Zest to Invest

The advance of Japanese financial in-
stitutions into overseas markets con-
tinued in 1987. Foreign subsidiaries of
Japanese banks and securities firms
boosted their presence remarkably,
climbing into the upper ranks of Euro-
bond underwriters.

Rapid progress in market liberalization
was the keynote on the domestic front.
Particularly striking was the deregulation
of large amount time deposits, whose
minimum sum was halved to ¥10 million
on October 1. Deposits with officially
controlled interest rates ceased to grow,
while those tied to market rates surged,
helping expand total deposits not only at
major banks but at smaller financial insti-
tutions as well. Some measures toward
decontrol were also taken in the securi-
ties field, including sharp cuts in com-
missions paid in stock and convertible
bond trading. And finally, commercial
paper (CP) offerings were given the
goahead effective November 20. The
businesses eligible to issue CPs are still
limited, but CP flotation has drawn atten-
tion as a new tool for raising short-term
funds that could radically change cor-
porate finance in Japan.

Surplus funds in the domestic sector
remained at a high level, mirroring Ja-
pan’s massive current account surplus
and the Bank of Japan’s continued easy
credit policy. The excess liquidity in the
hands of institutional investors and cor-

Interest and Stock Price Swings in 1987
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porations was diverted mainly to financial
assets such as stocks and bonds.

The result was a sustained stock mar-
ket surge through the summer and a mas-
sive flow of funds into money trusts and
mutual funds.

Banks and securities companies en-
joyed brisk earnings, thanks in part to ex-
panded international business. Banks
also benefited from improved interest
margins — the difference between lend-
ing and deposit interest rates — as the cost
of raising funds declined in 1986, while
brokerages were supported by booming
stock and bond markets.

Another feature of the year in Japan’s
capital and financial markets was that de-
spite their rapid profit growth, financial
institutions became more conscious of
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Observers of the Tokyo Stock Exchange will see an increase in the number of foreign members in the year ahead.

the rising risk of their operations than ev-
er before. One factor was the increasingly
evident gaps in the capability of different
financial institutions, thrown into relief
by financial liberalization. Another was
the abrupt downturns in both stock and
bond markets in the fall.

In 1988, attention will continue to fo-
cus on the impact of further liberalization
on banks and brokerages. Changes on the
financial front could well prove sizable
given the strong possibility that financial
authorities will begin considering a time-
table for liberalizing interest rates on time
deposits of less ¥10 million and relaxing
institutional regulations.

The pace of growth in domestic surplus
funds is expected to slow in 1988. Japan’s
current account surplus is declining grad-
ually, while the central bank may tighten
credit somewhat out of concern over a
possible rekindling of inflation. If these
developments alter the flow of funds into
portfolio investment, banking and securi-
ties businesses will be certain to feel
the impact.

Foreign financial institutions are fast
expanding their presence in the Tokyo
market. In 1988, the number of foreign
members in the Tokyo Stock Exchange
will be increased from six to more than
20. This, coupled with the expanding ov-
erseas operations of Japanese financial in-
stitutions, will offer further evidence of
progress with regard to mutual participa-
tion in financial markets.

(Toshihiko Matsumoto, economist,
Research Department)
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