
  [image: cover]


  CONTENTS


  About the Book


  Title Page


  Note to Reader


  Foreword


  Prologue


  Chronology


  PART I


  1. Samurai Bankers


  2. Blocked Reform


  3. Money Madness


  4. The Trillion-Yen Man


  5. The Bubble Bursts


  6. Takahashi’s Revenge


  7. Onogi’s Choice


  8. The Swiss Gamble


  9. Scapegoats and Seeds


  PART II


  10. An American Dream


  11. “Cowboy”


  12. Negotiations


  PART III


  13. Yashiro’s Dream


  14. Culture Clash


  15. The Sogo Shock


  16. Homma’s Death


  17. The Fight with the FSA


  18. Stalemate


  19. Success?


  20. The Bad Loan Surprise


  21. Saving the Sun?


  Epilogue


  Picture Section


  Notes


  Notes on Bad Loans


  Sources and Bibliography


  Acknowledgments


  Index


  Copyright


  About the Book


  For more than a decade, Japan’s dismal economy  which has bounced from deflationary collapse to fitful recovery and back to collapse  has been the biggest obstacle to economic growth. Why has the world’s second largest economy been unable to save itself? Why has a country, whose financial might in the 1980s was the most feared force on the globe, become the sick man of the world economy?


  Saving the Sun answers these questions and more in the riveting and remarkable story of the Long Term Credit Bank, one of the world’s most respected financial institutions, and its attempts to transform itself into a western-style bank and reconcile the cultural gulf that still exists between Japan and the international banking community.


  A Wall Street Gamble to Rescue Japan from Its Trillion-Dollar Meltdown


  SAVING the SUN


  GILLIAN TETT
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  NOTE TO READER


  THE GUIDING PRINCIPLE in this book has been to produce a narrative that makes the opaque world of Japanese banking relatively accessible to non-Japanese readers. So, in the interests of simplicity, the following approach has been taken:


  
    • Japanese names have been written in the form that is most familiar to Americans (namely, with the surname second) rather than their usual Japanese usage.


    • An approximate exchange rate of Y100 to the dollar has been used for most currency conversions. In practice, the rate has fluctuated dramatically in the last two decades, from Y150 to Y80, and at time of writing it stood around Y120 to the dollar. However, a rate of Y100 to the dollar gives a rough sense of value; the main exception in this narrative occurs in the immediate postwar years, when the rate was fixed at Y360 to the dollar.


    • The book uses the American definition of trillion, i.e.: one thousand billion, and not the old European definition of trillion.


    • The term “bad loan” has been used in a generic sense to refer to all nonperforming loans; for a detailed discussion about terminology and ways of measuring bad loans see here.

  


  FOREWORD


  IN RECENT YEARS, the state of Japan’s economy has seemed a riddle wrapped in an enigma to the outside world. A decade ago, the country appeared to have created an extraordinary economic miracle, rebuilding itself with dazzling speed after the devastation of World War II to become the second largest economy in the world. Indeed, this “miracle” was so remarkable that some observers were predicting that Japan would overtake America, as its mighty corporations stormed into Europe and America, stunning competitors with their manufacturing skillsand snapping up trophy assets ranging from golf courses to film studios.


  But in the last few years, this miracle has soured. Since 1990, the economy has stagnated, debt to GDP levels has risen towards 150 percent, deflation has taken hold to a degree not seen since the 1930s U.S. Depression, and the country’s credit rating has been downgraded to the same level as Botswana’s. Meanwhile, the Japanese banks have become engulfed in a tidal wave of bad loans, on a scale unprecedented in history.


  The Japanese government estimates that this bad loan problem has reached Y100,000 billion, or about one trillion dollars, during the last decade; private sector economists put the figure two or three times this. Either way, the problem continues to bubblewhich also puts Japan in a grim historical category of its own. For while plenty of other countries have also experienced banking crises in the past, these have usually been resolved after a few years. What makes Japan remarkable, alas, is that a full thirteen years after the bubble burst, many of the country’s biggest bankswhich also happen to be some of the largest in the worldare still effectively insolvent.


  But why have these problems developed? Why do they drag on? And why has the Japanese government been so unwilling to do anything about it?


  Andperhaps most important of alldoes Japan’s experience hold lessons for other countries which have also suffered the collapse of an asset bubble or a period of prolonged economic stagnation, such as parts of continental Europe, or some of Japan’s other neighbors in Asia?


  THIS BOOK EXPLORES some of these questions, but from a slightly unusual point of view. In recent years, there have been plenty of academic accounts of what has gone wrong in Japan’s economyand what might one day go rightfrom a “top-down” macro economic point of view. However, this book tries to explore these issues from a “bottom-up”, more anecdotal perspective, that explains the cultural context and political pressures at work in Japan. Above all, it looks at the issue of incentivesor, more specifically, the fact that the incentives driving Japanese behavior today are often different from what outsiders from America or Europe might assume to be “normal”.


  To do this, the book narrates the history of one specific bank that both epitomizes both Japan’s economic problems and the search for a solution to themthe Long Term Credit Bank, later renamed Shinsei. This was once the ninth largest bank in the world and a pillar of Japan’s post-war system. However, in 1998 it collapsed, and was subsequently deemed to have had an eye-popping $50 billion of bad loans on its books, much of which had not been visible before. The bank was then nationalized and sold to new owners. These were a group of American and European investors who tried to introduce foreign management techniques as a bold new experiment in financial reform. And in many ways, this was a revolutionary step. For until the sale of LTCB, no foreigners had ever attempted to bash their way so deeply into Japan’s financial world, let alone change the country’s hallowed corporate ways.


  There are two reasons why this tale is importantand not just to banking experts. Firstly, the problems sitting inside the Japanese banks offer a telling insight into the broader issue of what went wrong in the country during the last decade. For unless the country’s financial system can be properly fixed, it seems unlikely that the world’s second largest economy will ever be restored to vibrant growth.


  Secondly, the tale that has unfolded at Shinsei cuts to the heart of a paradox in Japanese culture: Its strange love-hate relationship with the outside world. During much of its history, Japan has existed in a state of self-imposed isolation, viewing outsiders with deep suspicion. Yet alongside this xenophobic streak, its periods of greatest renaissance haveperverselytended to occur when Japan has deliberately set out to borrow ideas from outside, usually as a result of a sudden external “shock”. One case of this occurred back in the middle of the 19th century, when American warships barged into Japanese waters for the first time and forced the shogun rulers to open up their country to the outside world. This triggered an internal revolution that left Japan grappling to “catch up” with the outside world by mimicking its technology, with considerable success. Then, after Japan lost World War II, a similar process of “catch up” and “copying” occurred: Within a few short decades, Japan copied manufacturing skills from its American conquerorsand rebuilt its economy at top speed.


  What makes the tale of Shinsei bank interesting is that it echoes these earlier periods of cultural collision. And though it is not yet clear whether it will deliver such a happy ending, the new foreign owners have arrived at Shinsei at a time when many of Japan’s intellectual elite recognize that something has been going wrong in their countryand are searching for solutions to put it right.


  THE NARRATIVE FALLS into three parts. The first section illustrates the rise and fall of Japan’s post-war financial system by telling the tale of LTCBand, in particular, the story of Katsunobu Onogi, the last president of LTCB, a man whose life epitomizes the post-war Japanese economic system. The second section centers on Tim Collins, an American entrepreneur, who in many ways epitomizes the distinctively American approach to businessand an approach that is the polar opposite of the modus operandi of men such as Onogi. Collins bashed his way into the Japanese corporate world back in 1999, when he helped to organize a foreign investment consortium that acquired the collapsed LTCB, and thus set the stage for the creation of Shinsei.


  The last section focuses on this period, telling the tale via the story of Masamoto Yashiro, the Japanese businessman appointed to run the new bank. He has spent the last three years trying to carve out a new vision of reformand blend the wildly contrasting Japanese and American approaches to business, in what he hopes is some type of Hegelian dialectic.


  Two words of caution. First, I have deliberately focused the book on individual characters, and these three men in particular, in an attempt to make the opaque world of Japanese banking seem a little more accessible. However, in describing the problems in LTCB before 1998, I do not mean to “pick on” Onogi or LTCB. On the contrary, it should be emphasized that I believe Onogi to be an honorable man, who spent his life trying to defend Japanese values and has become a tragic victim of the system as a result. What makes the history of LTCB so desperately relevant to the situation today is that it epitomizes a pattern of behavior that was happening at all Japanese banks, including those that have survived, and is still continuing to some degree. If any reader doubts this, they need only glance at the revelations that erupted in the autumn of 2003 about the “under-reporting” of bad loans at Resona, Japan’s fifth largest banka dismal, ongoing saga that could have been taken straight from the pages of LTCB.


  Secondly, this book does not set out to present any comprehensive prescription for how to fix Japan’s economic problems. Nor does it take a clear stand on the debate that obsesses many American economists: Namely whether a “solution” to Japan’s woes should focus first on supply issues (i.e. structural reform) or demand issues (i.e. monetary policy and/or devaluation and/or the savings surplus). Although I believe that eventually some combination of both measures will be needed as part of a coordinated package, the demand issues are largely outside the scope of this book.


  However, the LTCB tale does offer a general moral about structural reform: Namely that if a country continually tries to avoid short-term pain by clinging onto outworn institutions, and refusing to adapt to a changing world with some “creative destruction”to use Schumpeter’s famous phrasethis can carry a terrible long-term cost, not just in terms of lost growth but also shattered lives. In making this point, I do not mean to argue that the only “solution” to Japan’s problems is to blindly copy a ruthlessly free-market, American approach to business. The events of the last two years have shown that there are plenty of flaws in the American system as welland the Wall Street philosophy sits uneasily with many admirable Japanese values. Yet, adopting an extreme free market system is not necessarily the only way for a country to fix a broken banking system or remove dead wood from the corporate world. Sweden, to name but one example, fixed its banking woes in the early 1990s partly by government intervention. It is possible to imagine that a more collectivist, state-driven reform model might be better suited to Japan.


  Either way, the essential moral of the story of LTCB and Shinsei is this: Whatever system Japan uses to move capital around the economywhether it does this by bankers or capital market investorsit needs to find some method of doing this more effectively and flexibly, to let its economy adapt to changing circumstances, and above all, remove dead wood and outworn institutions. By adopting an ostrich-like approach to policy making in the last decadeand refusing to take painful decisionsJapan has not made the challenges go away. Nor has it made them less painful or costly to deal with. The biggest single lesson from LTCB, in other words, is that collective policy denial and procrastination can carry a terrible cost, both in terms of wasted resources and human lives. And that is a moral that the leaders of any economy forget at their perilbe it Germany, Britain, America or Japan.


   Prologue 


  THE KID FROM KENTUCKY


  How did a kid from Kentucky end up buying one of the largest Japanese banks? It is a question that a lot of people might wonder.


  Tim Collins


  TIM COLLINS EASED into seat 1C on the ANA flight from New York to Tokyo next to a wizened Japanese man who had a distinguished air about him. Since the sixty-nine-year-old Japanese man was sitting in the first-class section where tickets cost more than $10,000 each, he was also clearly either rich or importantor both.


  “Who’s that?” Collins wondered.


  It was a question that he often asked. For one of Collins’s key talents in life was an ability to collect peoples’ names and then use them later to his great advantage. It was a skill that had served him well in the forty-three years since he had been born in the South, to a family that had once run a tobacco farm in Kentucky. After an early career in a local auto plant he went to business school before winding up on Wall Street as an investment banker and then transforming himself into an expert on corporate restructuring. In 1995 he reinvented himself again as an entrepreneur. He created an investment firm called “Ripplewood,” named after his family’s old Kentucky tobacco farm, which made a living by buying distressed companies cheaply, restructuring them, and reselling them at a profit. Collins liked to describe this as a “private equity” or “restructuring” fund and he would claimwith solemn, evangelical zealthat his business represented part of the genius of the American capitalist system. For what he maintained was that his fund cleaned out dead wood from the corporate world, in a process of “creative destruction,” thus making the American economy more productive and efficient. “I believe in using capital as a catalyst for change,” he liked to explain. To Collins’s irritation, Ripplewood was sometimes also known as a “vulture fund,” or a company that scavenged among corporations in distress.


  Either way, Ripplewood rapidly expanded, gobbling up an auto parts company in Texas, an English-muffin maker in Ohio, and a refrigerator manufacturer in Illinois. Another acquisition was a frozen-pie company based in Hope, Arkansas. “And I have to say, we are the largest employer in Hope!” Collins liked to tell his investors, with a significant chuckle. “As in Hope, Arkansas.” That was Collins’s way of letting people know he had powerful friends in Washington, New York, and London. Hope, Arkansas. As in, the birthplace of Bill Clinton.


  But, as Collins eased into seat 1C on the plane to Tokyo in September 1998, he was starting to think bigger than Arkansasoutrageously big, in fact. A few years earlier, when he had been trying to raise funds, Collins had approached Japan’s mighty trading company, Mitsubishi Corporation. To his delight, Mitsubishi had taken a large stake in Ripplewood, and Collins had become curious about Japan. There was little in his background that made Tokyo a natural destination for Collins. He was a southern American boyor a “kid from Kentucky”, as he liked to saywho believed in the importance of the family, free markets, the Democratic Party and Baptist church. One of his favorite books was Pilgrims in Their Own Land, the story of how the Protestant ethic had infused American culture. Indeed, Collins had once considered becoming a minister, before he decided that his real talent in life was making money.


  Though Japan was a very alien land, it fascinated Collins. From a distance, the place seemed bizarre. Back in the 1980s, like most Americans, Collins had been dazzled by Japan’s power. But then everything had gone badly wrong and for an entire decade Japan’s economy had stagnated. Since 1990, more than one quadrillion yen (Y1,000 trillion or $10 trillion) of Japan’s wealth had been destroyed by the crash; the debt to GDP ratio had soared toward 150 percent, higher than anywhere else in the industrialized world, and the banks had become engulfed with more than Y100 trillion of bad loans. This was equivalent to a trillion dollars, a sum as large as the British economy.1 More baffling stillat least in Collins’s eyeswas the way Japan’s government had responded. It seemed self-evidently clear that Japan desperately needed restructuring. It had to remove the excess debt, get rid of its deadbeat companies, and revamp the business culture. In short, Japan urgently needed to do on a macro scale the type of “cleanup” process that Ripplewood performed whenever Collins purchased a company.


  Such a plan may have seemed self-evident to Collins, yet the Japanese government had sat on its hands, year after year, seemingly unwilling or unable to tackle the situation. To Collins, that paralysis seemed not just foolish, but morally wrong. He believedlike most Americansin the concept of action and individual responsibility. He also assumed that a key role of a government was to make its citizens as rich as possible.


  Yet, Collins was also an optimistand opportunist. He could see the great potential profits lurking in this strange situation in Japan. What was happening in Japan was not unique: Back in the 1970s, for example, American industry had also grown flabby, complacent and paralyzed, creating economic problems. The American private equity business had eventually emergedand made private equity firms very richfrom the discovery of ways to reclaim exhausted and dilapidated companies. Although the concept of private equity was unknown in Japan and Tokyo had traditionally been hostile to foreign investors in general, Collins believed that Japan would become the next great theater for the drama of a business turnaround. No economy could stagger on in this type of self-destructive limbo forever, he reasoned. And when change came, this could create amazing opportunities for foreigners. A corporate shake-out was the only way that the economy could be truly saved from its current decline. Like generations of American pioneers before him, Collins believed it was time to head west.


  The plane carrying Collins and his Japanese seatmate made its way slowly up over the Rocky Mountains, traveled high above the Alasksan waste, and began to crawl down over the ocean past the Aleution and Kurile Islands toward Japan. Half an hour before the flight landed in Tokyo, Collins caught the eye of the mysterious Japanese man. “So why are you going to Tokyo?” Collins asked, with the expansive friendliness of an American overseas. “What do you do?”


  “I am retired,” the Japanese man answered, in perfect English. Prodded, he explained in vague terms that he had once worked in banking and the oil industrybut now was living in London.


  Collins’s mind went into overdrive. A Japanese banker? Who worked in industry? With foreign connections? Who looked about sixty-nine? Suddenly it clicked and Collins could barely believe his luck.


  “You must be Masamoto Yashiro!” he declared. The Japanese man nodded, surprised; he was not used to people recognizing him. “How do you know?”


  Collins switched on the charm and reached for a file of papers. Before he had boarded the ANA plane in New York, Collins had asked his friends on Wall Street and in Washington if they knew of any Japanese businessmen who might be willing to help him bring the gospel of restructuring to Japan. Rick Bradock, the former head of Citibankand another “friend” of Collinshad offered a particularly interesting name: Masamoto Yashiro, the former chairman of Citibank’s own operations in Japan. The man sounded intriguing: Yashiro was a close friend of John Reed, the former chairman of Citibank, and had spent his whole life working for foreign firms, which meant that he was probably well versed with the concepts of restructuring and private equity, Collins reasoned. However, the elderly Japanese man was also connected to some of the most powerful politicians, businessmen, and bureaucrats in Japan. In fact, Yashiro was so well connected that Collins was unsure whether he would be able to persuade Yashiro to talk to himan unknown Americanat all.


  But now Yashiro was sitting right next to him on the plane, in seat 1A. Fateor Godseemed to be on Collins’s side. “I have been looking for you, looking everywhere! You have this wonderful reputation!” Jubilantly, Collins waved his files at the Japanese man, pointing out Yashiro’s CV.


  Yashiro eyed the American man curiously. It was extremely odd, by Japanese standards, for a stranger to accost somebody on an airplane like this. Japan’s culture is reserved and polite, everybody acts according to the twin guidelines of hierarchy and harmony. But Yashiro had spent decades of his life trying to bridge the vast cultural gulf that separated America and Japan and he knew Wall Street men were apt to do strange things.


  “Why do you want to talk to me?” Yashiro asked.


  Collins hastily made his pitch. He described what Ripplewood did and explained that he wanted to take its operations to Japan. After all, he pointed out, Japan urgently needed to reform its economyand the country seemed to be opening up to new ideas and to the outside world.


  Yashiro, like many men of his generation, was feeling rather down-hearted about the state of his nation. As a child he had suffered the horrors of World War II and for the past five decades he had watched with immense pride as Japan had rebuilt itself after defeat. But now, in the 1990s, this miracle had lost its magic powers. Yashiro was convinced that the only way to fix these problems was to introduce radical reform into the corporate world by importing fresh ideas, vision, and energy. Indeed he believed that he had a duty to help promote this change. But Yashiro also knew that Japan was a consensus-based culture. And thus far change had been painfully, dishearteningly slow.


  The arrival of some outsiders, like this chatty Mr. Collins, could possibly help to shake the country up. It was not such a strange idea. Yashiro knew that Americans had helped trigger change in Japan before. Most Japanese believed that the only reason why the country had embarked on its stunningly successful bout of industrialization in the nineteenth century, for example, was because American black warships had sailed across the Pacific and forced their way into Japanese waters, shocking the old shogun government with their military might. The arrival of the American soldiers in 1945 had acted as another “shock” that propelled the country toward its postwar economic miracle.


  Moreover, Yashiro also knew that inside Japan itself there were some intriguing hints of change. Just before he had boarded the plane in New York, the newspapers had carried the news that Long Term Credit Bank, one of the country’s most prestigious banks, was on the verge of collapse and the government was considering nationalizing the bank before selling it to new owners, perhaps even Americans. It seemed to be a shocking development. Yashiro knew LTCBand its president Katsunobu Onogirelatively well from his days at Citibank; he figured that the bank’s history epitomized everything that had gone wrong with the Japanese corporate system in recent years. The bank was, after all, a cornerstone of the postwar financial world, once the ninth largest bank in the world. Just a few years earlier, it would have seemed inconceivable that the government should sell it.


  “Will you have dinner with me?” Collins eagerly asked, as the plane finally landed at Narita airport in Tokyo, after its fourteen-hour journey. Collins desperately needed a Japanese ally to help him realize his dreams. Warily, Yashiro agreed to meet Collins again. He was far from sure that he wanted to work at Ripplewood. But he always loved discussing what was wrong with Japan’s economyand what could be done to fix it. It’s just a dinner; there is no commitment, Yashiro thought.


  It was only later that he realized that the plane ride was the starting point of one of the strangest financial experiments ever seen between Tokyo and Wall Street; a journey that would eventually pull Collins and Yashiro into the tangled history of LTCB and deep into the thorny question of what had gone wrong with Japan’s banksand what might be done to fix them.


  CHRONOLOGY


  
    
      	1853:

      	American warships force their way into Japanese waters triggering the Meiji Restoration.
    


    
      	1897:

      	The Nippon Kangyo Bank is created by the Japanese government to help Japan's "catch up" with the West.
    


    
      	1941:

      	Japan enters World War II.
    


    
      	1945:

      	Japan is defeated by America and the U.S. military administration takes control.
    


    
      	1952:

      	The United States hands power back to a Japanese government. The Ikeda council draws up a postwar financial plan, including the creation of the long-term credit bank system.

       In December the Long Term Credit Bank is created out of part of Nippon Kangyo Bank.
    


    
      	1953:

      	Japan's period of high economic growththe "miracle"starts.
    


    
      	1961:

      	LTCB moves to a new headquarters in Otemachi; its business booms.
    


    
      	1968: 

      	Japan's economy grows so fast that its output of goods and services surpasses that of West Germany and every other capitalist country except America.
    


    
      	1973:

      	The oil shock slows growth; LTCB steps up its overseas expansion.
    


    
      	1975:

      	Japanese government starts to create a bond market in Japan, effectively undermining the old LTCB system.
    


    
      	1985:

      	LTCB draws up a reform plan calling for the bank to move away from traditional lending to new investment banking businesses; it is blocked by vested interests.

       The yen strengthens after the "Plaza accord". Japan's asset price "bubble" becomes entrenched.
    


    
      	1987:

      	American stock markets crash; the Bank of Japan cuts rates, fueling Japan's bubble.
    


    
      	1989:

      	The Nikkei 225 hits a peak of almost 40,000 and Japan's share of world GDP reaches 9 percent.

       LTCB is ranked ninth largest in the world by asset size, with a market capitalization several times that of Citibank.
    


    
      	1990:

      	The Nikkei plunges 40 percent after the Bank of Japan tightens interest rates at the end of 1989. The real estate market starts to slip. It is estimated that 80 percent of bank lending is directly or indirectly linked to real estate.
    


    
      	1993:

      	LTCB finally moves to a lavish "bubble era" headquarters building.

       The LDP temporarily loses power for the first time, amid popular unease with the end of the economic miracle; growth slows sharply.
    


    
      	1995:

      	Government uses public money to rescue Tokyo Kyowa and Anzen, the first such step in Japan since World War II. The ensuing scandal forces the LTCB president to resign.
    


    
      	1996:

      	MoF inspection of LTCB finds about Y4 trillion ($40 billion) of nonperforrning loans (NPLs); this is covered up.

       Ryutaro Hashimoto, Japan's prime minister, unveils the "Big Bang" reforms to make the Tokyo markets "free, fair, and global." The Japanese economy appears to be recovering.
    


    
      	Spring1997:

      	Japanese government tightens fiscal policy, pushing the economy back into recession; Nippon Credit Bank almost collapses but is rescued.
    


    
      	Summer1997:

      	Asian financial crisis starts.
    


    
      	Autumn1997:

      	The financial system experiences its first serious turmoil and Hokkaido Takushoku, Sanyo Securities, and Yamaichi collapse.
    


    
      	Spring1998:

      	The Japanese government creates its first rescue package for the banks, injecting around Y1.8 trillion ($18 billion) into the largest banks; it admits that NPLs have reached more than Y60 trillion ($600 billion); a new Financial Supervisory Agency is founded to oversee the banks.
    


    
      	Summer1998:

      	The Asian financial crisis intensifies; the Americans intervene to support the yen and ask the Japanese government to resolve the banking problems and bad loans.

       Rumors about LTCB's problems trigger a share price collapse.
    


    
      	Autumn1998:

      	Americans intensify pressure for Japan to produce new banking measures; Japan finally produces a new Y60,000 billion safety net to support the banks. LTCB collapses and is nationalized, as a gesture of reform. NCB is nationalized soon after.
    


    
      	Winter1998:

      	The government appoints Goldman Sachs to find a new owner for LTCB.
    


    
      	Spring1999:

      	Renault effectively takes control of Nissan, the first deal of this size seen in Japan's corporate world.

       Alliances accelerate between foreign and Japanese companies.
    


    
      	Summer1999:

      	IBJ, Fuji, and DKB announce that they are merging to create Mizuho, the world's largest bank by asset size. Subsequently, alliances are announced between Sumitomo and Mitsui (Sumitomo-Mitsui), Bank of Tokyo Mitsubishi and Mitsubishi Trust (MTFG), Tokai and Sanwa (UFJ). This creates four "megabanks".
    


    
      	Autumn1999:

      	Japanese government announces that LTCB is to be sold to the Ripplewood group, using the controversial "put".
    


    
      	Spring2000:

      	Ripplewood takes control of LTCB; Yashiro is appointed president. The Nikkei rises above 20,000; foreign investors buy Yl0,000 billion ($100 billion) Japanese shares in hopes of policy reform and economic recovery.
    


    
      	Summer2000:

      	The bank changes its name to Shinsei.

       Sogo asks Shinsei for debt forgiveness; Shinsei gives the loans back to the government, leading to political uproar.
    


    
      	Autumn2000:

      	NCB is sold to a consortium of Japanese and foreign investors and renamed Aozora. Homma, its president, is found dead.
    


    
      	Spring2001:

      	Japan's economy starts to tip into a new recession, the third since 1990. Deflation becomes entrenched.

       Junichiro Koizumi, a self-styled "reformer," unexpectedly becomes prime minister.

       Shinsei embarks on a new attempt to clean up its loan book. This sparks bitter political controversy.
    


    
      	Summer2001:

      	Relations between the FSA and Shinsei become tense.

       The FSA comes under growing international criticism for its failure to recognize the scale of banking problems.
    


    
      	Autumn2001:

      	Shinsei is reprimanded by the FSA. Yashiro is dragged into parliament yet again.
    


    
      	Spring2002:

      	The Nikkei tumbles below 10,000 as hopes fade of policy change. Fears of a new financial crisis mount, but the Japanese establishment props the markets up.
    


    
      	Summer2002:

      	Shinsei starts to make progress in cleaning up its loan book. It unveils net profits of Y60 billion ($600 million) in its second year of operations.
    


    
      	Autumn2002:

      	The Bank of Japan unexpectedly announces a plan to buy equities from the banks. The government appoints Heizo Takenaka as Financial Services minister and he launches a new bank reform plan.
    


    
      	Winter2002:

      	Takenaka's reforms trigger bitter opposition and are mostly emasculated.

       Japan's debt to GDP rises to around 140 percent; its credit rating is downgraded to the same level as Botswana.
    


    
      	Spring2003:

      	The Nikkei 225 closes the fiscal year end below 8,000, its lowest level for twenty-one years, intensifying strains in the financial system. The four "megabanks" survive by issuing Y2 trillion ($20 billion) in new capital, but the dilution triggers a collapse in the banks' share prices, worsening their fundamental problems. The government creates the Industrial Revitalization Corporation, allegedly to "clean up" bad loans. Shinsei's "put" option runs out.

       The bank reveals that it has cut its bad loan ratio from 30 percent to 5 percent. It posts net profit of almost Y53 billion ($530 million), its third year of profitability.
    


    
      	Summer2003:

      	Mizuho posts Y2.4 trillion ($24 billion) loss for FY 2002, a record for Japan's corporate sector, due to falling share prices and bad loan writeoffs. The other "megabanks" also record large losses. There is little sign of any significant decline in the bad loan total.

       Japan posts its fifth consecutive year of deflation; ten-year interest rates hit a record low of 0.5 percent. The Nikkei falls to new twenty-year lows, well below 8,000.
    

  


  PART ONE


   Chapter 1 


  SAMURAI BANKERS


  After the war we had a system that was really a type of socialism under the disguise of capitalism. The bureaucrats directed everything, in a wise way, and we all accepted that and worked together very hard. The system worked well for a few decades.


  Yoshiyuki Fujisawa, former chairman of IBJ


  IN THE EVENING of June 8, 1999, the Tokyo police telephoned Katsunobu Onogi at his house. “Tomorrow we are going to arrest you,” the caller said politely, “please take care to be ready!”2 Staging the arrest so everything could be done in the proper fashion, the police asked Onogi to suggest a convenient location. Japan is clearly not a country that leaves room for surprises.


  Nor was Onogi surprised. As he put down the telephone, part of him felt relieved. He was grateful that the police did not plan to drag him away in a disorderly fashion. At the age of sixty-three, Onogi had spent his entire life behaving with dignity and he had absolutely no intention of going to prison without being properly attired in the suit and tie that was the badge of a Japanese “salaryman.” The possibility of such shame appalled him.


  At the same time, Onogi was terrified, too. Even with the correct clothesand with all the perfect etiquetteprison was a frightening place. Onogi had always been an intellectual and methodical man. He wore large, bookish glasses and an impassive expression on his square face, broken only by a tense half smile that turned down at the corners of his mouth. Whenever he faced a problem, he liked to scour history books for answers and in the weeks leading up to his arrest, Onogi had furtively peeked into bookstores to see if there was any guide to what a middle-aged man should do in prison.


  Alas, there was no way to bone up on the ordeal ahead. Nor had Onogi’s professional career given him any idea of what to expect in jail. Onogi could scarcely have imagined that he would share the fate of a common criminal. He had spent his whole life believing that he was a member of the elite, a respectable man who did things right, according to Japanese ideas of duty. He had slaved for forty years of his life in Long Term Credit Bank, one of Japan’s most prestigious banks, where he had risen to become president. Normally, such service would have guaranteed Onogi a comfortable retirement. Holidays in Hawaii; rounds of golf; group trips with former colleagues to Japan’s hot springs; the satisfaction of knowing that he had served his country well. That was how most sixty-three-year-old Japanese bankers lived.


  But somehow it had gone horribly wrong for Onogi. LTCB had collapsed with almost $50 billion of bad loans, engulfing Onogi and his employees all in a shame that was too much for some of the most senior LTCB bankers to bear. A few weeks earlier, fifty-nine-year-old Takashi Ueharathe man who was expected to succeed Onogi as LTCB presidentalso received a telephone call from the police warning that his arrest was imminent: Uehara and the other LTCB managers were accused of hiding the bank’s bad loans. Uehara decided to commit suicide. Once the Japanese believed that the correct way to kill oneself was to slash the stomach open with four precise strokes of a sword, letting the guts spill out, a method known as seppuku. Nowadays, that was deemed “selfish,” since it created a bloody mess that needed to be cleaned up. Consequently, when executives committed suicide in the 1990s, they usually hung themselves in an anonymous hotelto spare their family “shock.”3 Uehara had always been a stickler for etiquette: He checked himself into a little suburban hotel and hanged himself, leaving a note on the table for Onogi and the other LTCB bankers. It said: “I am so sorry.”


  Onogi, however, did not want to kill himself. He considered it his duty to suffer his shame aliveto “endure the unendurable,” as the Japanese emperor had described the American conquest after World War II. So, he fixed his mind on cheerful things. He reflected on an Italian film he had just seen on television about a concentration camp in World War II, called Life Is Beautiful. Onogi liked the title and he desperately tried to convince himself that life could be beautiful. “Life is beautiful!” he told himself. “Life is beautiful!”


  He also resorted to his favorite mental survival trick: He imagined that he was looking down at himself from far outside his own body, as if he were an academic writing one of the sweeping pieces of history that he loved to read. Onogi had always found that trick comforting. It seemed to put life into perspective; to give a broader dimension to his own, little fate; to give a meaning to the terrible events that had engulfed LTCB. It was, he sometimes admitted with a dry chuckle, a very strange talenot just for him, but for Japan.


  And it seemed to be getting stranger, with every year that passed.


  FOR ONOGI, THE LTCB story had started almost exactly four decades earlier, on April 1, 1959, a time when the pink cherry blossoms were blooming in Tokyo. On that day he turned up at the bank, as a fresh young graduate for his first day at work. “Onogi Katsunobu here!” he declared to an official, with a bow, using his surname first in the Japanese manner. He was wearing a suit and tie back then as well. But it was an ill-fitting, cheap, dark blue outfit, identical to the suits that all the other new graduate trainees wore. Fourteen years earlier Japan’s economy had been smashed to pieces in World War II. So the bank had assumed that the new trainees would be too poor to afford to buy their own suits, since these cost Y30,0004 ($84) each, or three months’ average wages, so they doled out matching outfits to the graduates for free.


  Onogi could have worn his own suit for his first day at work, if he had wanted. His ancestors had been “samurai”literally, “those who serve,” or a privileged warrior class with a strong code of honorwho served Lord Maeda in the Kanazawa region of northwest Japan. During Japan’s bloody revolution of the mid-nineteenth century, when the country’s traditional shogun system was overturned and the samurai disbanded, some of his relatives had fought on the losing side and later committed suicide by seppuku. But Onogi’s father and grandfather had come to Tokyo, and, like thousands of other ex-samurai, laid down their swords and turned themselves into civil servants. Onogi’s father rose to a senior position in the local Tokyo government and bought a plot of land in the Aoyama area, later one of the most chic sections of Tokyo, where Onogi was born.


  During World War II, the family home burned to the ground when American B-29 bombers created a firestorm in Tokyo by dropping incendiary bombs from low level. Onogi, a terrified nine-year-old child, watched the destruction. He never forgot the horror of that night. The family survived and after the war they retained enough wealth to send him to school and the elite Tokyo University, where Onogi chose to study agricultural economics. “I was interested in history and before the industrial revolution in Japan, agriculture was the economy,” Onogi later explained. He spent much of his time playing tennis at the university’s prestigious Akamon (“Red Door”) club, named after the traditional Japanese gate on campus. Onogi vaguely presumed that after graduation he would work in the government bureaucracy, like his father. But the elder Onogi happened to have a former classmate who was the president of LTCB, who suggested that Onogi come to the bank instead. Onogi knew little about banks. Indeed, like much of Japan’s elite, he had always considered commerce rather distasteful: The old culture of the samurai respected pure, ascetic lives. “At that time the Japanese economy was very stagnant and there were not many jobs around,” Onogi said. “Banks were one of the few places hiring graduates.” Onogi reasoned that bankers and bureaucrats had similar jobs, since both seemed destined to serve the nation as it recovered from the war. “I was attracted to LTCB,” he said, “because it was helping to rebuild industry.”


  Jobs may have been scarce but the Onogis were still better off than most. Just before Onogi started work, his proud father took him to the tailor to buy a smart new suit.


  Yet for his first day of work Onogi wore his nasty company uniform anyway. Japan was not a country where anybody ever wanted to stick out. Before World War II Japan had been a country riddled with social hierarchy, with the divine emperor at the peak. But when the Americans had taken charge, they had tried to impose new concepts of democracy and equality. Now everybody wished to appear middle class. So Onogi arrived at the shabby building next to Tokyo station where the bank was located, and filed obediently into a hall with the other, identically dressed new recruits, to listen to their president, Iwane Hamaguchior Hamaguchi-sama5, “the most revered Hamaguchi”address them. If they had been born a decade earlier, the men would have been conscripted into an army, wearing a uniform with imperial symbols; instead, they were “salarymen,” dressed identically to fight for Japan’s economic power.


  “Welcome!” Hamaguchi declared, in a brief speech that explained that the new bank was now dedicated to support the industrial growth of Japan. “Gambattework hard and overcome!”


  “We understand! We will work hard!” the graduates declared, with a deep bow, standing in a neat line. Onogi felt rather excited.


  LTCB WAS CONSIDERED a prestigious institution, a pillar of the economic system. The bank traced its origins back to the Meiji era of the late nineteenth centurya period when Japan’s government had decided to end its previous, self-imposed isolation from the rest of the worldand was frantically scrambling to industrialize its economy, to “catch up” with the West. In the Meiji era, as in the postWorld War II era, the government embarked on this task with the same “catch-up” tactics: It sent young bureaucrats overseas to study the foreigners’ systems, copy the best ideas, and then bring them back to Japan. One of these emissaries, Masayoshi Matsukata, a government bureaucrat, visited Europe and was very impressed by the “Crédit Foncier” idea in France, whereby specialized banks provided credit to agriculture and industry. When Matsukata was appointed finance minister in the 1890s, he established the “Nippon Kangyo Bank” to act as a Japanese version of these “Crédit Fonciers.” The bank would raise funds by issuing bonds, and then use these funds to make cheap loans to agriculture and small business ventures. The idea spread, and soon afterward two more banks were created with similar structures: Industrial Bank of Japan, and Hokkaido Takushoku, a smaller regional group.


  For four decades, these banks quietly flourished. They survived the financial turmoil that battered Japan in the 1920s and the global depression of the 1930s. Later, when Japan started building an Asian empire, Industrial Bank of Japan played a key role in financing the military industrial complex. Nippon Kangyo Bank developed a large lending presence in the Japanese colony that is now modern Taiwan. But after Japan lost the war in 1945, IBJ shriveled and Nippon Kangyo Bank was reduced to financing a hotchpotch of state initiatives, such as providing a Y30 million ($80,000) loan to create brothels to serve the incoming American troops.6 Many observers presumed that IBJ and NKB would eventually be dissolved, since all the banks’ reputations had been so tarnished by their role in World War II.


  In 1952, IBJ and NKB were suddenly given a reprieve. As the American military administration was leaving Japan, Hayato Ikeda, the new finance minister, declared in parliament one day: “We need to consider new ways of financing our economy!” More specifically, Ikeda called for a council to discuss a crucial question: What type of financial sector should a newly independent Japan use to rebuild its country? One based around stocks, bonds, banksor something else?


  The choice was not obvious. Until the 1930s, the Japanese financial system looked similar to the systems in use in the United Kingdom and United States at the time. Companies raised part of their finance from banks, but also tapped the capital markets by issuing bonds and equities, and investors and other free-market forces played a powerful role in the financial world. Down in Osakahistorically the commercial center of Japanthere had been a long history of market trading. Then, with the rise of a Japanese military government in the 1930s, the army decreed that most of Japan’s financial flows should pass through banks, which were easier to control than anonymous markets, and the freewheeling market culture of Japan’s commercial class wilted in the face of heavy state control.7


  With the defeat and discrediting of the militarists in World War II, some U.S. officials initially wanted to rip apart the bank-centered financial system. Their rationale was simple: The banks had supported the rise of the military government and shared some of the blame for the war. These reformers had hoped that free capital markets would, in turn, support the development of democracy in Japan. However, by the time that Ikeda’s financial policy council convened in 1952, the Americans’ initial burst of enthusiasm for free markets and democracy had been replaced by hard-nosed strategic concerns. With the United States preoccupied by its cold war with the USSRnot to mention the heated fighting in nearby Koreathe American planners shifted their attention from reforming the financial and political culture of Japan to insuring a reliable source of industrial supplies from a stable Japanese economy. And Ikeda’s government believed that the best way to achieve this was to retain most of the wartime financial controls. Capital was extremely scarce in the ’50s and Ikeda believed that it was essential to channel Japan’s scarce financial resources to the industries that could quickly rebuild the economy again. Relying on stock and equity markets seemed risky, Ikeda argued, since the government might have different priorities from individual investors; it would be better to use the banks to push money around the economy, since this could be controlled.


  Thus, in the summer of 1952, the Ikeda council decreedwith America’s tacit supportthat banks, not capital markets, would henceforth be the main source of finance in the economy.8 The government did not abolish the idea of capital markets entirely: The Tokyo Stock Exchange was reopened. But, in Japan, there was a unique function for shares.9 They were not usually considered speculative or investment instruments, but as means for companies to solidify their ties to each other through a system of interlocking ownership known as “cross shareholding.” And these ties linked groups of companies into specific corporate “families” or “tribes” that were commonly known as “keiretsu.”


  Into this system, Ikeda’s government also mixed the old Meiji era idea of “specialized” banksoverlaid with legislation similar to the Glass-Steagall act in America that separated financial functions into different corporate entities. Instead of allowing each bank to offer a range of financial services, separate categories of financial institutions were allotted different tasks. Brokers were given the task of handling the equity markets; “city” banks served consumers, and made short-term loans to large companies; “trust” banks focused on asset management services; and “regional” banks served small customers. Meanwhile, Ikeda also created a brand-new category of bank as his pet idea to help revitalize Japan, called “long-term credit banks.” These banks were authorized to provide long-term investment loans to “special priority” industrial sectors, such as steel or shipping. In prewar America and Japan companies usually raised these funds by issuing bonds to investors. However, Ikeda’s theory was that a “long-term credit bank” should issue bonds itself to raise funds and then lend this money to companies, like the old Nippon Kangyo Bankeliminating the need for corporate bond markets.


  So, in 1952 each of the banks in Japan was told to choose what type of bank they would become. Hokkaido Takushoku became a “city” bank and Nippon Kangyo Bank split into two. Half its staff created a “city” bank, eventually known as Dai-Ichi Kangyo Bank; the rest formed one of Ikeda’s specialized banks, with his close support. Unimaginatively, Ikeda’s pet was christened the “Long Term Credit Bank.” IBJ, too, opted to become a long-term credit bank and a third bank of this type, Nippon Credit Bank (NCB), was created a few years later. Long Term Credit Bank was given some office space in a library annex of the Bank of Japanthe best accommodation available at the time in bomb-flattened Tokyoand started operations with a few dozen staff just as the new year of 1953 got under way. It was the first full year of independence from the American administrationand later known as “Year One of the Japanese Economic Miracle.”


  ONOGI SPENT THE first year of his career feeling like a human photocopier. The fresh young graduates were usually assigned to a loan department, where they sat in rows quietly shuffling the paperwork necessary to lend money. Onogi’s department was called “lending section number three,” which served companies making electrical appliances and transport equipmentitems in high demand due to the Korean War. The main role of the new recruits was to copy loan documents by hand. In America, the task was usually performed with carbon paper; however, Japan was too poor to waste funds on these luxuries. So the bankers sat in rows frantically writing. In winter, they huddled next to oil stoves or sat under futons because the bank could not afford central heating. In summer, they sweltered in temperatures of 100 degrees. LTCB, ever the paternal organization, provided light summer suits, but these fitted as badly as the winter attireand itched.


  Nevertheless, the young LTCB bankers had little time to complain; LTCB was a cog in a complex financial machine, which effectively converted short-term deposits by Japanese savers into long-term loans for industryat a subsidized rate. Throughout the year, the three long-term credit banks (LTCB, IBJ, and NCB) would issue “debentures” or a five-year bond. Then, armed with this cash, the banks would extend cheap long-term loans to favored industrial companies. They rarely had any trouble in selling these debentures. The long-term credit banks were the only banks that enjoyed the privilege of issuing these five-year bonds and these securities were considered to be effectively government-backed. Moreover, when other banks bought debentures, the long-term credit banks usually later extended some of this money to the banks’ related companiescreating, in effect, a financial merry-go-round. The idea was that the long-term credit banks provided long-term funds, supplementing short-term finance from other banks.


  This meant that LTCB occupied a slightly unusual position within Japan’s corporate structure. Before World War II, this corporate world had been very tribal in nature, dominated by large industrial conglomerates known as zaibatsu with names such as Mitsui, Mitsubishi, and Sumitomo. After the war, the Americans had briefly tried to break up some of these conglomerates. However, most of the old zaibatsu had reassembled themselves as corporate “families”keiretsuassembled around a bank and operated as tight-knit groups: Mitsubishi companies, for example, would always deal with other Mitsubishi names, and borrowed money from Mitsubishi Bank. But LTCB was one of the few institutions that straddled the different keiretsu, partly because it had no keiretsu of its own. It bought shares and lent money to different keiretsu and dozens of regional banks. Thus, by the time that Onogi started at the bank, LTCB was developing tentacles across the entire systemwhich could not be easily detached.


  After his year as a human photocopier, Onogi moved a notch up the career ladder and became an assistant loan officer, covering a few small shipping companies. It made him a popular man. Week after week, a stream of company officials would visit Onogi and his colleagues at the bank and beg for loans. The lending officers would sift through the applications and work out which companies would receive fundsand which not.


  Their lending decisions depended on two things. First, the bankers knew that they were supposed to be channeling their loans into companies of “national importance,” which were initially defined by the government to be shipbuilders, power companies, steel, and coal mining. Later, other manufacturers, such as car companies, joined this list. Second, the bankers knew they should only give money to companies that were “viable.” Unlike later generations of American bankers, Japanese bankers did not try to assess what was “viable” by looking at the financial returns a specific business project would produce. Nor did they look at the cost of money over time. Instead, they assumed that when they lent to a company, they created a relationship that would last for a long period. Thus, they tended to measure whether a loan was sensible by looking at the entire company, and its future prospects. And they considered that a company’s prospects depended not simply on corporate statistics, but also on social contacts: companies with a web of reliable keiretsu allies would usually survive in the Japanese system, but companies without allies could easily die.


  Thus, when the Japanese bankers looked at their money, they did not change the interest rate to reflect the risk of different customers, since it was the government that set the price of money. Asking weak customers to pay more for their money than strong customers was considered distasteful. And the concept of trying to use money to make more money, purely for its own sake, was also considered rather disloyal to the national interest. Money was seen as a means to an end, not an end in itselfand the end was the revival of Japan.


  BY THE EARLY 1960s, LTCB’s business was growing so fast that it moved into a proper head office, in Otemachi, the financial district in central Tokyo near the hallowed Imperial Palace. It was a controversial choice of location. The site was next to a shrine dedicated to Taira no Masakado, a Japanese warrior who staged a failed rebellion in 940 and had his head chopped off. The head had supposedly then flown to Tokyo and was buried on that spot, beneath a statue of stone toads, and there were rumors that the site was haunted. Indeed, many Japanese were so terrified of Masakado’s vengeful spirit that the Ministry of Finance had deliberately relocated its building away from the site in 1923and when American occupation troops subsequently tried to build a car park on the spot, they were forced to drop their plans. LTCB did not appear to be entirely immune from the legend either. Soon after the move to Otemachi, several senior officials diedand local staff promptly blamed the bank leaders for failing to honor Masakado. In subsequent years, LTCB always took care to perform the proper rituals in front of the stone toads. Still, some bankers remained uneasy. “There is a tataricurseon our bank,” they muttered, whenever any trouble hit.


  As far as Onogi could initially see, however, LTCB was going from strength to strength. Japan’s industrial “army” was booming on a diet of cheap bank finance, import barriers, and artificially weak yen, that had been fixed by the outgoing American administration at a mere Y360 to the dollar. The economy was growing at a dizzy ten percent a year. By 1963 LTCB alone had poured several hundred billions of yen worth of funds into domestic manufacturing companies such as Toyota, Toray, Kawasaki Steel, Tokyo Electric Power, Bridgestone, and Toshibanames that would soon become corporate giants. Better still, LTCB was starting to help some of these companies to look out, overseas. At the start of the 1960s, for example, Toyota approached LTCB asking for the bank’s help. The carmaker wanted to purchase an American automatic assembly line, since the best equipment in the world for making cars at that time was found in the United States. Toyota did not have access to dollars because the government had imposed capital controlsand although the company had asked American banks for a loan, the foreigners had haughtily brushed off the request. Most American businessmen considered that Japan was too underdeveloped to make cars and too poor not to be considered a credit risk. LTCBwith the Ministry of Finance supportbacked a loan application for Toyota with the American Exim Bank, the first of this kind. Toyota eventually got its assembly line, and started producing a new model of car, dubbed the “Publica,” because it was intended to be a car for the “public,” and American-sounding names were considered chic. For years afterward, when LTCB bankers saw a model pottering along, they would proudly declare: “That’s one of our cars! It’s made with American technology!”


  Shortly after this success with Toyota, a senior manager wandered across to Onogi’s desk and asked: “Do you want to go to a university to learn English?” The senior LTCB managers had realized that if their clients were looking overseas, the bank needed men who spoke languages and who understood how gaijinforeignersworked. Onogi jumped at the chance. Back in the late nineteenth century and early twentieth century, elite Japanese had often traveled overseas to absorb foreign ideas: Onogi’s own grandfather, for example, had studied at the University of Michigan. However, between the early 1930s and late 1950s, this door had been shut.


  Onogi was keen to prize it open again, sincelike many men of his generationhe had a vague hope that the horrors of World War II could be wiped away with a newly “international” stance. He eagerly agreed to learn English at university in Tokyo and then was sent on a training course at Midland Bank, a British institution, in London. The idea was for Onogi to learn the strange ways of foreign bankers and bring their skills back to Japanjust as Matsukata, the finance minister of the 1880s, had tried to pinch gaijin ideas in the Meiji era. Other young LTCB bankers were also being sent off with similar magpie missions to learn financial skills in America, France, and Germanyjust as Japanese manufacturers, like Toyota, were trying to copy foreign technical practices.


  ONOGI ADORED ENGLAND. Though the swinging 1960s were not an entirely easy time to be Japanese in London. Some Japanese bankers were warned not to visit the northern town of Newcastle because many local men had died at the hands of Japanese in World War II, and it was feared that the local population might try to take revenge. Luckily Onogi lived in the southern county of Surrey, and spent his free time visiting concert halls, always rushing out before the finale to catch the last train home from London. He liked the culture of British merchant banking. In some ways, the City of London felt strangely comfortable to himor more comfortable than the aggressive world of Wall Street he later saw. British banking was a small, cliquey club, dominated by men with aristocratic backgrounds, who considered it most distasteful to talk in public about money andas in Japanvalued politeness, understatement, and tea.


  Onogi followed his training course at Midland Bank with an internship at MHL, a British merchant bank owned by the American bank Manufacturers Hanover. There, he earned himself the nickname “Nobby,” since Katsunobu was far too difficult for the British to remember. Onogi badly wanted to fit in. “I was very nervous, since like any young man I wanted to be accepted by the club,” Onogi recalled. “But the members of MHL were very kind. It was perhaps the most exciting experience of my youth.”


  Then, LTCB decided to establish a branch office in London, and appointed Onogi to work in that. Tactfully, some of his colleagues hinted that it was time for him to find a wifeso Onogi, ever dutiful, rushed to comply. Elite families in Japan traditionally had arranged marriages, so Onogi was introduced to a woman who would make a suitable banker’s wife: Yasuko. The courtship did not go entirely to plan. Onogi had presumed that he could wrap everything up with Yasuko in a few days, but shelike many women in postwar Japanwas not quite as conformist as her future husband. Her generation had watched Hollywood films and read American books, and had developed distinctly “modern” ideas about romance. Yasuko insisted on meeting Onogi several times to check him out. Onogi was taken aback by her need to get acquainted because it was delaying the process. As a young “salaryman” serving his bank, he reckoned that he had little time to waste. Eventually the young couple married and settled in a smart flat in Chelsea, a location that Onogi had identifiedfrom careful researchas the part of London where bankers were supposed to live.


  As always, Onogi wanted to make sure that he followed all the social rules quite correctly.


  Years later, Onogi concluded that his stay in Chelsea had been the happiest time of his life. The young Onogis forged a happy marriage and quickly had two daughters. They went out of their way to cultivate British friends, reveling in their freedom from the LTCB headquarters and the rigid hierarchy of the corporate culture in Japan. Back in Tokyo, bankers were expected to dedicate their lives to the bank. They arrived early in the morning, left late at night, and spent most evenings and weekends socializing with their colleagues. Wives saw their husbands only rarelyand even at home, the hierarchies of the office often intruded. Many of the unmarried young LTCB bankers in Tokyo lived in communal dormitories owned by the bank. The company provided special flats for families as well, like army barracks. There the women interacted intensively, according to their husbands’ different statuses. Some women loved this warm “family” feeling. Indeed, many of the wives had worked for LTCB as well, since large companies in Japan deliberately hired secretaries who would make suitable wives for their “salarymen,” and senior officials arranged marriages for junior colleagues. However, for anybody who stepped out of line, the atmosphere could be oppressive.


  But London was different. There the Onogis lived apart from their colleagues. They socialized as a couple, since in England wives were not expected to stay meekly hidden. Yasuko, who had a bubbly character, quickly learned to speak better English than her husband and started voicing opinions in public. She was delighted that her husband was not forced to spend every evening playing mahjong and drinking sake with his colleagues. Onogi also had plenty of free time to indulge his hobbies. Unusually for a Japanese man, he learned to cook some European dishes. He also feverishly read books, often in English. Indeed, back in university his professors had suggested that he become an academic, since he seemed more of a thinker than a doer. In London, Onogi happily roamed around secondhand bookshops, devouring European and American works by Weber, the German political scientist, John Milton, the English author, and Charles Lamb, the English essayist who had written about the dangers of financial speculation and asset bubbles back in nineteenth-century London.


  Work also seemed exciting. Onogi’s main job at the London branch was lending money to Japanese trading and shipping companies, who were starting to expand enthusiastically overseas. Onogi’s second mandate was to develop ties with local bankers. Back in the mid-1960s, when Onogi had first arrived in London, most of the European and American banks had been utterly patronizing toward LTCB. Japan was considered to be backward and impoverished, and its financial system was isolated from the outside world by postwar capital controls. By the mid-1970s, American and European bankers had slowly realized that something extraordinary was unfolding in Japan: Companies like Toyota were exporting their cars; the economy was booming; Japan was no longer an impoverished state. On the contrary, some of the companies and banks seemed almost rich. Suddenly, names like LTCB not only commanded interest, but also a modicum of respect.


  “We felt so excited about what we had achieved!” Onogi recalled, two decades later. “We all felt very proud.” Just three decades after its terrible defeat, Japan was back on the world stage, together with its samurai bankers.10
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“1he fmancisl system expericaces s Gest sesious turmol
and Hokkaido Takushoku, Sanyo Securites, and Yamaich
collapse.
‘The Japanese government creates s firt rescue package
for the banks, inecting around Y1.8 tilon (818 billion)
into the largest banks; it admits that NPL have reached
more than Y60 trilion (5600 billon) @ new Financal
Supervisory Agency isfounded to oversce the banks.
“The Asian financialcriss intensifes;the Americans nter
vene to support the yen and 1 the Japanese government
0 resolve the banking problems and bad loans.

Rumors about LTCB's problems trigger a share price
collapse.
Americans intensiy pressure for Japan to produce new
banking measures; Japan finaly produces a new Y60,000
bilion safcy net to support the banks. LTCB collapses
andisnationalized,as a gesture of reform, NCB is nation
alzed soon after
The government appoinis Goldman Sachs to find 2 new
owner for LTCB.
Renault effectively takes control of Nissan, the first deal
of thissze scen n Japan's corporate world.

Allances accelerate between forcign and Japanese
companies.
18], Fuji, and DKB announce that they are merging t cre-
ate Mizuho, the world'slargest bank by asct size. Subse-
quently, allances are announced between Sumitomo and
Mitsui (Sumitomo-Mitsu), Bank of Tokyo Mitsubishi and
Mitsubishi Trust (MTFG), Toksi and Sanwa (UF). This
createsfour “megabanks.”
Japanese government announces that LTCB s 1o be
50ld t0 the Ripplewood group, using the controversial
“puc”
Ripplewood takes control of LTC; Yashiro is appointed
sedok. The Nobet siies shove 0008 Beviner
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s

JApantse goverAment Sarts (0 create & bond market in
Japan, effectively undermining the old LTCB system.
LTCB draws upa reform plan calingforthe bank to move
away from tradiconal ending to new investment banking
businesss; it i blocked by vesced ntereses.

The yen strengehens aftr the “Plaza accord.” Japans
asse price bubble” becomes entrenched.

American stock markets crash; the Bank of Japan cuts
rats, fucling Japan's bubble.

“The Nikkei 225 hts 3 peak of almost 40,000 and Japan's
share of world GDP reaches  percent.

LTCB s ranked ninth largest in the world by asst siz,
witha market capialzaton severaltmesthat of Gtbank.
The Nikkei plunges 40 percent afcr the Bank of Japan
tightens nterest ates acthe end of 1989, The real cstate
market starts 10 ship t s estimated that 80 percent of
bank lending i dircctly orindirecy linked to rea estate.
LTCB finally movs toa avish "bubble era” headguarcrs
biilding.

“The LDP temporariy loses power for the firs time,
‘amid popular unease with the end ofthe economic mira-
cle; growth slows sharply
‘Government uses public money to rescue Tokyo Kyowa
and Anzen, th ist such stp in Japan snce World Wa I
The ensuing scandsl forcesthe LTCB presdens o resign.
MoF inspection of LTCB finds about Y4 trllon (540 bil-
o) of nonperforming loans (NPLS): his is covered up.

Ryutaro Hashimoto, Japan's prime minister, unveils
the “Big Bang” reforms to make the Tokyo markess “fre,
fic, and global.” The Japancse economy appears (o be
reconering.

Japanese government tightens fiscal polcy, pushing the
economy back o recesion; Nigpon Credit Bank almost
collapses but s rescued.

Pl RN Sty





OEBPS/Images/pt15-02.jpg





OEBPS/Images/pt15-01.jpg





OEBPS/Images/pt15-03.jpg





OEBPS/Images/pt2-01.jpg





OEBPS/Images/pt2-02.jpg





OEBPS/Images/pt1-01.jpg





OEBPS/Images/pt1-02.jpg





OEBPS/Images/pt4-01.jpg





OEBPS/Images/pt3-01.jpg





OEBPS/Images/pt3-02.jpg





OEBPS/Images/pt13-01.jpg
) OEEQOE‘E:EE\
TJe7—hg Eﬁ&






OEBPS/Images/MyCoverImage.jpg
RANDOM HOUSE @BOOKS

Saving the Sun
Gillian Tett






OEBPS/Images/pt12-02.jpg





OEBPS/Images/pt14-01.jpg





OEBPS/Images/pt13-02.jpg





OEBPS/Images/pt10-02.jpg





OEBPS/Images/pub.jpg
RANDOM HOUSE
BUSINESS BOOKS





OEBPS/Images/pt12-01.jpg





OEBPS/Images/pt11-01.jpg





OEBPS/Images/pt9-02.jpg





OEBPS/Images/pt9-01.jpg





OEBPS/Images/pt10-01.jpg





OEBPS/Images/pt9-03.jpg





