SHAKING THINGS UP
Last April when I wrote my annual update on Japan I happened to give it the title
“Shaking Things Up – Japanese Style”. I can assure you that when I talked about
“Shaking Things Up” I was referring to the economy and I was not making any
predictions about earthquakes.
When I was a regular visitor to Japan there was often talk as to when the “big one”
would hit Tokyo. History suggested that they occurred roughly every 70 years and as
the last big one happened in 1923 there was a feeling that it could happen any day.
The Kobe earthquake of 1995 made people aware of how difficult it is to prepare for
big earthquakes. I visited Kobe shortly after the earthquake and saw some of the
damage for myself.
In my opinion the Kobe earthquake and the recent earthquake highlight both the good
and the bad in Japanese culture. With regard to the good I believe they show the great
strength of character of ordinary Japanese people and the great sense of community.
With regard to the bad I believe the problems at the Fukushima nuclear power plant
highlight the lack of leadership at Tokyo Electric Power (TEPCO) and I think this is
representative of Japan in general.
TEPCO is a major Japanese utility but it has a management team and board of
directors consisting of old men that have worked in the company all their working
lives.
Here is a picture of the Chairman Katsumata and other directors at a news conference
held on March 30th:

Katsumata joined TEPCO in 1963 and his whole career has been with the company.
In all there are 20 directors. All of them are Japanese and male. It appears that 18 are
lifetime employees. The annual report does not give any of the ages of the directors
but I would guess that it is highly unlikely that any director is under 40.
Responsibility seems to end up in the hands of people by virtue of their age and not
because of their leadership skills. Loyalty to the company creates a culture of secrecy
that includes lying about safety and accidents.

In my opinion these old men do not want to change. They seem to want to maintain
the status quo and in a world of rapid and dynamic change I believe that Japan is
potentially condemning itself to stagnation. (Regular readers will be familiar with this
theme because it goes all the way back to my first opinion piece in October 2005.)
No one knows for sure how much it is going to cost to rebuild the devastated areas but
it is bound to be substantial. This is at a time when the Japanese government has
already got a high debt to GDP burden and continues to run a big budget deficit.
The following table shows Japan relative to other countries:

From looking at this table you might wonder how is Japan funding government debt
because it appears to have the worst fiscal position of all the countries listed (and
these numbers are pre-earthquake!)
The simple answer to this question is that the savings of Japanese corporations and
individuals fund the government. They do not need money from foreigners. Japanese
corporations and individuals are prepared to lend money to the government for 10
years in return for a 1.2% interest rate.
Not all Japanese corporations directly buy government bonds but they do put their
cash on deposit with the local banks and the banks buy the bonds. The Japanese banks
currently have far more deposits than loans and therefore seem to think that the safe
thing to do with those excess deposits is give the money to the government. The
directors of these banks are the same generation of old men as at TEPCO and I
believe that they will continue doing this for as long as they can even though I do not
believe that this is the prudent thing to do.
The following graph shows an example of how Mizuho bank has increased its
holdings of Japanese Government Bonds (JGBs) and this is typical of the major
banks:

At the same time they are buying JGBs Mizuho is selling equities. Here is a chart of
their equity holdings:

Given the cheapness of Japanese equities we have a situation where Mizuho is selling
cheap equities and buying what appears to be expensive JGBs. This just seems to be
another one of those situations unique to Japan.
This situation could continue for many years. It is possible that I will be writing about
this in opinion pieces many years from now.

These budgetary issues are going on at a time of continued change in political
leadership. Last April I wrote about the failure of the then Prime Minister Hatoyama
to bring about change and here we are a year later and the new Prime Minister Kan
appears to be struggling as well. Kan was supposed to be different because he had not
come from a political dynasty but unfortunately it already appears that his days are
numbered due to a collapse in his popularity. In other words there is still no sign of
strong political leadership.
Once more I have painted a picture of a leaderless, stagnating society with a stock
market that fails to get me excited but at this stage I am used to it because it is now 15
years of talking about the same old problems and coming to the same old conclusions.
The only slight glimmer of new hope that I came across during the year was the
announcement of a joint venture between Tokio Marine & Fire (the biggest Japanese
non-life insurance company) and a London based partnership called GO.
Here is a description of GO from their website:
Governance for Owners (GO) is an independent partnership dedicated to adding
long-term shareholder value for clients by exercising owners rights.
Here is a section from a press release highlighting what they are hoping to do:

I am going to watch their progress with great interest because there was another part
to the same press release that attracted my attention:

I have no idea what he means when he refers to a “Japanese way” to add long term
value. I can make a guess that it is a non confrontational way because I have written
in previous opinion pieces about the failure of investors using a confrontational
approach but there is nothing to tell me exactly what they do intend to do.
I wish them luck because I am frustrated by the way Japanese companies ignore
shareholders and if they succeed it might encourage more Japanese investors to “add
long term value”. Like most things in Japan I would guess that this will be an
extremely slow process but I hope I’m wrong because if the time comes I hope to be
ready to pounce and buy lots of really cheap shares..

