokyo Capital Market

(1) Restrictions on Issues of Foreign Securities
(a) Issues of yen-denominated foreign bonds—No definite standards for restrict-
ing issues have been established. Presently, issues are subject to the case-by-
case screening of the Securities Bureau, the Ministry of Finance.
i Volume of bond issues is adjusted under the “one issue per month” principle.

Preference:
First Rank  — International institutions in which Japan is a member
or with which Japan maintains close relations.
Second Rank — National government bonds, government agency

bonds, and local government bonds, all of which have
been issued and rated high in the internal market (see
note below).

Third Rank — Foreign enterprises, whose bonds have been issued
and rated high in the international market.

Note:  The yardstick for measuring the rating is that bonds must have
been floated at least five times during the past 20 years or at
least three times during the past five years.

ii, Aqquisition by non-residents is not allowed.

ili. Taking them out of Japan in yen currency is not allowed.

Holding and managing them in yen currency in Japan used to be banned.
(b) Only 83 companies are authorized to acquire foreign currency bonds (in accor-
dance with a notification under the Foreign Investment Law).
(c) Notwithstanding the above principles, the following instructions were given by

the Ministry of Finance in January 1974:

i. Issue of yen-denominated bonds is forbidden in principle for the time
being. (There will be exceptions only in case of renewal of publicly offered
bonds.)

ii. Self-imposed restrictions should be placed on the issue of foreign currency
bonds.

(2) A net increase in the acquisition of foreign securities on overseas securities markets
has not been allowed since January 1974.

*Source: Compiled from various oral guidances issued to banks and securities firms by
Ministry of Finance.
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TABLE 13*

Changes in Restrictions Placed on Foreign Investment
in Japanese Securities

Before Feb.
1971
March 1971

May 1971

Oct. 20, 1972
(effective the
following day)

Feb. 5, 1973
(effective the
following day)
Nov. 5, 1973
(effective the
following day)

(Restrictions by the Bank of Japan under the

Foreign Investment Law)

Bonds

Free

Acquisition of Government short-

term bonds was banned.

Acquisition of unlisted bonds was

banned.

Acquisition approved only in the

following cases:

a. Where a securities house or a
foreign exchange bank was
named proxy.

Stocks

Free (except for restrictions on
stock holding ratio)

Same as shown on the left side.

a. Same as shown on the left side.

b. Amount of bonds to be acquired b. Same as shown on the left side.
shall not exceed amount of bonds

disposed of.

Of unlisted bonds, those with
a remaining life of more than
a year could be acquired;
acquisition of bonds with a
repurchase agreement within
a year was not allowed, but
that of those after a year was
made possible.

However, during the period of
six consecutive business days,
over-buying of shares up to one-
third of the amount of disposal
during the past three months
was approved.

(However, shares acquired for
the purpose of participating in
management and those acquired
under new capital increase share
warrants were excluded.)
Temporary over-buying of shares
(proviso to b. above) was banned.

Restrictions were partially relaxed. Restrictions placed on acquisi-

a. In calculating the restricted
framework, matured proceeds

tion were removed.

should be included in the amount

of disposal.

b. Acquisition of convertible bonds
aimed at participating in man-

agement and their disposal
are exempted from applica-
tion of these restrictions.
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Nov. 30, 1973 Restrictions placed on acquisition
(effective the were abolished; provided, how-
following day)  ever, that acquisition of unlisted
bonds (including discount bank
debentures) with a remaining life
of one year or less and of Govern-
ment short-term bonds, and
trading in bonds with a repur-
chase agreement on less than
a year should continue to be
restricted.
Feb, 1, 1974 Trading in bonds with a repur-
chase agreement for more than
a year was totally banned (ver-
bally). This means that trad-
ing in bonds with a repurchase
agreement was totally banned.

*Source: Bank of Japan Order No. 3029 (November 5, 1973), Bank of Japan Order No.
3032 (November 30, 1973) etc.
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