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market and bring up my own stocks. If you want me to lef you into the
group, you have to give me full control of your account and promise not
to l_ét anyone else know what we're doing. _ :
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for all but a few years

]iie Chdngeg since World War II, and
proposed. =ven ewe v 58 mor

seats in Parliament.

promOtE The party has prom-

ised to reform the min-

Compehtlon istry, which still controls
th I.I I the supposedly indepen-
roug ! ess dent Securities and Sur-
reg u 'atl 0 n veillance Exchange Com-
mission. Winning the
election, though, means
the party is under less pressure to take on the
tough and messy task of curbing the bureaucrats.
“We don’t want to indict too many people. We
don’t want lawyers so active. We don’t want judges
so active. Why? Because the bureaucrats want to
have that power,” say aprominent
lawyer who represents shareholders, including
American investor T. Boone Pickens in his fight
to get a seat on the board of a Japanese company.
“Many political funds operate behind the scenes or
under the table, moving money from the securities
market to the controlling political party. Yet the
cases indicted in the past involved only small gang-
sters, the small punks.”

ost of the changes Prime Minister
Ryutaro Hashimoto recently proposed
promote competition through less
regulation of the financial markets. The
proposals are modeled on the Big Bang
deregulation of the British financial
markets a decade ago. And Japan is a thicket of
regulations, yet most of them protect companies
from competition. Far fewer protect consumers,
not just in the financial markets but also in matters
of health, safety, and antitrust. One party bureau-
crat takes a typically laissez-faire, Japanese view of
stock manipulation. “It's a free market, so this kind
of thing will happen in any country,” says Shintaro
Okamoto, senior counselor at Liberal Democratic
Party headquarters. “It’s really good for activating
the market.”

Even though the finance ministry is unpopular
now, it'll be tough to change this most powerful
bureaucracy in a nation of powerful bureaucracies.
It’s even cowed the academics who might lend in-
tellectual weight to reform: the ministry can bar
professors from important government-appointed
committees, on which they rack up academic cre-
dentials. “If they criticize the ministry,” says Toshi-
mori Namiki, retired professor of commercial law,
“they’ll be dead as scholars.”

In 1992 Namiki held a symposium on changing
the laws governing holding companies, which
the ministry opposed. Not a single invited scholar
came. O
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GLOBAL LEGAL UPDATE

A Bulletin of Legal Developments Around the World That Affect Your Company.
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FIAPAN

Prepared by
Chiyoda Kokusai Law Offices

At the mitiative of the
Japanese government led
by Prime Minister
Ryutaro Hashimoto,
significant legal changes
have been made to
revitalize the Japanese
economy. Under this so-
called “Big Bang,”
sweeping reforms are
underway to further
integrate the Japanese
financial system into the

global economy.

COMMERCIAL LAW AFFILIATES

COMMERC(AL

LA AFFILIATES

m “BIG BANG”

Financial reform. Japanese
external trade and international
financial transactions are tightly
regulated and controlled under the
authority of the Ministry of Finance
and, acting as its representative, the
Bank of Japan. Controls of financial
transactions shall disappear as a result
of the revision of the Foreign
Exchange and Foreign Trade Control
Law. This revision is, however, only a
first step toward a complete
liberalization of the financial sector,
which shall be completed by the year
2001. This financial reform has far-
reaching consequences. Japanese
media have compared this
liberalization to a new Meiji
Revolution, referring to the drastic
changes occurring in the 19th century,
when Japan had no choice but to open
herself to foreign trade and, more
broadly, to Western influence.

Scope of the reform. As a result
of this ambitious reform, Japanese
financial institutions will have to
compete in a truly open, global
marketplace for the first time. It is
expected that this financial
liberalization will not only reform the
financial sector, but will also bring
about radical changes in general in
the business environment, and bring
the Japanese economy toward a true
market-driven system.

Foreign Exchange and Foreign
Trade Control Law. Starting this
financial reform is an amendment to the
Foreign Exchange and Foreign Trade
Control Law of Dec. 1, 1949. The
amendment, adopted by the Diet on
May 16, 1997, will be effective as of
April 1, 1998.

Foreign exchange. According to
their amount, capital transactions
either are currently to be reported to
the Bank of Japan or are subject to a
system of authorization from the
Ministry of Finance. This complex
system will therefore be abrogated
and capital transactions will be free of
any restrictions.

Among the numerous
consequences brought about by this
liberalization, enterprises that have to
handle their international financial

50
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transactions through Japanese-
authorized foreign exchange banks will
be free of this legal obligation. Japanese
residents who are not authorized to hold
more than 200 million yen in a foreign
currency in overseas bank accounts,

and who are not authorized to hold yen
abroad, will be legally able to hold
assets in foreign countries, as bank
deposits, securities etc., without any
restrictions, except for investments in
countries that are subject to
international sanctions (Iraq, etc.).
Anticipating such amendments, more
and more Japanese are already investing
abroad, notably in American funds.

Payment in a foreign currency.
Accepting payment in a foreign
currency within Japan will be legal,
including in retail businesses like
department stores and restaurants. As
foreign exchange will be free, it will
also become legally possible to buy or
sell foreign currencies in department
stores, for example.

Consequences on Japanese
banks. In the retail banking sector,
Japanese banks are not competitive by
world standards. With the exception
of U.S. dollars, usually no foreign
currency can be bought. Bank checks
cannot be used. There is no possibility
of opening a foreign currency
account. Interest rates on ordinary
bank accounts are about 0.1 percent.
Loan rates are comparatively high.
Moreover, commission rates and types
of financial products offered by banks
are uniform.

This financial reform will
probably lead numerous small banks
to bankruptcy, while bigger financial
institutions will merge. Fewer but
much stronger banks, and better
services to individual and corporate
customers, are expected as a result of
this overall restructuring. In the short
term, the consequences of this
financial reform on the banking sector
should be severe, but in the long term,
once the restructuring has been
accomplished, a very competitive
industry should emerge.

Consequences on securities
companies. Purchase of foreign
shares and bonds by a Japanese
resident will be free of any

1998 GLOBAL LEGAL UPDATE



restrictions. In addition to meager
dividends paid by Japanese
corporations to their shareholders and
a withholding tax of 20 percent levied
on those dividends, securities
companies’ fees are, on average, high.
In the short term, securities
companies will probably suffer from
the foreseeable flow of money from
Japanese residents into overseas
investments, which are in general
much more attractive.

Foreign financial institutions.
Foreign financial institutions see this
financial reform as an opportunity,
because they can offer, at least in the
short term, much better services and
therefore have an edge over their
Japanese competitors in redirecting
Japanese personal assets into new
investments. Such personal assets are
estimated at 1,200 billion yen, mostly
in deposit accounts and securities.
Already, several foreign financial
institutions, notably American and
Swiss banks, are consolidating their
presence, offering new services or
entering into cooperation with
Japanese financial institutions,
including the postal service, which
manages savings accounts.

Manufacturing sector. Industrial
enterprises should benefit from this
reform. As they will notably be
authorized to pay or receive payments
in a foreign currency, they will be able
to minimize risks related to foreign
exchange. In addition, trading
companies, which are often an
important partner for manufacturing
companies and are handling their
foreign exchange operations through
banks, will lose some of their
importance. Trading companies have
already lowered their fees, allowing
manufacturing companies to realize
substantial savings and consequently
reducing their costs.

Tax laws. There is a widespread
fear that if the financial reform is not
accompanied by reforms to the fiscal
system as well, personal assets will
leave Japan and be redirected into
foreign investments, bringing about a
“financial hollowing” of Japan. The
government therefore is studying
amendments to several tax laws.

COMMERCIAL LAW AFFILIATES

Although no bill has been
introduced to the Diet yet, fiscal
reform is urgently necessary and can
be expected for the fiscal period 1998.
The outcome of this fiscal reform
should be lower taxes, notably on
securities transactions, interest on
bank deposits and dividends. Another
result should be reinforced controls
against tax fraud, as more Japanese
residents will have assets abroad, and
therefore foreign income, which is
much easier to conceal from Japanese
tax authorities.

m CONSUMPTION TAX

The rate of the consumption tax,
which is equivalent to a value added
tax and which is levied on sales of
goods and services, increased from 3
percent to 5 percent as of April 1,
1997. This amendment to the
Consumption Tax Law should help
finance welfare and social services for
the elderly population, because the
Japanese population is quickly aging.
After a surge in consumption at the
beginning of the year — before the
tax increase — consumption slowed
as services and goods became more
expensive. This new tax rate is now
seen as a serious drag on the
economic recovery. The consumption
tax is also levied on services rendered
from Japan to a nonresident of Japan,
and therefore also on fees invoiced by
a Japanese law firm to its foreign
domiciled client.

m TRADEMARKS

To harmonize the trademark
registration system with foreign
systems and to simplify the registration
procedure, the Trademark Law has been
thoroughly amended as of April 1,
1997. However, some of the amended
provisions will come into effect as of
April 1, 1998. Provisions related to
payment of registration fees are in force
as of Oct. 10, 1996. Under the new
system, one trademark application is
sufficient to register a trademark in
several classes, including services
classes as well. The previous system
required one application per class.
Other features of the amended law are:

» reinforced protection of the
rights of applicants for trademark
registration,

* measures against trademarks
registered but not used, and

* better protection of well-known
trademarks.

m OTHER REFORMS UNDER
DISCUSSION

The government is preparing other
important reforms. One of the most-
debated issues is the complete
reorganization of the 22 ministries and
agencies into 13 bodies, together with
the downsizing of the powerful
Ministry of Finance and its separation
into two distinct entities according to its
present fiscal and financial supervisory
functions. However, no bill has been
submitted to the Diet yet.

CHIYODA KOKUSAI LAW OFFICES

Urbannet Otemachi Building, 2-2-2 Otemachi, Chiyoda-ku, Tokyo 100, JAPAN
TEL: (81-3) 3231-8888 FAX: (81-3) 3231-8881
E-MAIL: law@chiyodakokusai.com

FOR MORE INFORMATION, PLEASE CONTACT:

Kanii Ishizumi

AREAS OF PRACTICE INCLUDE:
General Practice, Commercial, Corporate, Litigation, Debt Collection,
Tax Patents, Trademarks, and Immigration Law

LANGUAGES:
Japunese, English, French
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The Japan Times

Jackson does it for the kids

Pop superstar to open family theme park, toy shops

Pop-music superstar Mi-
chael Jackson announced
Monday that he has teamed
up with a Japanese venture to
develop family-oriented chil-
dren’s attractions in Japan
and around the world.

Jackson agreed with Pros-
perity Enterprise Corp, a
company formed in 1996 to
jump-start small and medi-
um-size Japanese businesses,
to put together Michael Jack-
son Japan Co., Ltd., to be
headquartered in Tokyo’s
Chiyoda Ward and capitalized
at ¥500 million.

MJ Japan plans to create
large-scale theme parks with
golf courses, restaurants,
condominiums and other lei-
sure facilities.

The company is screening
locations for the theme parks,
including a potential site in

Yokohama, said Kanji Ishi-

zumi,

MICHAEL JACKSON an-
nounces a plan to open
theme parks in Japan and
OVerseas. YOSHIAKI MIURA PHOTO

legal adviser for the

project.
The new company will also

open Wonder World Land of
Toys, which will market origi-
nal Michael Jackson goods as
well as toys and character
items from around the world.

The first toy store is sched-
uled to open in Japan by Sep-
tember, 1999, and MJ Japan
estimates annual sales of ¥10
billion per store. The second
store will open in Guam in
March 1999, while five more
in Japan and two more over-
seas are to follow.

Jackson, known for his con-
cern for children, operates
these businesses to help them
realize their dreams and will
personally take part in the
planning and production of
these operations.

MJ Japan also plans to es-
tablish the Michael Jackson
Foundation to help those who
are in need, especially chil-
dren, they said.
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