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Regional Banks and Going Private
As an Option for Sustainability

RS CRIFERT)
&% — 17— | : Regional Bank, MBO, MBI, Delisting, Bank Regulation, NIRP

As Financial Services Agency, or FSA, pointed out in their publications, the profit-
ability of Japanese banks have declined. Though it is a globally common trend, we
have seen much tougher situations in Japan than any other regions; more depend-
ence upon net interest income and historically low margin may explain the relative
inferiority of the profit base.

Among the several depository institutions, particularly, regional banks have faced
the difficult managerial environment due to NIRP, or Negative Interest Rate Policy,
implemented by Bank of Japan.

Given the severe environment, the management of those regional banks are obliged
to deal with a various range of stakeholders, in terms of how to allocate the profits,
which showed the shrinkage over the time. The dilemma comes from the legal
structure of banks.

Every bank in Japan needs to be a joint stock company, and, therefore, has to take

care of the interest of shareholders.

On the other hand, the regional banks are supposed to support the local economy in
terms of a stable financing function.

Given the declining trend of profits, they have to satisfy the need of various stake-
holders, who often have different interest. The conflict of interest is always the

problem for those banks.

In search for the sustainability of management of regional banks, de-listing, or go-
Ing private, is one option to choose.
By replacing the general shareholders, the banks may have the community consor-

tium become the long-term stable shareholders.

In the presentation, the suggestion of the remedy will be given to reach the optimal
condition, such that the incentive compatibility between the shareholders and bank
management, and that the conflict of interest among several stakeholders should be

substantially reduced.
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