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ECONOMIC OVERVIEW ECONOMIC OVERVIEW

HARUHIKO KURODA could never 
be accused of sitting back and being 
satisfied with past successes. Since 
Kuroda, a former president of the 
Asian Development Bank, was picked 
to become the governor of the Bank 
of Japan (BOJ) in early 2013, he has 
taken the fight to deflation, using all 
of the tools at his disposal to attempt 
to stimulate the economy. His aggres-
sion means that economists and ana-
lysts in the country could be forgiven 
for expecting Kuroda to announce a 
market-shaking move every other day. 

But on October 31, Kuroda proved 
he still had the ability to shock the 
market, by announcing that the BOJ 
would increase its annual holdings of 
Japanese government bonds (JGBs) 
by ¥80tr ($671bn) a year: a sharp 
increase from the ¥50tr ($420bn) it 
had told investors to expect. 

The announcement surprised most 
bankers and economists, and had an 
immediate impact on the stock mar-
ket. But it did not shift the macroeco-
nomic picture.

“We have not seen a huge impact 
on the macro data, but there was a big 
depreciation of the Japanese yen,” 
says Yuichiro Nagai, an economist at 

Barclays Japan. “That supported 
Japanese companies’ profits, espe-
cially in the manufacturing centres, 
and in turn that pushed up the Nik-
kei further. That is the major impact 
we’ve seen so far.”

That may well be enough for the 
government at this point. The key 
to understanding the Abe admin-
istration’s approach to the econo-
my, according to market experts, is 
not to look at the usual datapoints 
that would be reeled off in a discus-
sion of the US: GDP growth, unem-
ployment, or even inflation, which is 
at least starting to move up in Japan. 
These are long-term indicators that 
are tough to shift. To really improve 
these indicators, particularly to push 
up inflation, the government first 
needs to fuel a burst of confidence. 
That is why one of the most important 
considerations for the Abe adminis-
tration is the performance of the stock 
market.

“Abe’s policies since his reelection 
have been quite straightforward,” says 
Daisaku Fujikawa, head of capital 
markets origination for Citi in Japan. 
“He sees the stock price as the impor-
tant indicator. Abe’s team believe 

that Japanese people 
must become happier. 
What else can be the 
strongest indicator? Is 
it GDP growth, or the 
interest rate, or the 
land price? No. It is 
the stock price. That, 
at least, is what they 
are thinking.”

That is under-
standable given the 
widespread stock 
market ownership 
among Japan’s citi-
zens, which makes the 
stock market impor-
tant in determining 
many people’s faith 
in Japan’s economic 

direction.
By that metric, Abe’s administra-

tion has already been far more suc-
cessful than any other Japanese gov-
ernment in recent memory. Junichiro 
Koizumi, the last prime minister of 
Japan to last more than a year, only 
saw the Nikkei 225 increase by around 
12.43% in his five years in power, 
which ended in September, 2006. 

The six prime ministers that fol-
lowed him, before Abe’s eye-catching 
election win in December 2012, man-
aged to oversee a collective fall in the 
Nikkei of 35.3%.

The stock market has increased 
more than 87% since Abe took power, 
a return that is thanks in large part to 
the bazooka approach of Kuroda and 
its impact on the currency. The Japa-
nese yen has lost around a third of its 
value against the US dollar since Abe 
was elected, moving from around ¥85 
against the dollar on December 26, 
2012, to around ¥119.75 in late March 
2015. 

The improvement of the stock mar-
ket and the success of Abe’s policies 
clearly go hand in hand. But there is 
still plenty of demand that could shift 
from the government bond market 
to the stock market. The government 
can be assured that as long as they 
continue to convince investors their 
plans will work, they will see that  
happiness gauge increase further and 
further.

“The next step for the Japanese 

Prime minister Shinzo Abe and Bank of Japan’s govenor Haruhiko Kuroda have made aggressive 
moves to change the direction of the Japanese economy. Most economists and analysts argue 
that there is still plenty more work to do. But by one metric, at least, they have already notched up 
a clear success. Matthew Thomas reports.

Stock market gains indicate 
Abenomics is beginning to work

“Abe’s team 
believe that 

Japanese people 
must become 
happier. What 

is the strongest 
indicator? It is the 

stock price”

Daisaku Fujikawa, 
Citi
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The happiness indicator 
The performance of the Nikkei 225 index since 
Shinzo Abe became prime minister on December 
26, 2012, using unadjusted closing prices

Source: Yahoo! Finance
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Stock market gains indicate 
Abenomics is beginning to work

economy is to start slowing the rate of 
deflation,” says Morifumi Yotsumoto, 
head of debt capital markets at Bar-
clays Japan. “Japanese investors have 
already started incorporating that into 
their investment strategies, moving 
gradually from buying JGBs to buy-
ing more inflation-friendly products, 
like stock.”

Abe’s greatest success, however, 
may have been political, not econom-
ic. By keeping power for more than 
two years and even winning a re-elec-
tion, an achievement that the previ-
ous six prime ministers could barely 
have imagined, he has given Japan a 
much clearer narrative. Bankers and 
economists, much like the rest of the 
population, might well debate the 
merits of some of his policies. They 
may occasionally disagree with him, 
or want him to turn course. But they 
surely all acknowledge that the coun-
try has now got a focus that it lacked 
for too long.

There is a certain irony to Abe 
becoming the figure to turn off the 
music, finally, on this high-powered 
game of musical chairs. 

Koizumi, a Liberal Democrat leader 
who was well known overseas, was 
the last prime minister to keep a tight 
grip on the seat of power, keeping 
the job for more than five years. But 
after Koizumi left office on September 
26, 2006, the merry-go round began. 
There were six prime ministers, none 
lasting much more a year, and Japan 
seemed destined for a cycle of ever-
changing prime ministers lacking 
the momentum needed to make the 
changes the country really seemed to 
need. And the first prime minister to 
follow Koizumi, lasting exactly a year 
before he was replaced? None other 
than Abe himself.

Abe now has a second chance to get 
things right. After an ambitious set 
of policy targets, including the much 
discussed “three arrows”, after a bold-
er stance in international affairs, after 
that eye-popping stock market per-
formance and, most crucially, after a 
resounding re-election win, the prime 
minister would be well within his 
rights to feel that he has gotten off to 
a good start. Bankers will be watching 
the next few years closely to see what 
else Abe has up his sleeve.    s

Japanese issuers sold more than 
$26bn of dollar-denominated 
bonds in the first quarter of 2015, 
according to Dealogic data. That 
made the first three months of 
this year the busiest quarter 
since the start of the financial 
crisis. But issuers are not the 
only ones heading to the dollar 
market to hit their targets. The 
miniscule yields available in 
the domestic bond market are 
also pushing more and more 
investors overseas, say bankers 
— something that will leave them 
exposed to increasing volatility.

ONE OF THE MAJOR talking 
points among bankers in Tokyo as 
it is elsewhere, is which direction 
US interest rates will take this year. 

The Federal Open Market Com-
mittee, in a March statement 
touching on the chances of an in-
terest rate hike, removed the word 
patient from its statement about 
the timing of such a hike; a small 
change that had big ramifications 
for traders, bankers, investors and 
issuers across the world. That has 
made analysts work overtime to at-
tempt to predict the timing of a US 
rate hike, and given issuers pause 
for thought when reviewing their 
dollar funding plans.

There is no one recommendation 
that bankers can give to issuers in 
a situation like this, says Shohei 
Takahashi, joint head of inter-
national debt capital markets at 
Nomura (see public sector roundta-
ble, page 7, for a fuller discussion of 
this issue). But dollar-hungry issu-
ers are being warned to prepare for 
increased volatility later this year. 

The same advice, it appears, 
should be given to Japanese inves-
tors, too. Domestic buyers, famous-
ly risk-averse, have often relied on 
their local market to hit their yield 
targets. But the pressure on yen 

rates from the Bank of Japan’s ag-
gressive easing has forced some of 
these investors to go overseas. More 
alarming, it has encouraged some 
of them to leave themselves open to 
the increasing risk of volatility.

“Institutional investors are taking 
more risk than they did five years 
ago,” says a senior debt capital 
markets banker in Tokyo. “It used 
to be the case that everything was 
hedged, but now they are being 
forced to leave positions unhedged 
in order to increase their returns.”

Those primarily at risk are in-
surance companies and pension 
funds, investors with hard yield 
targets that need to be hit and strict 
rules on what they can invest in at 
home. These investors do not tend 
to stray very far from vanilla bonds, 
making it hard for them to boost 
their returns by buying highly 
structured debt. But the extra risk 
they are taking on by leaving their 
positions unhedged in the offshore 
market is one area of concern to 
bankers that count these institu-
tions as clients.

There is no easy solution to this. 
Japanese banks can, of course, of-
fer swaps to their investor clients 
to reduce the risk of fluctuating 
currencies and offshore rates. But 
taking those swaps would hurt the 
returns pension funds and insur-
ance companies can get, and leave 
them searching, once again, for an 
easy way to boost their returns.

Japanese issuers and investors 
can both see the benefits in the off-
shore market. Cheap funding lev-
els look attractive to issuers, and a 
diversity of supply — often paying 
much more than domestic names 
— means investors are easily lured 
offshore too. But both will need to 
keep a close eye on the volatility of 
US rates this year. 

As much as the Bank of Japan has 
proved it can play a strong hand, it 
is still the Federal Reserve that con-
trols the deck.    s

Dollar rate volatility sparks
concern for issuers, investors
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Q&A WITH THE MINISTRY OF FINANCE Q&A WITH THE MINISTRY OF FINANCE

: The BOJ’s 
announcement last October that it 
would expand the monetary base 
is still one of the key talking points 
among bankers, investors and 
issuers in the country. How much 
did that impact day-to-day trading 
in JGBs — and are you still feeling 
the effects of that move?

Kei Kanamori, MOF: The BOJ 
started its quantitative easing 
policy in 2013, and expanded it 
last October. Now they are going to 
increase their bond purchases by 
¥80tr ($667.1bn) a year. They are 
the biggest buyers of JGBs by far, 
so that decision has real influence 
on the market. I can’t judge the 
impact but I would like to refer to 
statistics. 

According to trade data, banks 
continued to be sellers of JGBs 
while trust banks in the country 
switched from buyers to sellers, 
probably due to the asset allocation 
shift of Government Pension 
Investment Fund, Japan (GPIF). 
Insurance companies and foreign 
investors are still net buyers of 
JGBs. 

Yields in the JGB market are 
getting lower and lower, so there is 
certainly still strong demand in the 
market. 

: Is the BOJ’s demand 
so big that the impact of other 
investors reducing demand is 
almost irrelevant? Can it just 
absorb any drop in demand from 
other sectors?

Kanamori, MOF: Though we can 
still spot adjustments in demand 
among various sectors and that is 

something we pay a lot of attention 
to, there might be various reasons 
for each investor and we can’t say 
it’s all because of the BOJ. The BOJ 
is certainly a big enough buyer 
that it is hard for us to see any big 
problem in the market arising. 

: How surprised 
were the investors you have 
spoken to about the October 
announcement? It seems a lot of 
market participants did not see this 
coming.

Kanamori, MOF: For many 
investors, it was a very big surprise. 
Before the October decision, there 
were no news reports hinting that 
something like that could happen. 
Governor Kuroda had said not 
long before the announcement 
that he was planning to continue 
the present policies. But then 
he announced a big increase in 
monetary easing, so it really caught 
a lot of people by surprise.

Ryo Ishida, MOF: Volatility surged 
after the announcement, so that 
might be a good indication that 
very few investors predicted that 
such an expansion of the BOJ’s 
policies was about to happen. 

: Does the rising 
volatility worry you?

Kanamori, MOF: The kind of 
volatility we have seen in the JGB 
market since October is relatively 
high compared to our usual trading 
ranges, but when you compare it 
to the US market or the European 
market, it is still actually lower. It 
is important to look at volatility 

in the context of the market 
movement as a whole. There was a 
big increase in volatility this year, 
but it seems to be getting stabilised 
these days. The important point 
for us is that our auctions have 
continued smoothly, so the market 
mood has calmed down a little bit.

: How long are you 
expecting the BOJ to provide such 
large support to the JGB market, 
and what would the MOF do in the 
event of a reduction in support by 
the central bank?

Kanamori, MOF: That is a very 
difficult question. We can not 
really talk about the exit policy, 
and even the BOJ has said that it is 
far too early to start talking about 
that. There is, of course, going to 
be some impact on the market 
when the BOJ scales back its 
bond purchases. We know that Mr 
Kuroda is paying a lot of attention 
to the market and is trying as much 
as possible to avoid any confusion. 
That is going to reduce the impact 
in the future if and when the BOJ 

GlobalCapital sat down with Ministry of Finance officials Kei Kanamori, director of the office of 
debt management and JGB investor relations, as well as the director of the research office, and Ryo 
Ishida, deputy director in the office of debt management and JGB investor relations, to discuss the 
ministry’s take on the rapid change in the funding environment over the last two years, driven in 
large part by seemingly ever-increasing demand from the Bank of Japan.

Japan’s MoF talks Abenomics, 
volatility and downgrades

Kei Kanamori
Ministry of Finance
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does start to reduce its demand.
We can’t predict what will 

happen in the future. But as long 
as the market functions well, 
we do not have to do anything 
dramatically different. There 
is still plenty of demand in this 
market, from many different types 
of investors with many different 
views. This range of demand 
makes it easier for us to deal with 
any abnormal situations that might 
arise. 

We have experienced moments 
of market disruption before — 
after the Lehman Brothers crash, 
for instance. There was a lot of 
selling in the inflation-linked 
market at that time, so we stopped 
new issuance of inflation-linked 
bonds and increased our buyback 
programmes. We know what we 
can do to respond with necessary 
measures when things arise that 
hurt the market function.

: How strong is demand 
for inflation-linked bonds and 
what is the issuance plan for them 
over the next year or so?

Kanamori, MOF: We resumed 
the issuance of inflation-linked 
bonds in 2013, when the Japanese 
economy started to get out of a 
deflationary situation. The first 
auction was for ¥300bn ($2.5bn) 
but many investors demanded 
more, so we now sell ¥500bn 
($4.17bn) in each auction.

This fiscal year we are planning 
to sell 10 year inflation-linked 
bonds worth ¥500bn ($4.17bn) at 
four different auctions. We have 
regular meetings with primary 
dealers and investors, so if the 
demand among investors increases 
further, we will consider boosting 
this amount.

: The election of Shinzo 
Abe, and the introduction of his 
policy reforms that have been 
billed by analysts as “Abenomics”, 
has dominated discussion among 
analysts and economists for the 
last few years. How are investors 
viewing the Abe administration’s 
policy reforms?

Kanamori, MOF: After Abenomics 
started two years ago, there 
were an increasing number of 

investors who were very interested 
in the Japanese economy. They 
went first to the equity market, 
where you saw a big increase in 
foreign demand. But bond buyers 
also became very interested. 
Abenomics deals with so many 
areas of the Japanese economy 
that it is sometimes very difficult 
for foreign investors to really 
understand what is happening. 
Some foreign investors now say 
that not much is happening with 
Abenomics, but actually a lot 
is. We try to explain to them the 
bigger picture and everything that 
has been achieved so far.

: Those foreign 
investors are, of course, largely 
concentrating on the “third arrow” 
of Abenomics, which is structural 
reform. What are you telling those 
investors about the third arrow?

Kanamori, MOF: There are a 
lot of areas to that third arrow. 
There have already been some 
achievements, such as corporate 
tax reform. 

Of course, there are many more 
reforms that need to be enacted. 
The agricultural sector is one 
example. These changes take 
time. It is important for us to 
explain to foreign investors that 
we need to do what we can first 
while expanding the reforms to the 
harder areas as we make progress. 
That is the key to understanding 
the progress of Abenomics.

: In the January edition 
of the MOF’s monthly newsletter, 
there was some discussion of the 
factors behind a decrease in JGB 
liquidity, including the possibility 

that large volatility swings had 
made it more difficult for in-and-
out trading. How much has 
liquidity of Japanese government 
bonds decreased over the last year 
or so? 

Kanamori, MOF: It is very difficult 
to show the liquidity situation in 
numbers. Some of our primary 
dealers say a liquidity shortage is 
happening in the market, but if we 
look at trading volumes there is 
still a lot of trading in the market 
every day. Perhaps a liquidity 
shortage actually appears in spots. 
We do not have any clear figures on 
this, but we have had that opinion 
from the market and we do pay 
attention to that. That is why this 
year we are going to increase the 
amount of liquidity enhancement 
auctions. Usually, when we make 
an issuance plan, we set how much 
will be issued in each term. 

There is sometimes a shortage in 
the secondary market in particular 
sectors, however, which is why we 
have budgeted for certain parts 
of our auction to boost liquidity. 
These auctions will not have a set 
maturity in advance; they will be 
determined by primary dealers’ 
bids at each auction about which 
parts of the curve to be supported. 

: Moody’s downgraded 
Japan at the end of last year, 
cutting the rating from Aa3 to A1. 
How much impact did that have 
on your investors, or even on your 
conversations with investors?

Kanamori, MOF: There was actually 
no market impact that we saw 
from the downgrade, but it was a 
warning for us. 

The government is determined 
to improve our fiscal situation. 
We have already set a fiscal 
consolidation target to make 
our primary balance into a 
surplus by 2020 and even though 
the consumption tax hike was 
postponed [in November 2014] the 
government has already started 
discussions about the next fiscal 
consolidation plan which will be 
unveiled in the summer. 

The impact of the downgrade was 
not significant when you look at 
the market, but it was a reminder 
of what we still need to do. s

Ryo Ishida
Ministry of Finance
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Public Sector Roundtable

: Japan’s public sector issuers are a big 
source of supply in both the foreign and domestic 
markets. It may be best to start by getting a sense 
of just quite how large that supply is going to be. 
How much are you planning to issue in this fiscal 
year, and what areas will you focus on?

Akihito Nagata, JICA: We are planning to issue up 
to ¥60bn ($500m) of FILP (fiscal investment and loan 
programme) bonds in the domestic market in the 
next fiscal year, down from ¥80bn ($670m) budgeted 
this year. The reason we have reduced the budget 
is because, even though we had annually budgeted 
¥80bn for the past few years, we actually only issued 
¥50-¥60bn ($420m-$500m) every year. In the next 
fiscal year, we are also planning to issue up to ¥60bn-
equivalent of government-guaranteed bonds in the 
offshore market, which is the same as this year. 

Yasuhiro Matsui, DBJ: We were under review con-
cerning our privatisation process by the government 
this fiscal year. This discussion is almost finalized, but 
over the past several years this has been an important 
topic for us when tapping into the bond markets. 

As for the budget for the next fiscal year starting this 
April, we are planning exactly the same size as this fis-
cal year: ¥150bn ($1.25bn) of foreign bonds, ¥250bn 
($2.09bn) of domestic bonds, and ¥400bn ($3.34bn) 
of FILP issuance. 

Out of ¥400bn of FILP, we can issue both domestic 
bonds and foreign currency bonds. Foreign currency 
bonds are issued by means of drawdown from our 
global medium term note (GMTN) programme.

Takahisa Nakagaito, JFM: We need to offer a full 
explanation to our investors when considering the for-
eign bond market. Several public institutions in Nordic 

Participants in the roundtable were:

Shohei Takahashi, joint head of international debt capital 
markets, Nomura

Masanori Kazama, vice president, international DCM,  
Nomura

Akihito Nagata, director, capital markets, treasury  
department, Japan International Cooperation Agency (JICA)

Yasuhiro Matsui, director, treasury department, 
Development Bank of Japan (DBJ)

Hiroyuki Nakashima, director, capital markets and funding 
division, treasury department, Japan Bank for International 
Cooperation (JBIC)

Takahisa Nakagaito, director, finance department, Japan 
Finance Organization for Municipalities (JFM)

Atsuko Inagaki, director, bond section, budget division, 
Bureau of Finance, Tokyo Metropolitan Government (TMG)

Matthew Thomas, moderator, GlobalCapital

Japan’s top issuers mull next 
steps in global debt markets

There are few issuers better placed to generate broad demand for bonds than Japan’s public sector issuers. 
These borrowers appear to tick all the right boxes: highly rated, well known, and with reputations for the skillful 
management of their curves. But that does not mean that funding in the global markets is simple for these 
issuers, especially given the often mammoth size of their funding targets. Funding officials at the top public sector 
institutions not only need to pay close attention to timing, but they also need to continually work to make sure that 
their investor base is growing every year. 
GlobalCapital sat down with senior officials from some of the biggest public sector issuers in Japan to find out 

how the changing fortunes of the country are affecting their borrowing plans, and to get a sense of the funding 
challenges facing a group of borrowers that are planning a combined issuance of more than $25bn over the 
coming year. 
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countries whose objectives are working for the local 
governments have already established presence in the 
international capital market, but JFM is still required to 
become more well known. We really want to enhance 
our reputation among foreign investors, and that is a 
very important goal for us over the medium term. 

Last year, the total amount of funding was ¥1.1tr 
($10bn) of issuance, and this fiscal year, we will issue 
around ¥1tr in the public markets. We sold ¥220bn 
($1.83bn) of foreign benchmark bonds in two transac-
tions, and that is something we intend to repeat again. 
The financial landscape is not clear in the domestic 
market, and our issuance plan is going to be reduced. 
But we want to be flexible, so if the environment 
improves, we could issue more rather than less. We 
are increasing ¥20bn ($170m) for our flex-framework, 
given us flexible issuance of ¥170bn ($1.42bn).

Hiroyuki Nakashima, JBIC: We also have largely the 
same budget as we had this fiscal year, which is around 
¥500bn ($4.17bn) in the foreign bond market and 
about ¥20bn ($170m) in the domestic market. We will 
continue to concentrate on benchmark-sized bonds in 
the foreign bond markets. Our dollar financing needs 
are very high so we like to take a steady approach 
to our funding programme. We have issued ¥10bn 
($80m) FILP bonds this fiscal year, after an interval of 
three-and-a-half years, and the budget of FILP bonds in 
the next fiscal year will be ¥20bn ($170m).

Atsuko Inagaki, TMG: After careful communication 
with investors and consideration of the market envi-
ronment, we tried to incorporate as much investor 
demand as possible this financial year. In line with our 
initiative to promote Tokyo as a financial centre, last 
December TMG issued A$50m ($38.42bn) of Uridashi 
bonds for retail investors in Tokyo metropolitan areas 
for the first time. We had previously only issued yen-
denominated bonds towards retail investors, but for 
investor diversification purposes, we decided to start 
issuing both yen-denominated and foreign currency-
denominated bonds. We saw strong demand to the 
Uridashi bonds and about 70% of the retail investors 
were first time buyers of TMG bonds.

For the next financial year, we plan to issue a total 
of approximately ¥800bn ($6.67bn) of domestic and 
international bonds. As market uncertainties are 
increasing and becoming more challenging than this 
year, we need to diversify our investor base and secure 
funds on an ongoing and stable manner. We will con-
tinue to keep public offerings of bonds as the main 
funding source and — as for the currency — consid-
ering the after-swap funding cost US dollar issuance 
makes the most sense in the current market.

: The dollar-yen swap is now drastically 
in favour of Japanese issuers going overseas and 
swapping the proceeds of their deals into yen. 
But at the same time, a lot of Japanese investors 
are looking to go overseas to find a way to boost 
their yields. Should issuers be attempting to entice 
some of these investors into their foreign currency 
deals — or is it best to keep local investors strictly 
for local deals? And more generally, how attractive 
is the dollar market for you right now?

Nagata, JICA: Foreign currency loans are our main 
objective, but at the same time the dollar-yen basis 
swap is something we are always aware of, since it 

gives you a good sense of whether it would be better 
to fund elsewhere. The dollar market is still the best 
market for us. The euro market can be attractive, but 
right now, it is not as cheap, and the demand from our 
clients for euro-denominated lending is not as strong.

Japanese domestic investors are already buying 
our yen bonds, and that is something we want them 
to focus on, whereas we want to expand our foreign 
investor base by having them participate in our off-
shore dollar deals. There is a certain attractiveness to 
the idea of bringing Japanese investors into our for-
eign deals, though, because Japanese investors would 
not need to do much credit work to start buying our 
foreign deals. They could move very quickly. This is 
something we have certainly paid attention to, but 
we still think it is better to reserve them for our local 
deals.

Nakagaito, JFM: Unlike other issuers, we do not 
need to fund in foreign currencies. Our lending basis 
is almost entirely in Japanese yen. We look at foreign 
bonds entirely to diversify our funding sources. That 
is important for us, and it is something we want to 
continue in the future. I mentioned already that our 
overall funding target is around ¥1tr at the moment. It 
could grow to ¥2tr in a few years. Should we fund this 
entirely through the domestic market? Absolutely not. 
The foreign bond issuance environment is strong at the 
moment, and we feel that the market is ready for us to 
issue. We want to make the most of that.

When it comes to Japanese investors coming into 
our foreign deals, we are pretty open to that. In 
February, we issued a benchmark dollar bond and we 

got strong demand not only from foreign investors, 
but also from Japanese investors. They are very hungry 
for foreign bond exposure at the moment, and that is 
something we will continue to support in the future.

Shohei Takahashi, Nomura: The swap is not only 
making things more interesting for Japanese issu-
ers going overseas; the flipside has, of course, also 
occurred. Samurai bond issuance last year was more 
than ¥2tr ($20bn), but this year the flow has shrunk 
quite a bit. There have only been a handful of issuers 
coming to this market, and that is certainly driven by 
the change in the basis swap that you mentioned. The 
swap is not relevant to all Japanese issuers, because 
many of them want to keep the foreign currency. But 
if you concentrate only on the basis swap, funding in 
the dollar market does look beneficial at the moment. 

Shohei Takahashi,
Nomura
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Nakashima, JBIC: The foreign bond market has been 
very welcoming over the last few years. It has been 
a very good environment for us, especially since we 
are focused on funding in the dollar market to fund 
our loan portfolio. But interest rates are set to rise in 
the US, and the European market is becoming a bit 
tighter, so we need to be very careful over the next 
two or three years. 

Depending on the funding needs, we are happy to 
consider funding in other currencies. We have funded 
in sterling, Canadian dollars and Thai baht, for exam-
ple. But those deals are to fund loans made in those 
currencies. 

Inagaki, TMG: Dollar-denominated bonds are certainly 
an attractive funding source, since they allow issuers to 
diversify their investors by both geographies and sec-
tors. And considering both the yen-dollar basis swap 
and launch spreads in the current market, dollar issu-
ance has advantages compared to the other markets.

When we issued a bond in May 2014 [a $1bn five 
year deal], we started preparations well in advance 
and looked for the best timing to issue the bonds. We 
also explained the soundness of TMG’s financial base 
and the investment highlights of our bonds through 
roadshows and investor meetings to create enough 
demand for our issuance. As result, we found oversub-
scribed demand and have been able to issue in favor-
able terms.

Matsui, DBJ: We have both yen assets and foreign 
currency assets, so we see both sides of the coin as 
for dollar-yen swaps. In some cases we are keeping 
our foreign bond proceeds, but at other times, we are 
looking to swap them back into yen. The dollar mar-
ket has a strong investor base abroad already, but we 
can see the advantages of bringing Japanese investors 
into our foreign deals.

The outlook for US interest rates is a major concern 
for us, especially because the expectations of rising 
interest rates can lead to increase volatility in the 
funding markets and that makes the decision of issu-
ing timing more difficult for us. This is the biggest 
concern we have right now.

: This is a point we should dwell on a 
bit. There is a lot of speculation about when the 
US Federal Reserve will raise interest rates but the 
consensus seems to be that it will happen at some 
point this year. How is this going to impact the 
ability of the issuers on this panel to meet their 
funding targets, given the likely rise in volatility?

Takahashi, Nomura: There is some debate about 
when US interest rates will be raised, presuming they 
will be raised at some point this year. The most com-
mon scenario is a rate hike in September, but some 
people think it could even happen in June. The tim-
ing is going to depend on the economic data coming 
out of the US. The March non-farms payroll number 
was quite good, but we are waiting for the April pay-
roll data to see if that continues. There is still a lot of 
uncertainty.

In a sense, it does not really matter, from an issuer’s 
point of view, whether interest rates go up or not. The 
speculation about whether it will or will not happen, 
and when it will happen, is going to have an impact 
anyway. It will increase volatility and make issuance 
difficult for Japanese issuers, as well as issuers else-

where in the world. Those issuers that are swapping 
back into yen may find that the market is not attrac-
tive for them.

The timing is only going to get more and more dif-
ficult, especially as we get closer to June and specu-
lation about the timing of US rate hikes grows. It is 
difficult to recommend one policy to issuers across the 
board: the recommendations need to happen specifi-
cally, on a case-by-case basis. But there is likely to be 
a window of opportunity before June, and one after 
that, when investors and issuers have more clarity 
about the direction of US interest rates. It is around 
June that things are likely to be very tough.

Nagata, JICA: Asian investors are very yield-hungry at 
the moment. Those investors are less active in the dol-
lar market at the moment, given that yields have been 
falling. But after US rates go up later this year, these 
investors will come back to the market, so there will 
be some benefit from the rising rate situation. It does, 
at least, help you diversify your pool of investors. 

: There were some eye-catching euro-
denominated deals from Japan’s public sector 
issuers last year, including landmark issues from 
DBJ and JFM. Is the euro-denominated market 
likely to be be a key part of your funding strategy 
in the coming financial year?

Nagata, JICA: We do not exclude a real possibility 
that we may issue in the euro market, but the dollar 
must come first for us. We are still a newcomer in the 
offshore market; we just started issuing last year. We 
need to make sure that we are holding on to our dol-
lar demand, and increasing our investor base there as 
much as possible. It does not mean that we will not 
sell a euro-denominated deal, but it is not a priority 
for us at the moment.

Nakashima, JBIC: We would certainly be happy to go 
the euro market if we had demand for euro-denomi-
nated loans from our clients. But currently, we do not 
have a lot of euro currency-based needs, so the only 
rationale would be swapping euros into dollars. Right 
now, the dollar market seems to be much more attrac-
tive from a cost perspective when you look at after-
swap costs from euros and, indeed, from many other 
currencies.

Nakagaito, JFM: The cost advantage is certainly with 

Akihito Nagata,
JICA
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the dollar market. We had our first issuance experience 
in the euro market this financial year, selling a €1bn 
deal. That was a very successful deal, and we would be 
happy to return to the market in future. But like the 
other panelists, we certainly want to emphasise the 
dollar market first.

: DBJ closed a very interesting deal 
in the euro market, becoming the first Japanese 
credit to sell a green bond when it issued a €250m 
three year deal in October. How much was your 
decision to turn to the euro market driven by the 
funding cost, and how much was simply down to 
the fact the European market already has a pretty 
well developed investor base for green bonds?

Matsui, DBJ: The green bond was our second deal 
in the euro market in this fiscal year. We also sold 
a €100m private placement last May as well as the 
€250m green bond in this October. The green bond 
was not driven primarily by our euro needs but 
because, as you mentioned, there is a strong green 
bond investor base in the euro market already. Nordic 
and continental Europe investors, in particular, were 
hungry for green bond issuance. They were not major 
investors in our dollar deals before, so issuing green 
bonds in euros presented a good opportunity for diver-
sification of our investor base.

We are going to continue to issue green bonds or 
other SRI types of the bond over the next several 
years. There is a large investor base that wants this 
sort of product in the world, especially when denomi-
nated in euros, and that investor base looks likely to 
grow rapidly. 

The idea of green bond issuance and its structure 
was created by global investment banks as “Green 
Bond Principals”, and based on that idea, we have 
structured our green bond, and approached various 
asset managers. It was important that we got a range 
of opinions on the deal from those investors, and 
that meant meeting a lot of investors that were not as 
familiar with DBJ as a credit. We want other Japanese 
private issuers to follow this global movement of issu-
ing green bonds. It has come to my ears that some 
Japanese private corporations are looking deeply into 
green bond markets, however, it seems they need 
more time to structure and issue green bonds. 

Nagata, JICA: We’ve received many pitches on issuing 
green bonds to expand our investor base. But what is 
challenging for us is that all of our lending is for ODA 
[official development assistance] projects. That means 
there is always a socially responsible investing angle to 
our deals. It is very difficult for us to sell a green bond 
to fund a particular project, because investors will 
naturally ask: are your other projects not green? Are 
they not socially responsible? That’s just not the case. 
That is what we explain to investors during meetings, 
so there is a bit of a hurdle for us in defining some 
deals as more socially responsible than others. All of 
our bonds are regarded as socially responsible invest-
ment products and such explanations have been well 
received by investors so far.

Nakashima, JBIC: We are seeing wind power and 
other renewable energy project loans growing rapidly. 
That is very much something we have focused on in 
our business. We have also received many propos-
als for green bonds as well, and it is an area we are 

studying. But it is unlikely to happen right away; we 
do not have enough momentum in that direction at the 
moment.

Nakagaito, JFM: Investors quite often ask us whether 
we will issue green bonds, and we are interested in 
looking into this. But the funding that we do, for 
municipalities, tends to have mixed uses. It is difficult 
to identify which loans are green and which are not 
because of that. There is also an admin issue to over-
come when you decide to sell a green bond. The docu-
mentation work is another thing that holds us back. 
But we do feel this is a promising product, and we 
want to continue to study it. 

We have observed that investors have recently 
became more proactive on socially responsible invest-
ments (SRIs). Recently, the national government has 
discussed the vitalization of local communities suffer-
ing a drastic fall in population. JFM has financially sup-
ported the local governments and has been responsible 
for social development in the regional area. As inves-
tors become more aware of SRIs, we may urge inves-
tors to understand our socially responsible operations 
in the future.

Takahashi, Nomura: The interest among domestic 
institutional investors in the green bond market is not 
that strong yet. They have not yet figured out how 
to cope with green bonds yet, but we do see indi-
vidual investors are becoming a lot more interested in 
socially responsible investing. They are mainly buying 
international deals in this area at the moment, but in 
the future, we expect some growth in the domestic 
demand for green bonds.

Matsui, DBJ: This goes back to the discussion earlier 
about Japanese banks investing in offshore deals. 
Because we see green bonds as being a source of diver-
sification for us, there is not much advantage for issu-
ers since green bond demand in the domestic market 
might not help us to diversify our investor base imme-
diately. But I hope both domestic green bond investors 
and green bond issuers will grow in the near future. 

: How attractive is the dim sum bond 
market at the moment? Does the fact that few 
Japanese issuers rarely want to keep the renminbi 
mean that dim sum supply should strongly cor-
relate to dollar supply, since so much is driven by 
the swap?

Yasuhiro Matsui,
DBJ
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Takahashi, Nomura: Japanese issuers were interested 
in the dim sum market when it really started to take 
off a few years ago. There were a few deals, and there 
were quite a lot of enquiries from issuers about their 
chances of issuing in the market. There are a few hur-
dles, however. There are still questions, as there were 
years ago, about how easy it is to bring the proceeds 
of an offshore renminbi deal into China, and for those 
issuers who do not want to remit the proceeds of their 
deals, the supply is naturally going to be quite limited. 
But besides this, we also find that the political situa-
tion is quite difficult at the moment. 

Nagata, JICA: This has been a theme for a long time. I 
remember 10 years ago, I was involved in a Thai baht 
issue. We were already talking about renminbi Panda 
bond issuance back then. It has taken a long time for 
the market to catch up to what issuers were hoping 
for then. There has certainly been some progress since 
that time but for us, it is difficult to tell whether the 
local authorities would allow us to issue in the local 
market or how easy it would be to remit an offshore 
deal. We want to follow our lending currencies, and 
that certainly includes emerging market currencies. 
But we cannot break into this market overnight.

Nakashima, JBIC: There are Japanese companies 
investing in China that have a need for renminbi-
denominated loans. But the demand for each loan is 
not very big at the moment. We don’t have to issue 
bonds because the cross-currency swap can be used to 
raise renminbi to fund those loans. The size is small 
enough at the moment that this works fine. 

If demand for our renminbi loans grew larger, 
depending on the terms of each funding method, 
the possibility to issue renminbi-denominated bonds 
in the offshore oronshore markets could be a theme 
for us. But the onshore market is relatively difficult 
to get access to at the moment. The government has 
approved only a handful of issuers in the market, and 
the dim sum market is much more convenient because 
of the easy access. 

At the moment, though, neither a Panda bond nor 
a dim sum bond is a serious consideration. It is good 
for us to explore these possibilities, and we occasion-
ally get pitches on turning to the market. But we 
really need to make the decision based on what our 
borrowers need. There is just not enough demand for 
renminbi loans at the moment.

Matsui, DBJ: Three years ago, we studied dim sum 
bond issuance. But thereafter we have suspended 
further studying of a deal simply because the loan 
demand was simply not big enough. As long as the 
demand for renminbi loans remains as small as it is 
today, the currency swap is good enough.

Takahashi, Nomura: I was a member of the Asian 
Bond Market Forum for several years, and I engaged in 
various discussions about the unification of the Asian 
bond markets. The difficulty is that in Asia, foreign 
exchange management is still a major issue. Japan 
and Singapore are perhaps the only countries where 
foreign exchange is liberalised. Even in South Korea 
there are still some restrictions on foreign exchange. 
These foreign exchange restrictions are a major hurdle 
to more cross-border issuance, and that is certainly 
one of the things that get in the way of more renminbi 
business. 

: Moody’s downgraded Japan from 
Aa3 to A1 in December, a move that appeared to 
have very little impact on the Japanese govern-
ment bond market. How much has this downgrade 
changed your discussions with investors? And has 
it had any palpable impact on demand for your 
bonds? 

Matsui, DBJ: There are different opinions when it 
comes to the impact of the downgrade. However, the 
biggest impact we have seen is from European bank 
treasuries. They stopped buying Japanese public sector 
bonds as a result of the downgrade, so there has cer-
tainly been some impact on certain parts of our inves-
tor base. There are still some investors willing to buy 
our bonds, however, as long as we offer proper deals 
in appropriate sizes.

We are discussing now who could fill the gap left 
by the European bank treasuries. That is something 
we have to think about while preparing for the next 
issuance, and we do and will carry out IR activities to 
that end. We would like to take a close look at inves-
tors’ behaviour. We’re going to have one-on-one meet-
ings in the next financial year so that we can see how 
much the downgrade has impacted investors’ appetite 
abroad and how we can manage the situation.

Nakashima, JBIC: The downgrade was initially a 
major cause of concern for me. In February, we sold 
a $1bn bond, and at that time I visited several foreign 
investors and had discussions with them about their 
level of confidence. The impact of the downgrade was 
actually less than we had anticipated in the beginning. 

Investors are seeing that Japan is becoming success-
ful because of Abenomics. There was certainly some 
impact on European bank treasury demand, but over-
all the impact was not very big. It is important for us, 
if the Japanese economy continues to recover, to make 
that front and centre in our IR activities.

Nakagaito, JFM: We met some investors at the end 
of last year, right after the downgrade by Moody’s. 
The general message was “don’t worry”. The impres-
sion investors gave me was that they adopt an internal 
rating-based approach, so we did not need to focus so 
much on the impact of the downgrade. We’re not part 
of the national government, and we’re not govern-
ment-guaranteed, so perhaps our products still keep 
some attractiveness for investors. 

Hiroyuki Nakashima,
JBIC
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Nagata, JICA: We issued in the foreign bond market 
last year before the downgrade, so we were not sub-
jected to a direct impact from it. Afterwards, what I 
heard is that some investors were not as interested in 
Japanese issuers. But the important thing is that inves-
tors look at us as an individual credit, not just as a 
proxy for the Japanese sovereign. Those players will 
continue to be engaged, so we need to tailor our IR 
activities to those organizations who take a close look 
at the strength of JICA.

: We talked about the rate environ-
ment earlier, but we have not focused much on the 
spread environment. What is the spread outlook 
right now for Japanese issuers, but especially for 
the public sector borrowers we have on this panel?

Takahashi, Nomura: That’s a very difficult question. 
Japanese issuers tend to face a very stable spread envi-
ronment. That is likely to continue in the future, and 
that is something investors should value. But there are 
some things that could certainly impact spreads in the 
future, in particular relative value compared to other 
issues. For example, the European Central Bank has 
been buying large chunks of European bonds, which 
has led to a big tightening in the spreads paid by the 
European issuers such as EIB. Japanese issuers have 
lagged this performance at the moment, but because 
they are now cheaper on a relative value basis, we 
could see a small tightening. It is tough to see when 
this will happen.

Matsui, DBJ: I agree with Takahashi-san that we can-
not expect a major tightening. The market landscape 
leaves some room for tightening, but right now we 
are probably close to hitting the limit. The same thing 
applies to yen interest rates. The interest rate has been 
declining steadily in the long term, and is probably 
hitting a limit. Since investors want to cover their own 
funding costs, the falls in JGB interest rates could even 
lead to a bit of expansion in domestic bond spreads in 
the near future.

Nagata, JICA: The tightening in the euro market driv-
en by the ECB does make dollar bonds more attractive 
to foreign investors, so perhaps we could see a tighten-
ing in the foreign currency markets. But in the domes-
tic market, spreads are already very low. I’m sure there 
are diverse opinions but because we have gone so low 
in spread terms already, there is not much differentia-
tion between different sectors. 

Nakashima, JBIC: Generally speaking, issuers want to 
pursue tighter spreads. However, we also want there to 
be fair pricing, because in the long term issuers need 
to have a good relationship with investors. We want to 
make sure we’re paying the right level for a Japanese 
name.

Nakagaito, JFM: One of the things that has come up 
in discussions with investors is the worry that the 
Japanese government’s fiscal tightening is not sustain-
able. This is something a lot of investors ask us about, 
and if there is anything that impacts spreads, it is going 
to be this worry.

: When you look through the order 
book composition of your offshore bonds, are 
there any areas that you think are missing? 

Perhaps you want more emerging market demand? 
Perhaps particular investor types stand out as an 
obvious area of growth?

Nagata, JICA: We feel that there is a lot more room 
for us to focus on foreign investors. We visited various 
investors in Europe, Asia and the Middle East last year, 
but we think there is still a lot of room for us to gener-
ate demand and Nordic countries are a good example. 
Investors in these countries can often provide strong 
demand for Japanese public sector bonds, and we 
know we have plenty of scope to grow in this area.

Takahashi, Nomura: In the past few years, Japan’s 
public sector issuers have been quite actively develop-
ing their investor relations process. They have done 
very well to expand their reach already. But there is a 
lot of room to push that further, in particular by chang-
ing the currency denomination. 

The difficulty is the cost. Does a particular market 
offer attractive spreads? How liquid are the swaps? 
When you talk about expanding the investor base 
there is still a lot of opportunity, but the timing is very 
important.

Nakagaito, JFM: Dollar bonds are the core of our issu-
ance programme for the foreseeable future. But we 
did issue a euro denominated bond this financial year, 
and we found that a lot of European investors were 
interested in our deal. Many of these investors were 
first time investors for us, and we hope to continue to 
get them in our deals in the future. That should be the 
case even when we issue dollar bonds. We think that 
by selling that euro denominated deal, we have built 
some loyal investors that will join our future dollar 
deals too.

Nakashima, JBIC: We are also focused on the dollar 
bond market, but we saw when we issued Canadian 
dollar bonds in 2013 and sterling bonds in 2014 that 
we expanded our investor base. 

Latin America is a possible area, but we need to care-
fully watch the economic situation. The impact of the 
falling oil price on Middle Eastern demand should also 
be followed.

Matsui, DBJ: One area we could really develop in the 
next fiscal year is the US market, since we have not 
tapped into US onshore market in these years. We also 
would like to find more investors in Latin America, 

Takahisa Nakagaito,
JFM
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but what I hear is that it is pretty difficult to get their 
involvement at the moment.

: What are the main areas Tokyo Metro 
wants to stress to investors when on roadshows or 
having one-on-one meetings? 

Inagaki, TMG: TMG is one of the local governments 
of Japan, but it has an annual budget of approxi-
mately ¥13tr ($110bn), which is nearly equivalent to 
Sweden’s. More than 80% of its revenues are based 
on independent sources, such as local taxes, which 
include two corporate taxes, fixed assets tax, individ-
ual inhabitant tax, and local consumption tax, among 
others. This provides flexibility in Tokyo’s fiscal man-
agement without depending on the central govern-
ment. Given the abundant tax sources, TMG’s reliance 
on new bond issues is kept at low levels of 6.9% of 
the fiscal year 2015 general account budget, which 
allows us to maintain a sound financial management. 

The Japanese government has a system to subsidise 
local governments to ensure an appropriate level of 
government services, if revenues of individual local gov-
ernment fall short of their needs. But TMG has never 
received such a subsidy. It is, in fact, the only local gov-
ernment that has not received one out of all the 47 local 
governments. This is a key thing we want to stress to 
investors: the sound financial management of TMG. 

: What are your main objectives over 
the next few years? How do you see your funding 
plans evolving, and how much will a changing 
domestic and global environment present chal-
lenges for you in the years to come?

Matsui, DBJ: As discussed at the beginning of this 
roundtable, the major topic for DBJ has been the 
review of our privatisation process. That is almost final-
ized, so the priority over the next few years is going 
to be not only maintaining our investor base both in 
the overseas and in domestic markets but also continu-
ing to expand our investor base as much as we can. To 
that end, maturities, currencies and products should be 
diversified. We want to offer a large range of products 
to attract the most diverse range of investors.

The investors we have relied on at the moment 
might no longer be able to buy our bonds if the 
market or global banking regulations would change. 
We need to be aware of that and make sure we can 
expand our investors by seeking out as many potential 

new investors as possible. That is going to be our pri-
ority for at least two or three years to come. 

We have also set up a Euro commercial paper pro-
gramme. We first aim to issue short term tenors and 
would like to increase the tenors going forward.

Nakagaito, JFM: For us, the priority is clear. We now 
have a funding target of around ¥1tr ($10bn), but in 
four or five years time, that may double. We will have 
to raise a big amount in the future. That is going to 
mean expanding our investor base, and using innova-
tive ideas. We can add new products to bring in new 
investors. We can extend maturities to attract pension 
funds and insurance companies. Most of our loans are 
very long-term, so the extension of maturities is cer-
tainly something we should be doing. We can partly 
do that with FILP bonds, which allow maturities to be 
as long as 40 years.

Nakashima, JBIC: The major target for us every year is 
to continue to fund ourselves through benchmark bonds 
and provide liquidity in the dollar market; we want to 
continue to support the market to make sure our deals 
remain liquid. That is a very basic target for us.

We do not have a concrete plan for local currency 
bond issuing at the moment, but that is likely to 
change. There are some local currency needs among 
our clients, so we want to be able to respond to that. 
There are some infrastructure projects, for example 
in the power sector, which are going to require long-
term local currency financing — and that is often 
beyond any reasonable liquidity in the swap market. 
That means we need to examine the local currency 
markets a lot more over the next few years. We need 
to be ready to issue at any moment.

Nagata, JICA: We are planning to maintain our 
overall budget level over the next few years. In the 
domestic market we will continue regular issuance 
with benchmark tenors in a predictable way so that 
investors can easily purchase our bonds. Under the 
current environment of record-low interest rates, it is 
vital to reach new investors who are especially willing 
to buy 10 year deals. In the foreign markets, we still 
have a lot of room to enhance our investor base. There 
is still a lot of work to do in Europe, in the emerging 
markets, and in the US. On our funding side, we want 
to expand and deepen our network with private sector 
investors like commercial banks and asset manage-
ment companies and generate a better understanding 
of what we are doing. That can lead to new business 
opportunities as we work together with them for pri-
vate sector development on our operations side. 

Inagaki, TMG: In terms of international bonds, we 
plan to continue making efforts to diversify our inves-
tor base that will benefit our funding by helping it to 
become more stable. TMG is currently promoting ini-
tiatives for a “Tokyo Global Financial Center” to create 
an environment that helps facilitate business activities 
in Tokyo. In line with such initiatives, from the next 
issuance of international bonds, we are considering a 
dual listing our bonds which will see them trading on 
Tokyo PRO-BOND Market as well as the London Stock 
Exchange. Through the dual listing of TMG’s inter-
national bonds, we anticipate the recognition of the 
Tokyo PRO-BOND Market to rise — and the use of the 
market by issuers to increase more and more in the 
years to come. s

Matthew Thomas,
GlobalCapital
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DOMESTIC BONDS

JAPAN’S ECONOMY has faced peaks 
and troughs, from the heady 1980s to 
the period of deflation and stagnant 
growth that followed. But the coun-
try’s domestic economy has always 
been regarded as being, in terms of 
credit, one of the best in the world, 
and the country had not been down-
graded since the election of Shinzo 
Abe in 2012. That was until the end of 
2014, when Moody’s cut Japan from 
Aa3 to A1, blaming uncertainty about 
fiscal consolidation, doubts about the 
government’s growth plans and fears 
over the public debt level. 

While that was not a surprise, it 
did raise the question of what impact 
it would have on the domestic debt 
market. Japan has, for many years, 
been one of the lowest yielding bond 
markets in the world, where the top 
names can pay only a few basis points 
over the sovereign, and lower-rated 
names retain the price-setting power 
in the bond market. Usually a down-
grade by one of the big three rating 
agencies would strengthen inves-
tors’ hands, allowing them to demand 
higher spreads. But in this case Japa-
nese investors did not have the power 
to force the issue.

The downgrade had essentially no 
impact on domestic bond spreads, 
according to bankers. Some investors 
did start asking a few more questions 
during client meetings, and the sub-
ject was certainly not ignored among 
the local investor base. But the net 
impact in pricing negotiations was 
somewhere close to zero.”

This is because cash-rich investors 
do not have enough options to play 
hardball in the domestic market. Jap-
anese banks, with their enormous bal-
ance sheets and desire to lend, reduce 
supply in the bond market by trying 
as hard as they can to increase their 
loan books. That makes most domes-
tic debt issuance opportunistic; not 
something that leaves issuers feeling 
they are at the whim of investors. 

“There is a 
scarce pipeline 
of deals at the 
moment and the 
Japanese invest-
ment commu-
nity has shown 
that it is hungry 
for new deals,” 
says Koh Kawa-
na, head of glob-
al fixed income 
capital markets 
at SMBC Nikko. 
“The downgrade 
may have had 
more impact on foreign investors, 
but they aren’t coming into the mar-
ket much anyway.”

It is not hard to see why some 
issuers are finding the bond mar-
ket an attractive source of funding 
at the moment. The combination of 
a hungry investor base, an aggres-
sive central bank and an easy alter-
native from bank lenders means that 
now seems as good a time as any for 
Japanese issuers to review their bond 
funding plans. It should come as lit-
tle surprise that bankers were able to 
close the largest domestic yen trans-
action in more than four years.

Panasonic Corp managed to drum 
up demand for a ¥400bn ($3.34bn) 
deal split between five, seven and 10 
year tranches in March. The trans-
action, which came a month after 
Moody’s upgraded the company to 
Baa1, underscored the impressive 
turn-around of the company over the 
last few years, says Reiko Hayashi, 
head of Japan global capital markets 
at Bank of America Merrill Lynch.

“We had around 40 investor meet-
ings to explain to potential investors 
just how much they had improved 
their financial situation,” she says. 
“They have put a huge effort into 
turning around the company and, in 
the end, investors proved very sup-
portive of the deal.”

This deal does more than show 
Panasonic’s impressive turnaround. 
It also demonstrates the huge liquidi-
ty available in Japan’s domestic bond 
market. But most bankers think simi-
lar deals will be few and far between. 

There are still opportunities for 
eye-catching yen bonds. There may 
be a few deals this year worth more 
than ¥100bn. But the deep liquid-
ity in the banking market, combined 
with the practical non-existence of 
high yield credits in the Japanese 
market, means that banks should 
not expect to significantly grow their 
fee pool from domestic bonds over 
the next few years. The exception, as 
always, is from mergers and acquisi-
tions, something that Japanese bank-
ers are always hoping will give a boost 
to their bottom line. 

“Corporates around the world 
are in an acquisitive mood at the 
moment and this is when the capi-
tal market can be opportunistic for 
them,” says Morifumi Yotsumoto, 
head of debt capital markets at Bar-
clays Japan. “Of course, bank loans 
are the most commonly used funding 
tools for them. But these acquisitions 
are likely to be funded, at least partly, 
in the debt capital market to diver-
sify the funding sources. This will 
allow them access to a greater range 
of investors, globally.”    s 

Japan’s domestic debt market has long proven to be one of the most resilient in the world, backed 
by an army of institutional investors that have a clear preference for buy-and-hold strategies and 
familiar credits. That resilience was put to the test at the end of last year, after Moody’s announced 
that it had downgraded the sovereign. Matthew Thomas reports.

More supply needed as domestic 
investors increase their appetite 

Panasonic Centre, Tokyo
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SAMURAI BONDS

SAMURAI BOND issuers are, by and 
large, a familiar bunch. European and 
Australian banks, South Korean pol-
icy lenders, and a handful of highly 
rated corporations — the same names 
appearing in the market again and 
again. 

The Samurai market is, to hear 
bankers tell it, one of the key areas 
where Japanese investors look to 
increase their returns. But their appe-
tite for foreign names does not extend 
very far from the top of the cred-
it curve, and usually does not leave 
much room for debut issuers.

This can leave bankers prone, per-
haps more than in other markets, to 
the vagaries of volatility. There is cer-
tainly room for the top bookrunners 
to stand-out from the crowd and deals 
such as Caisse des Dépôts et Consig-
nations’ ¥40bn ($330m) Samurai last 
year show that new names can some-
times break in to the market, albeit 
usually those from the top of the cred-
it curve. But all too often, the ebb and 
flow of the market comes down to one 
crucial question: where is the dollar-
yen swap? 

The answer to that question, over 
recent months, has not been one that 
Samurai bond specialists have treated 
as particularly good news. The rough-
ly 60bp that Samurai issuers would 
have to add to their funding costs 
when swapping yen proceeds into dol-
lars put many issuers off tapping the 
market, and led to less than $1.5bn of 
issuance in the first three months of 
2015. That is barely 25% of what they 
achieved in the same period last year, 
but it does offer a big growth on the 
first quarter of 2013, when an uncer-
tain economic outlook pushed many 
issuers to the sidelines.

Although that weak quarter meant 
that Japanese Samurai dealers ended 
their own fiscal year with little more 
than a whimper, there is reason to be 
bullish about the prospects for the 
Samurai market in the year to come. 

After all, they also managed to add 
a rare bit of spice to the market by 
bringing a pair of tier two bonds from 
European banks.

Rabo points to new direction
Rabobank, a well respected issuer in 
the Samurai bond market, convinced 
Japanese investors to buy the first 
tier two bond from a foreign name 
last year. The borrower faced a size-
able task: not just in convincing local 
investors to adopt a structure that 
they were unfamiliar with, but also 
working with the Dutch banking regu-
lator to ensure it was happy that the 
language in the documentation made 
it qualify as capital. Rabobank’s abil-
ity to navigate these issues won plau-
dits from bankers. Reiko Hayashi, 
head of Japan global capital markets 
at Bank of America Merrill Lynch says 
that no other issuer would have been 
able to open the market.

The issuer had a few things in its 
favour. Its instant name recognition 
in the local market was clearly one of 
them. But its “bail-in” language, while 
unfamiliar to Japanese investors, also 
helped generate strong demand. The 
European language is less investor 
friendly than the Japanese version. 
But unlike tier two documentation in 
Australia, for instance, which threat-
ens to leave investors holding equity, 
Rabobank’s deal offered no such pos-
sibility.

“That was one of the major fac-
tors that helped us generate strong 
demand for the deal,” says Kazuhide 
Tanaka, chief representative and 
head of long term funding in Japan 
at Rabobank. “Investors didn’t know 
how to treat such an instrument 
should a conversion [into equity] take 
place, so the fact that we could assure 
them this would always be a debt 
instrument helped overcome some 
doubts from the buyside.”

The end result was a ¥50.8bn 
($427.4m) 10 year bond that offered 

a new funding avenue for the issuer 
and priced inside where it could have 
closed a deal in the euro market. The 
deal ended up pricing roughly in the 
middle of where Rabobank could have 
sold dollar and euro transactions, said 
Tanaka. But perhaps more important 
than this issuer-specific success was 
the market-wide ramifications. Inves-
tors now had a new product to sink 
their teeth into. It did not take long for 
bankers to offer them a second bite.

French bank BPCE followed with 
its own tier two Samurai just over a 
month later, selling a ¥27.2bn 10 year 
fixed rate bullet, a ¥7.9bn 10 year non-
call five tranche and a ¥13.2bn 10 
year floating rate note. The econom-
ics clearly worked out for the issuer. It 
benefited from the chance to diversify 
its subordinated investor base, but the 
pricing was roughly in line with where 
it would have closed a euro denomi-
nated transaction, said bankers work-
ing on the transaction.

Japanese DCM bankers are real-
istic enough not to expect a rush of 
tier two deals to come to the market 
this year. These transactions are not 
often opportunistic, nor quick to put 
together. But by opening up a new 
area of the market for foreign issuers 
to consider, they have given them-
selves a good chance to increase their 
revenues from the market this year. 
As long as dollar-yen swaps remain˚ 
unattractive to most Samurai issuers, 
this kind of innovation is a must. s 

The Samurai bond market has taken a big hit over the last three months, as supply has dwindled in 
response to an expensive dollar-yen basis swap and issuers have chosen instead to fund elsewhere. 
But although bankers looking back at the last fiscal year are likely to bemoan the tepid volumes, 
they can take some solace in one clear innovation the market has made. Matthew Thomas reports.

Samurai market suffers  
but innovates, too

“The fact that 
we could assure 
them this would 

always be a debt 
instrument helped 

overcome some 
doubts from the 

buyside”

Kazuhide Tanaka, 
Rabobank
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