dark image. The lack of funds makes radi-
cal developments impossible. Hence the
need for measures to turn Tokyo’s fashion
business into a dynamic industry of the
future. The waterfront area should be de-
veloped as a fashion center capable of

Financial Hub

The Japanese government once prided
itself on maintaining the most stringent
foreign exchange controls in the world.
That was a long time ago, when Japan
was still catching up. Now, however, with
the country playing a major role in the
world’s money and capital markets,
Tokyo is emerging rapidly as an interna-
tional financial center,

The Tokyo money and capital market
consists of several markets, including the
money market, the stock market, the
bond market and the foreign exchange
markets, as well as the futures and op-
tions markets related to them.

The Tokyo market has expanded rapid-
ly in recent years. It is on a par with the
New York market in terms of stock and
bond trading volume. It also ranks with
New York in stock market capitalization.
The futures market is relatively young,
but in terms of volume it is already a
world-class market. The foreign exchange
market is also. one of the largest in
the world.

Surpassing others

Thus the Tokyo market has grown as
large as New York and London. Perhaps it
will surpass them before long. Its total
size is estimated at about $4.5 trillion.
The major component markets are com-
pared with other international financial
centers in the table. The question is
how far the Tokyo market is internation-
alized, particularly from the standpoint
of nonresidents.

One of the most important precondi-
tions for the development of an interna-
tional financial center, like New York, is
the global availability of the currency of
the country in which the center is located.
In the case of the Tokyo market, however,
the international use of the yen is still rel-
atively limited. In the area of current
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helping Tokyo’s small fashion companies
to grow, developing human resources, re-
sponding to the trend toward internation-
alization, and enabling small fashion
companies in the provinces to set up a
bridgehead in the large Tokyo market.z

By Makoto Hara

transactions, for example, about 40% of
the nation’s export trade and 13% of the
import trade is settled in yen. The yen
occupies a modest position in the foreign
exchange reserves of foreign govern-
ments. In 1985, the Japanese currency
accounted for an average 7% of these re-
serves. This share has remained almost
unchanged ever since.

The yen plays a limited role in interna-
tional bond markets too. The share of
yen-denominated bonds now hovers
around 8 to 9%, although in the past it has
reached a peak of 14%. The yen’s share in
international bank lending has shrunk,
from between 15 and 18% to between 5
and 6%.

These figures show clearly that the yen
still has a long way to go before it achieves
the status of a world currency. It is true
that the yen is internationally used as the
Euroyen, notably in the London market,
but that is outside the Tokyo market. The
role of the yen as an international cur-
rency in the Tokyo market is still limited.

The internationality of a currency re-
flects the international trust in it. That is
clear enough. But it is also clear that it
cannot enjoy international acceptance
without efficient market development.
The slow internationalization of the yen
is due largely to the fact that some seg-
ments of the Tokyo market are not yet
fully developed, though the market itself
has expanded rapidly in quantitative
terms. A case in point is the money mar-
ket, where certain technical problems
have yet to be resolved.

As noted earlier, the yen is not widely
used as the settlement currency in foreign
trade, particularly in import trade. One
reason for this is the inconvenience of yen
trade financing. It is five years since the
banker’s acceptance (BA) market was
established, but trading is extremely thin
because of procedural difficulties.

Yuji lida is an assistant section chief of
the Information Systems Development Divi-
sion at the Machinery and Information Indus-
tries Bureau, Ministry of International Trade
and Industry.

A variety of short-term financial assets
can now be held in yen, but there are few
instruments as attractive as U.S. Treasury
bills (TB), certificates of deposit (CD)
and commercial paper (CP). So there are
practically no ways for nonresidents to
make profitable short-term investments
in yen. About the only way for them to
make good use of yen is to invest in long-
term securities such as bonds and stocks.

It is encouraging, therefore, that the
money markets are now being reformed
to improve or remove these short-
comings. Interest rate deregulation, in
particular, is making rapid progress. Also,
moves to reduce or eliminate insti-
tutional barriers are expected to make
headway. So I believe it is very likely that
the yen will be used at least as widely as
the deutsche mark.

The British pound has long ceased to
be a key international currency, yet the
London market continues to thrive as an
international financial center. In the
Eurodollar market, favorable treatment
is given to international transactions.
London sets an example for Tokyo.

The Tokyo offshore market, establish-
ed in December 1986, is where nonresi-
dents raise and manage funds. It is now
larger than even the International Bank-
ing Facility in New York and the Hong
Kong market. The offshore market is an
international market as it should be—
a market where transactions can be
conducted both in yen and foreign cur-
rencies. Tokyo can set the pace for inter-
nationalization if it follows London by
removing the barriers that separate do-
mestic and international transactions.

A wave of globalization is sweeping
the world’s money and capital markets.
What is happening is the homogeniza-
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tion of markets around the globe. This
means, for example, that U.S. bonds and
stocks can be purchased in Tokyo on the
same terms as in New York. It also means
that transactions in deutsche marks and
pounds, for instance, can be executed on
the same conditions as in Frankfurt and
London. To put it the other way around,
the globalization of financial markets
means that trading in each market is con-
tinued around the clock. In fact, the off-
shore and foreign exchange markets are
already moving toward 24-hour trading.
Tokyo, of course, is playing a key role in
these moves.

Another important development is the
so-called securitization of loans. This
means that banks’ loan claims, for in-
stance, are converted into negotiable
securities. With the securities market de-
veloping rapidly, capital is raised increas-
ingly by issuing stocks, bonds and other
securities, instead of borrowing directly
from banks. Broad-based markets such
as Tokyo have an important role to play
in this.

Financial markets in many countries
used to be conservative by nature and

more or less closed to foreign financial in-
stitutions. Japan was no exception. But
times have changed. Tokyo is now host to
more than 80 foreign banks, and 22 for-
eign securities companies are members
of the Tokyo Stock Exchange. The busi-
ness barriers between securities company
and bank are beginning to disappear. The
stage is being set for foreign securities
firms to enter the banking business
through stockholding companies.

In these circumstances, market de-
mand for “hardware.” not just for “soft-
ware,” is expected to increase. In fact,
hardware in the Tokyo market has been
improved markedly in parallel with the
development of electronic technology.

The increasing foreign participation in
the Tokyo market poses a major challenge
to the domestic institutions that have
long taken vested interests for granted.
But Tokyo is not necessarily an easy mar-
ket for the newcomers, who face intense
competition from their domestic rivals.

An ambitious plan worked out by a
group of bank managers envisages the
construction of a new financial center in
Tokyo’s waterfront area toward the end of

this century, when the Tokyo money and
capital market will reach 10 times its pre-
sent size and as many as 500,000 people
will be engaging in financial business in
the metropolis.

Under the scheme, to be jointly under-
taken by the public and private sectors, all
the necessary market functions would be
concentrated in the new center with the
participation of all leading financial insti-
tutions. Surrounded by residential dis-
tricts and cultural facilities, the center will
create comfortable and enjoyable living
spaces as well as an efficient business en-
vironment, according to the planners.

Excesses in financial activities, particu-
larly in speculative “money games,” are
not desirable. But the proposed financial
center is expected to pave the way for
Tokyo to become the world’s financial
center, where money will flow in and
funds needed will always be available. m

Makoto Hara is a professor at Bunkyo
Women's College. He previously worked at the
Bank of Tokyo for 30 years and specialized
in international finance and banking.
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