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Japan’s new listing exchange is in danger 
of attracting companies with poor dis-

closure and corporate governance standards, 
in a bid to lure non-Japanese listings. 

There are also fears that the new bourse 
will not be able to match London’s Alternative 
Investment Market (Aim’s) tight time frames 
when preparing companies for listings. 

The new Tokyo-based market for grow-
ing companies, which will be a joint venture 
between the Tokyo Stock Exchange (TSE) 
and London Stock Exchange (LSE), seeks to 
make it easier for start-ups by removing nu-
merous regulations and being restricted to 
professional investors.

It hopes to attract international compa-
nies and reverse the recent trend of Japanese 
start-ups raising capital overseas.

However, there are risks in relaxing mea-
sures for companies in a region where cor-
porate governance standards are sometimes 
lax.

“There is a danger in lowering disclosure 
requirements here. More so than in Lon-
don,” said Piyasena Perera, a Tokyo-based 
partner at Allen & Overy, adding that the 
exchange could attract companies that sim-
ply are not ready to list.

Perera added that although the disclosure 

requirements have not been published, they 
would likely be low. “It’s worth bearing in 
mind that in Tokyo, there is the main board, 
then the Mothers board, which is the equiv-
alent of Aim in terms of disclosure and now 
this, which is lower still,” he said.

Although the stated objective of the new 
exchange is to “fill the funding gap” that 
smaller Japanese and Asian companies face 
due to reasons such as lack of trading his-
tory, access to specialist investors and more 
recently, the credit crunch, this so-called gap 
is adequately filled by stock exchanges out-
side Japan.

London’s Aim, New York’s Nasdaq, Hong 
Kong’s Gem, and more recently Singapore’s 
Catalist, have been the beneficiaries of To-
kyo Stock Exchange’s (TSE) comparatively 
strict rules and regulations for companies 
seeking to finance capital.

While approximately 1% of all listed 
firms on the TSE are from overseas, over 
15% of listed companies on the NYSE are 
from outside the US while the LSE can 
claim that more than 20% of its listed com-
panies are from abroad.

To date, even Japan’s smaller markets, 
such as the Jasdaq, Mothers and Hercules, 
have failed to attract international interest, 

due in no small part to the legal framework 
making no distinction between different 
types of investors.

Regulatory controls for Japan’s start-up 
markets have traditionally sought to protect 
the interests of retail investors that dominate 
trading. This is in contrast with other coun-
tries where flexible markets have helped at-
tract sophisticated professional investors.

Japan’s new market will adopt a similar 
regulatory framework and Nominated Ad-
viser (or Nomad) system to that of Lon-
don’s Aim. Yet, there remain concerns that 
the new listing exchange will not be able to 
match Aim’s faster time-frame.

Placing no restrictions on profits, market 
capitalisation, net assets, period of opera-
tion since establishment or the number of 
shareholders, London’s secondary exchange 
can facilitate the preparation of an IPO in 
as little as four months. In Japan, it usually 
takes over a year.

Atsushi Saito, president and CEO of the 
TSE, was certainly bullish over the prospects 
of the new exchange upon announcing its 
framework earlier this year. “In partnership 
with the LSE, we hope to build a dynamic 
risk equity market in Japan on which compa-
nies aiming to raise capital can work together 
with professional investors to develop a most 
successful growth market in Asia,” he said.

Initially scheduled to begin operations in 
late 2008, the new exchange is now hoping 
to launch in early 2009, following imple-
mentation of the revised Financial Instru-
ments and Exchange Act. This was passed in 
June and provided the necessary framework 
for the establishment of exchange-regulated 
markets.

However, Perera does not believe the 
exchange will launch before the summer of 
2009.
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