
TOPICS

4 JAPAN SPOTLIGHT  • July / August 2005

T HE quantitative monetary-easing policy
the Bank of Japan (BOJ) adopted in

March 2001 with the prime aim of pulling
the nation out of a deflationary spiral is
now facing a turning point.  Quantitative
easing refers to the BOJ’s policy tools such
as continuing the funneling of massive
liquidity into the capital and f inancial
markets even after short-term interest
rates fall below zero – a monetary policy
that has never been implemented by any
industrial  nation except for Japan.
Declining demand for funds from financial
institutions in line with receding anxieties
in the nation’s financial system is making it
hard for the BOJ to attain its liquidity target.

Usually, the stabilization of a nation’s
financial system provides its monetary
authorities with a good opportunity to

return to an ordinary monetary policy,
under which they raise or lower interest
rates as a way to adjust the credit supply.
As far as Japan is concerned, however, the
situation is not so simple.  Given persistent
deflationary phenomena such as falls in
consumer prices, the BOJ has repeatedly
pledged to maintain a quantitative mone-
tary-easing policy at meetings of finance
ministers and central bankers from the G7
economic powers.  The Japanese govern-
ment is also reluctant to end the quantita-
tive easing as it fears such action may lead
to higher long-term interest rates.  The BOJ
is pondering how to supply funds to those
financial institutions which are loath to
receive any more funds.

If the current unusual situation is left
unattended for years, the Japanese econo-

my will be increasingly distorted.  The gov-
ernment continues to issue bonds, taking
advantage of historically low long-term
interest rates caused by a long period of
quantitative easing – a move eroding fiscal
discipline.  The phenomenon of a money
glut has already begun to show up in the
economy, stirring worries about a possible
moral hazard due to the continued injection
of massive funds.

In its biannual economic outlook report
published in Apri l ,  the BOJ said the
Japanese economy will extricate itself from
deflation in FY 2006, when the nation’s
consumer price index is projected to rise
0.3% from the previous year.  A major
challenge facing the BOJ is how best to
steer quantitative easing in line with that
projection. 

J APANESE businesses are hastily taking
measures to counter potential hostile

takeover bids, prompted by an attempt to
acquire the Fujisankei Communications
Group by Internet portal site operator
Livedoor, led by President Horie Takafumi,
popularly known as “Horiemon” in Japan.
The start-up venture’s bold bid to take over
the giant media conglomerate seems to
have stirred worries among Japanese cor-
porate executives that their firms may also
become targets of takeover bids if they
remain inattentive.  Corporate Japan is
being unnerved by the “Horiemon shock.”  

In order to stave off unwanted acquirers,
Matsushita Electric Industrial is taking
measures modeled after the US-style “poi-
son pill” strategy.  It will require bidders
for a 20% stake or more in terms of voting
rights to submit documents delineating the
objectives of the proposed purchase and

the sources of funds for the deal.  The
company’s board of directors will screen
the documents, taking into consideration
the possible negative effects the bidding
would have on shareholders.  If the effects
are considered negative, the company will
issue warrants or split its stock as a way to
counter such a bid.  Another electronics
giant, NEC, has decided to more than dou-
ble its authorized capital stock so that it
can flexibly issue a substantial number of
new shares, thus reducing an unsolicited
suitor’s stake in the company.  Meanwhile,
Japan’s three big steel manufacturers –
Nippon Steel, Sumitomo Metal and Kobe
Steel – will boost their cross-shareholdings
to enhance their defense against possible
hostile takeover bids.  “If you have ¥5-6
trillion, you can acquire one-third of the
outstanding shares in Toyota, Japan’s
largest market capitalization worth ¥16 tril-

lion,” said Okuda Hiroshi, chairman of
Toyota and concurrently chairman of
Nippon Keidanren (Japan Business
Federation), the nation’s largest business
lobby.

The Tokyo Stock Exchange, however,
points to the need to look into a series of
hedging measures, in order to ascertain
whether such measures are aimed only at
the self-protection of corporate executives
or may hurt stakeholders’ interests.  In
March, the government decided to extend
for one more year (to 2007) the loosening
of restr ict ions on foreign companies
involved in M&A of Japanese companies.
Crit ics say, however, that excessive
defense measures against takeover bids
may discourage foreign investment in
Japan and impede M&A-based industrial
revitalization. 
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