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1. Executive Summary / Progress Report

We have launched Phase 2 of our research, which involves the construction of a database from
newspaper articles on restructuring episodes by listed firms. So far, research assistants have
coded 8 years of information. We are in the process of merging this information with
performance data from these companies.

2. Objectives of the Research

Our research examines empirically the claim that one important contributor to Japan’s stagnation
in the 1990s was the slow pace of corporate restructuring. We do so by setting the 1990s in
historical context of changing modes of corporate restructuring. In order to compare main
bank-led restructuring events, which used to be the norm, with new, alternative restructuring
procedures, we build and analyze a database of all major corporate restructuring episodes that we
can identify in newspaper articles between 1975 and 2007. We examine changes in frequency,
dominant mechanism, and effectiveness of corporate restructuring during this period, which is
characterized by multiple economic booms and recessions, as well as significant legal and
regulatory changes.

Our research will build on existing literature in four areas. First, there is a large literature on the
main bank system, which was the primary mechanism for corporate restructuring of large firms
in Japan until the 1980s. Sheard (1994), Hoshi, Kashyap and Scharfstein (1990), Hoshi and
Kashyap (2001, Chapter 6), and Hirota and Miyajima (2001) focus especially on the role of main
banks in restructuring troubled firms. Second, many researchers have pointed to the lack of
restructuring as an important source of the 1990s stagnation. Well-known papers include Peek
and Rosengren (2005), Sekine, Kobayashi, and Saita (2003), and Caballero, Hoshi, and Kashyap
(2007). Third, our research adds to the growing number of case studies of corporate
restructurings in the late 1990s and the early 2000s, including the four volumes published by
Shoji Homu (2004), Konomi (2005), Iwaisako (2005), Koibuchi (2007) and Yanagawa (2006).
Finally, our research relates to the study of corporate restructuring more broadly, including more
proactive restructuring implemented by healthy companies, as discussed in Schaede (2008).

3. Progress to Date (as of February 2008)

As the first step for building the database for, we have searched four newspapers published by
Nihon Keizai Shinbun-sha (Nihon Keizai Shinbun, both morning and evening editions and
including economic section of regional editions, Nihon Kin'’yu Shinbun, Nihon Sangyad Shinbun,
Nihon Ryjitssii Shinbun) from January 1975 to July 2007 for articles that include “saiken” (FF-2)
as a keyword. “Saiken” literary means “reconstruction,” and is a common word to describe an



attempt to restructure a troubled company to regain profitability. We used Nikkei Telecom 21 to
conduct the search electronically.

Table 1 reports the number of the articles that include “saiken” for each year from 1975 to 2007.
So far, we have identified articles regarding listed, non-financial firms involved in restructuring
for eight years (1983, 1989, 1991, 1995, 1997, 1999, 2001, 2005). We focus on listed companies
because this will allows us to combine our database with accounting data from the Nikkei
Financial Database. Table 1 also shows the number of listed firms that underwent restructuring in
that year. We are in the process of repeating this process for other years, so that eventually our
database will cover the period from 1975 to 2007.

The final step of building the data base is to read each article and code important characteristics
of each restructuring episode, such as timing, role of the main bank, involvement of the courts,
financial assistance (such as debt forgiveness and/or interest concession), extent of labor force
reduction and asset sales, and management turnover. We have collected this information for eight
years, and expect to be able to produce summary data shortly. Table 2 shows the list of variables
we use. The first column shows the variable (characteristic) in English and the second column
shows the Japanese words (events) that we will be looking for in the newspaper articles. We can
categorize these variables into eight groups as noted in the table. Coding these aspects enables us
to identify patterns of restructuring at a highly detailed level, and in the next step will allow
financial analysis of the expediency and effectiveness of different patterns of restructuring.

4. Research Plan (April 2008 to August 2008)

After we finish building the database for major restructuring events, we will combine
these events with financial data for listed firms retrieved from the Nikkei Financial Database.
This will allow us to analyze the financial condition of troubled firms in great detail. For
example, we can examine how financial conditions (measured, for example, by interest coverage
ratio, debt/equity ratio, dependence on the main bank) influence the occurrence and particular
processes of a corporate restructuring event. We can also study post-restructuring financial
performance, and whether some restructuring mechanisms yield better subsequent performance
than others. For the overall sample, we are particularly interested in whether and how the decline
of the main banks’ role and the turn to market-based processes affected post-restructuring
performance.

The hypotheses we will examine about changes in Japanese corporate restructuring
include:

1. Main bank intervention was the standard way to restructure troubled corporations until the



early 1980s.

2. Main bank intervention started to lose effectiveness with ongoing financial deregulation
from the late 1980s and the 1990s.

3. Alternative processes of corporate restructuring were very slow to develop and did not
emerge throughout the 1990s.

4. Changes in bankruptcy laws increased the importance of court-supervised restructuring after
2000.

5. Corporate restructuring led by turnaround funds, which rely entirely on market mechanism,
has become frequent after 2002.

We aim to show that the period of this ESRI Project — namely, the 1990s — was
characterized by a lack of clear, standardized or institutionalized modes of corporate
restructuring in Japan. The qualitative aspect of our data search may also allow us to identify
economic reasons why it took more than a decade for Japan to make the transition from a
main-bank led to a market-based system of corporate restructuring. If so, our study will provide a
foundation for the literature that emphasizes the lack of restructuring as an important source of
stagnation in Japan during the 1990s.
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Table 1.

Year Number of Number of
articles with firms
keyword "B "

1975 490

1976 1,078

1977 1,055

1978 1,609

1979 1,479

1980 1,266

1981 2,175

1982 4,168

1983 3,440 86

1984 3,406

1985 3,186

1986 3,063

1987 2,370

1988 1,988

1989 2,031 78

1990 2,514

1991 3,499 72

1992 3,628

1993 3,781

1994 2,930

1995 3,466 198

1996 3,933

1997 5,230 126

1998 5,378

1999 5,059 203

2000 4,990

2001 5,545 76

2002 5,923

2003 5,493

2004 5,902

2005 5,534 57

2006 4,489

2007 4,016




Table 2.

A. Firm's characteristics A EEEME

Name of Company s

Name of Company (Kana) Vi

Industry HFE M

Name of Stock Exchange where the company is listed in 5%

Stock identification# H=a—F GER=a—NK)
Nikkei identification # Hfga— R

B. Articles B. EFEE

Year JEAF

Newspaper article identifier
Date of first article (Y-M-D)

FLHEEZOY A b
ROIOFLFEOHEH A

C. Governance and management

C HNF LR - RREFHELE

Type of leadership

Companies and banks leading the reorganization

Dispatchment of executives from those (y/n)
Highest position of the dispatched directors

Replacement of main executives (with representation rights)
Reduction in executive compensation

Shift in main shareholders

Formal announcement of reorganization plan

Revisions of reorganization plan

Support from RCC

Support from IRCJ

Legal reorganization procedures
Informal workout turning into court procedure
Date of legal reorganization

Merger
Acquisition
Others

T2 B8 T 5 4 ERITHN, SESEM, $R1TH.,
TS, BT - FESAHE)

FEZ EETHME - RTOY A b

A 8 DA% - RITHDOZBIREOF I
JRiEHEOREHR (R - &k, AlthE - R E, 5%
Wuksfe, wBIuf., MUk, £ ofh)
REMHEEZETIHEORE)

BEHMDOD v b

PN =L i)

FERTHORE - £

FA O T

PRI AE O S H

PE SE A O SR

B OREE (SHETAE, WEE, BER, fiis.
REFA, NIEP)

FARYHEHL > B SRR EEBE~ DA T
EREHEOER B (R LSE T, BRMIE. BhmERe, &
PRIET)

AOF

W

FOMDTTRF o A - BRE F i B E

D. Financial restructuring of the asset side

D BEMDYXFZ

Sale of assets

Liquidation of shareholding

Exit from a business line

Entry into new business

Spin-offs (and other structural change)
Liquidation of affiliated companies
Others

BRETEH

FRATEAD
RN - FESHN S ORGR
A

Al (B X O Ot o )
BIfR St L
FOMOEFEMDY 2 - F




Table 2. (continued)

E. Financial restructuring of the liability side

E RERDIX >

Additional (new) loans or credit line
Interest rate reduction (discount)
Debt forgiveness

Debt-equity swap

Others

BHEE (G2 y bAY FTA U ORE)
Gl &)

M (B R

fif i DRk

ZOMOAERMD Y X T

F. Financial restructuring of the equity

F. Bx@DI X P>

Capital increase
Reduction of equity
Others

i
A
ZOMOERMDOY A ~Z

G. Sales promotion and cost cutting

G. Wit -B/FBEDIR >

Reduction of production scale
Production cost cutting measures
Sales promotions

Others

AL OHE /1N
EPEa R N OHEIPH
ARSI SR
ZOMDOINGE - BHDOY X ~T

H. Reduction of wage bills

H HEBEHFEDY R FZ

Relocation of workers within the company

Involuntary furlough

Suspension of new recruitment
Encouraging early retirement

Layoffs

Temporary assignment to other companies
Other employment adjustment

Wage reduction

Bonus cut

Others

P

— IR

B oM - 451k

i IR DS

fiRRE

i (B
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R—=F ATk
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