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The performance of the Japanese equity market has been lacklustre since
1990. These so called “lost decades” have raised numerous questions as to
why Japan has not been able to escape from this financial problem.
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Ltd, will try to answer this question by analysing this issue from the perspective
of the asset management industry in Japan.
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Characteristics of the asset management industry in Japan
To start with, I will summarise the key distinguishing features of the asset
management industry in Japan.

1. Characteristic 1: Small
Firstly, when we look at the size of the asset management industry in
Japan, it is clear that Japanese asset managers are substantially smaller than
their international peers. As I have indicated below, the average Japanese
asset manager’s AUM is approximately one tenth of those of leading global
firms. Even though Japan has the second largest concentration of wealth in the
world, the majority of this remains in bank deposits, which carry ultra low
interest rates. Consequently, this could be one cause of the asset management
industry’s underdevelopment.

2. Characteristic 2: Lots of International Competition
Secondly, the asset management business is one of the most exposed
industries

to

international

competition

in

Japanese

finance.

Market

deregulation was brought to the market in the late 90s, and since then the
presence of non-Japanese managers has been increasing. A list of the top 20
asset managers in Japan includes several non-Japanese asset managers’
names, which is unique amongst other industries in Japan.

3. Characteristic 3: Less independent, underdeveloped brands
Thirdly, in Japan most asset managers are still encompassed in larger
financial institutions. Large asset managers are normally subsidiaries of
big banks, security brokerage firms or insurance firms. Contrary to this, in
the US it is standard for large asset managers to be independent, such as
Black Rock, Fidelity, Capital, Vanguard and PIMCO.
This may be a reason for a unique feature of Japanese asset
managers, which is weak brand recognition. In Japan, brands for major
banks, security brokerages firms and insurance firms are strong and easily
identified. In contrast, asset manager brands are not easily recognised,
unlike the majority of their US and European counterparts. This may also
be a result of Japan’s mutual fund distribution structure which places
parent companies as distributors with stronger bargaining power. In this
environment, the distributor determines the direction of business rather
than the products, product managers or even investors. If this becomes
extreme, there may be a conflict of interest between the asset

manager, which stands for the interest of the investors, and the parent
company as the distributor. It is essential to work toward a structure which
prevents us from falling into this problem.
4.

Characteristic 4: Poor returns from the domestic market
In Japan returns from domestic assets such as equity and fixed income

have been lagging, and I think this is one of the most paramount reasons to
explain why Japanese asset managers are suffering. Generally, domestic
assets are ones in which domestic players are better positioned than their
competition. For Japanese asset managers, it has been difficult to create and
retain a competitive edge over their international peers, as the domestic
financial market has been performing poorly. More importantly, this is not just
a problem for asset managers but also quite a significant issue for the
Japanese economy due to its negative financial impact on pension funds,
including public and private funds as well as DC and DB, which is the key
monetary resource for most individual retirement plans. This is an especially
big concern as Japan’s population ages and the birth rate continues to
decline.
5. Conclusion: Low margin
The key question derived from the above points is “where do these
characteristics direct the industry?”

My answer to this question is: “low

profit margin”.
Low profit margin is a cross industry phenomenon in Japan. Japanese
companies usually have a lower profitability than their global peers in almost
all industries. This is also applicable to the asset management industry.

Lack of scale, too much competition, weak brands and poor return from the
domestic market all lead to a lower profit margin. What is the solution to this?
I will try to illustrate some of the components necessary to tackle these
issues.
Challenge

and

perspectives

for

our

industry:

what

needs

improvement?
1.

Go global

The goal of the asset management business is to produce return for
investors, and in order to do this it does not seem feasible to consider only
the domestic market. Just as CalPERS does not look solely at domestic
investment opportunities, Japanese investors need to follow practice and
look outside of Japan. The significance of emerging markets is increasing at
an accelerated pace and it is likely that investment objectives are globalising
rapidly. Additionally, when we view business as an asset manager, we need
to consider our client base globally also. It is fundamental that we think
globally in both our investment objective as well as our client base. This may
lead to new challenges such as globalisation of human resources and the
need to formulate global work ethics, which I think is a challenge that all of us
in this industry have to overcome.
2. Communication
Asset managers, like us, are not managing our own money, but clients’
money. A business relationship only exists when there is a solid bond
between managers and investors based on mutual trust. To gain the trust of
investors, we need to establish a corporate culture underpinned by a strong
understanding of fiduciary duty, such as record keeping and awareness of
any conflicts of interest.

When lacklustre market performance and possible conflicts of interest
coincide, we must be exemplary in this duty, as we are being monitored by
the beneficiaries in regards to whose interest we represent. Furthermore, the
complexity of the investment environment and product requires a higher skill
level for the asset manager to be able to communicate with the beneficiaries.
These communication skills must be supported by extensive experience in
the market as well as in depth insight into the industry. This is why it is said
that it takes time to become a truly capable asset manager.
3. Invest in People
The true competitiveness of an asset manager is derived from its people.
It is these people who find investment opportunities and work to provide
return for their clients. It is the quality of people that distinguish a high-quality
asset manager from a poor one, and it is these people who drive the success
of a business. This is in contrast to some parent companies of asset
managers in Japan, such as banks or insurance companies, where
competitiveness is primarily derived from the size of the balance sheet.
One of the key challenges for us is time and patience. Building up good
human capital takes time and requires patience from management. Given
that we still have so many “encompassed asset managers” in Japan, asset
managers need to understand the dynamics of this industry and alter their
mindsets from traditional capital-driven ideas to human driven ideas.
The Japanese Big Bang and the development of the asset management
industry

In 1996 Japan announced its “financial big bang” in order to revitalise the
financial market. This initiative was followed by the “Plan for Strengthening
the Competitiveness of Japan’s Financial and Capital Markets” in 2007,
which was designed to utilise all possible measures to achieve the original
target of the 1996 big bang initiative. Ironically, the competitiveness of the
Japanese market has declined even with these continuous efforts. Under
these circumstances, in September 2010 the market capitalisation of the
Japanese stock market sagged to fourth in the world, surpassed by the
London Stock Exchange and NASDAQ. It became obvious that Japan’s
underperformance was not just isolated to economic activity but had also
shifted to the stock market.
Below is a statement from the ministry of Finance at the time when the
government launched the first big bang initiatives.
“In the ‘ageing’ society of the 21st century, in order to ensure the
continuation of Japan’s economic vitality, it is necessary to find a more
efficient way of investing private assets as well as securing active
capital flow for growing industries for the next generation… It is
essential to utilise the 1200 trillion yen of Japanese household financial
assets, and to create such a system where the market mechanism
functions to its full extent and optimal allocation of resources is
achieved.”
This statement shows that the financial big bang was a major reform
designed to shift Japan from an economic development stage, supported by
rich money flow, to a mature economic stage, supported by efficient wealth
management. This also indicated that financial institutions needed to
establish asset management capabilities and modernise the industry.

I believe that the asset management industry going forward is going to
be more responsible in playing a significant role in the financial industry. We
need to create a society with numerous trustworthy and credible asset
managers. Asset managers in the US have contributed a great deal to
maintaining America’s position as the global leader of the financial industry.
In Japan as well, I expect to see the emergence of asset managers with a
good understanding of responsibility and fiduciary duty principles who will
generate strong momentum toward the Japanese financial industry regaining
its strength.
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