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Abstract
Privatisation and Regulatory Reform in Japan

Itagaki Katsuhiko*

1. Preface

From the late 1970's, inefficiency of “Big government” is an issue which cannot be
ignored in Japan. As the time of rapid economic growth (1950’s~1973) came to an end,
increase of the welfare and infrastructure section came to suppress government finance.

Effective management of the welfare and infrastructure section is an urgent need.

2. Privatisation of Three Public Corporations

Prime Minister Nakasone Yasuhiro (1982~1987) worked on privatisation of the
so-called “Three Public Corporations”. The Three Public Corporations are (1)JNR
(Japanese National Railways) which performed railway business, (2)Nippon Telegraph and
Telephone Public Corporation which performed telegraphic communication telephone
business, and (3)Japan Monopoly Corporation which dealt with tobacco, salt, and
camphor. The Three Public Corporations were privatised through change of their
organizations to private companies and disposal of shares the government owned in each.

I will discuss privatisation of the telecommunications as an example. In 1985,
Nippon Telegraph and Telephone Public Corporation was dissolved, and its duties were
succeeded by Nippon Telegram and Telephone Corporation (NTT) (Privatisation of
Organisation). At this stage, NTT was a company wholly owned by the Japanese
Government, and the government could use the right of management as 100%
stockholder. After 1987, the stocks in NTT were sold on market sequentially
(Privatisation of Property). The government holds stocks after the Privatisation of
Organization is to use those stockholdet's rights in to prevent management against
"public interests" such as Continuity, Equality, and Adaptability. From a viewpoint of
Regulatory Reform, it does not substantially change with directing the Public Corporation
to use the right of management as the 100% stockholder. However, it was thought that
NTT should be placed with the one company in the market in the same way as other

telecommunications companies which had been established as private companies from the
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beginning, and the participation of the government in NTT’s management to keep
"public interest" should be at a minimum. Therefore the government gradually sold stock
holdings on the market and assigned the gain on the sale to a financial income. As ratio
of shareholding of the government decreases, the influence of the government over
NTT’s management decreases. When the ratio of sharcholding of the government fell
below the majority, the government could not use direct influence in the management of
NTT. Of course, the government is not permitted to be indifferent to the
telecommunications business because it is important in public interest. However, the
public interest is secured by the government using regulatory powers based on the
Telecommunications Business Law. NTT, not because it was a public corporation, but
one telecommunications company, receives regulations of the Telecommunications
Business Law (Note, NTT’s shates have been sold for the most part, but the government
holds one third of the total as of 2015).

Whether the sale of the government’s stock holdings is carried out depends on
whether private investors feel charm on profit of the corporation. For example, JNR was
divided and privatised to several Japan Railways companies (JR) operating in each area in
April 1987, so stock holdings of the government were sold on market quickly in
profitable companies such as JR East (operating in the Tokyo metropolitan area) and
Central Japan Railway (operating the Tokaido Shinkansen), but those of Hokkaido
Railway and Shikoku Railway Company, which are unstable in business, are not yet sold
on market. As for the stocks of Japan Tobacco Co., Ltd. (JT) which was established
through privatisation of Japan Monopoly Corporation in 1985, the government held
stocks of the majority from a policy purpose for a long time.

Recently, privatisation of postal services had attracted political attention. Prime
Minister Koizumi Junichiro (2001~20006) strongly promoted the privatisation of postal
services as a political issue. Originally the postal business had been carried out by the
government (the Postal Services Agency), but Japan Post was established as a public
corporation and took over three business operations from the Postal Services Agency:
mail delivery, postal savings and "kampo" life insurance (Privatisation of Otrganisation).
Afterwards, four companies were established, and business was continued by Japan Post:
Japan Post Co., Ltd. (postal business), “kampo” life Co., Ltd. (life insurance business),
Japan Post Bank Co., Ltd. (bank business) and the Japan Post Holdings Co., Ltd. (those
holding companies). As of February 2015, the government held 100% of the stocks in
these companies, however, at the end of 2014, the government announced that stocks of

“kampo” life, Japan Post Bank, and the Japan Post Holdings would be sold on market
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(Privatisation of Property).

3. Designated Building Certification & Inspection Organizations

As an example of Functional Privatisation, I will now introduce now designated
Building Certification & Inspection Organizations came to perform building certification.
Building certification is the administrative act by which the chief architect of the
prefecture confirms whether buildings such as skyscrapers or apartments can withstand
carthquakes. If someone intends to construct a building, he must obtain building
permission from the local government concerned prior to the start of the construction
in accordance with the Building Standard Law. He must also obtain a certificate of
inspection upon completion of the construction. However, an unforeseen situation
occurred when the chief architect of the prefecture could not handle his work since too
many buildings were built with the reconstruction after Great Hanshin Awaji earthquake
(1995). Because of the May 2000 revision of the Building Standard Law, private
organizations, including stock companies, designated by the government are allowed to
grant building permission and carry out inspections as well as the chief architect of the
prefecture (Designated Building Certification & Inspection Organizations). However, a
problem occurred with the system of the Designated Organizations. When Designated
Organizations overlook earthquake-resistant camouflage and grant building certification,
the people who buy the weak apartment which is below the earthquake-resistant standard
have to construct earthquake proofing. From whom can they request compensation for
additional expense? One way is that victims demand compensation from Designated
Organizations, but Designated Organizations will become insolvent if large amount of
compensation is requested. Designated Organizations are private organizations and may
not be resourceful. It is not guaranteed that all victims will get enough financial relief.
The other way is that victims demand compensation from prefecture employing a chief
architect. However a chief architect did not check the work of Designated Organizations
one by one in the Building Standard Law at that time. If though authority is not accepted
and only responsibility is charged with, the prefecture will complain. This problem was
solved by the introduction of the system of Structural Calculation Conformity Judgment
(Started in June 2007) and the imposition to take out a damage insurance in order to be

designated, but left a problem for the future.
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4. Conclusion

Firstly, in Japan, Privatisation and Regulatory Reform was based on political interest
at that time, without enough legal discussion. In the case of Designated Organizations,
legislation was cartied out for follow-up after a problem occurred, so we have to keep
this lesson in mind. Secondly, the impact of the privatisation is large, so that a national
enterprise plays an important role in the economy of the country. In the developing
nations, such as China, Taiwan, and Korea, the impact of Privatisation may be larger than

that in Japan. I hope we will deepen our mutual understanding of Privatisation and

Regulatory Reform.

[ Key Words ] Regulatory Reform in Japan, Privatization, Public Corporation, Nippon

Telegram and Telephone Corporation, Postal Service, Building Certification

& Inspection Organization
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