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If you were looking for proof that the world’s 
third largest economy is finally opening up to 
private equity investment, it is the growing 
interest from the global mega-firms. Apollo 
Global Management became the latest blue-
chip manager to open an office in Tokyo in 
2018,  Nordic giant EQT is mulling an expan-
sion into Japan and those that have established 
operations there – the likes of Carlyle, KKR 
and Blackstone – are all adding staff. 

“When we started here in 2000, there was 
almost no private equity industry besides a 
few local players,” says Kazuhiro Yamada, head 
of Carlyle Japan (p. 32). “In the last two to 
three years, the private equity industry here 
has really evolved.”

One reason is the growth of deal oppor-
tunities as traditional corporate cross-share-
holdings unwind, leaving the market ripe for 
carve-outs, especially in the troubled, indus-
trials-linked sector. 

The mid-market landscape is also expand-
ing, encouraged by new M&A advisory bou-
tiques that have cropped up and are keen to 
develop deals. Our Roundtable (p. 18) identi-
fies how potential sellers – especially family-
owned businesses – are more willing to turn 
to private equity after seeing the successful 
results at other firms. That’s particularly true 
among Japan’s 2.5 million small and medium-
sized enterprises, half of which lack successors.

That doesn’t mean business is necessar-
ily easy: “Japan is a tough market,” says David 
Gross-Loh, managing partner of Asia for Bain 
Capital (p. 32).“It takes years to build teams, 
relationships and credibility.”

And while Japanese LPs are showing a 
greater willingness to invest in private equity, 
a shrinking workforce and lack of experienced 
investment professionals could hold them back, 
as Carmela Mendoza reports (p 31).

There is also the strange tale of Japan’s 
$18 billion government-backed PE fund Japan 
Investment Corporation, which was set up to 
make tech investments in Japan and the US, 
but ceased operations last year after a public 
outcry over its executive pay (p. 9). 

So what’s it really like to operate in Japan? 
For some real life tales, turn to our keynote 
interviews which feature contributions from 
many of Japan’s top GPs: CLSA Capital Part-
ners president Megumi Kiyozuka tells us how 
partnering with company founders can provide 
a rich seam of investments (p. 6); NSSK found-
ing partner Jun Tsusaka charts just how the 
market has evolved over the last decade (p. 12) 
and J-STAR managing partner Kenichi Harada 
and principal Hiroaki Kiriseko talk about how 
to revitalise management teams (p. 28). Mean-
while, Ryo Ohira, Neuberger Berman’s head 
of East Asia, outlines how domestic LPs are 
taking a more sophisticated approach to private 
equity (p. 34).

It’s a diverse read, but then that’s what you’d 
expect from a private equity market that has 
really come into its own over the last decade.

Enjoy the supplement

Graeme Kerr

GRAEME KERR
EDITOR'S 
LETTER
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OVERVIEW

‘Japan is now a top priority’
Five key themes which emerged from market discussions in Tokyo in March paint 
a broadly positive picture, writes Carmela Mendoza

Much of the optimism around Japanese 
private equity is around its more active 
investor community and solid dealflow. 
Private Equity International was in Tokyo for 
a week in March to dig deeper into these 
two positives, as well as to find out what is 
on managers’ and investors’ minds.

JAPAN PRIVATE EQUITY IS 

DELIVERING

Shuzo Takahashi, head of private equity at 
the Pension Fund Association, tells PEI the 
market is one of the “best performing” in 
its private equity portfolio, although he 
declined to disclose returns. Looking at 
vintage years 1992 to 2018, data from 
eFront Pevara show Japanese leveraged 
buyout funds rank among their developed 
markets peers in terms of risk-return.

While exit overhang is the challenge 
for some of the older Asian funds, Japanese 
funds have been more efficient in exiting 
and creating returns, adds Jeff Acton, a 
Tokyo-based managing director of Asia-
focused investment banking advisor BDA 
Partners. “It comes as no surprise that Japan 
is now a top priority on pan-Asian and 
global funds’ radars, who are either looking 
to do buyouts or co-investments,” he says.

MOMENTUM IS NOW COMING INTO 

THE MARKET 

Japan has also made encouraging pro-
gress on the acceptance of private equity. 
Managers are no longer seen as “vultures”, 
having gone through three or four rounds 
of investment and establishing themselves 
as a respectable option for sellers. In fact, 
word of mouth and referrals by families – 
including on the golf course – have become 

HEARD IN TOKYO

Source: REFINITIV

CARVE-OUT OPPORTUNITIES

How divestiture deals have grown (2004-18)
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Divestiture/carve-out Business succession and other

an important source of dealflow, says Koji 
Sasaki, president and managing partner of 
Tokio Marine Capital.

Or as Kazushige Kobayashi, managing 
director and head of primaries at Capital 
Dynamics, puts it: “Owners have now seen 
how private equity funds operate. They have 
seen some successful deals happen now. ››

Source: Private Equity International

SETTING THE PACE

Leading managers by capital raised (2014-18)

$bn

Global Brain Corporation

Tokio Marine Capital

Ant Capital Partners

Nippon Sangyo Suishin Kiko

Unison Capital

Polaris Capital Group

Advantage Partners

Integral Corporation

JAFCO Co

Marunouchi Capital

It comes as no 
surprise that 
Japan is now a 

top priority on pan-Asian 
and global funds’ radars 
Jeff Acton



4 private equity international april  2019

OVERVIEW

Japanese companies used to view private 
equity as vulture funds, but that attitude 
has changed and so they are more willing 
to work with funds than they used to be.”

In terms of opportunities, Japan has 
two key things to offer: there are 2.5 mil-
lion small and medium enterprises which 
are facing succession issues, and there are 
troubled, industrials-linked sectors which 
are ripe for carve-outs.

“The historic culture of cross-share-
holdings across groups has diminished 
over the past two decades,” says Motoya 
Kitamura, managing partner at AB Value 
Capital Partners. “Under these structures, 
businesses could easily defend against take-
over approaches. Now, however, manage-
ment teams have much more flexibility 
around buying and selling.”

This has led to a broader uptick in M&A 
across the market. In 2018, there were 
3,132 M&A deals in Japan, a figure that 
has risen steadily over the past few years, 
from 2,104 in 2011.

What is more, banks are throwing 
money at deals – the negative interest rate 
policy means capital is cheap – and valua-
tions of listed companies are much lower 
than other markets, thus GPs see this as an 
opportunity to improve margins.

In terms of sectors, there is also more 
of a push towards service-based businesses 

››

than has been the case in the past. Care 
homes, healthcare and businesses targeting 
Japan’s ageing population are clear growth 
areas.

As Jun Tsusaka, founding partner of 
Nippon Sangyo Suishin Kiko (NSSK), a 
firm established in 2014, points out, “with 
a life expectancy of 86, retirees are the 
wealthiest part of the population and they 
increasingly want to make the most of 
their post-work lives. Travel for over-65s 
is booming and many are looking for new 
hobbies, are volunteering and are seeking 
out second vocations”.

BUT GOING TO JAPAN IS  

‘NOT THAT EASY’

The last two years have seen an influx of 
new entrants to the market. Foreign firms 
have stepped up local hires and opened Tokyo 
outposts to access dealflow better as well as 
get closer to institutional investor capital.

But setting up in Japan and having a 
dedicated team is not always that easy. 
The biggest roadblock of all is talent. For 
foreigners, learning the local language and 
culture takes time. Meanwhile, for local 
talent, only very few have knowledge and 
experience in alternatives, investors tells 

us. What is more, both investors and GPs 
are on the lookout for more talent as they 
bulk up their investment teams.

From an exit perspective, another 
unique factor in Japan is the firm’s reputa-
tion in the market with the management 
teams of portfolio companies. “If you make 
one misstep, it is going to be very difficult 
as a fund to make new investments,” Acton 
says. “You have to toe the line in Japan and 
respect the wishes and desires of the man-
agement team.”

Increased activity means that deal prices 
are increasing. “Around two years ago, it was 
still the norm to buy businesses at around 
6x EBITDA,” says Kobayashi.

“That’s much lower than you see in other 
markets. It’s now at around 8x EBITDA, 
in part because of the rise of the Nikkei 
over the past couple of years, which has 
increased the value of private businesses 
as well as public ones.”

PUBLIC INVESTMENT FUNDS ARE NOT 

PRIVATE EQUITY FUNDS

Japan Investment Corporation, the $18 bil-
lion public investment fund that had big 
ambitions to invest in overseas tech compa-
nies, ceased operations early this year over 

Japanese 
companies used 
to view private 

equity as vulture funds, 
but that attitude has 
changed and so they  
are more willing to work 
with funds than they  
used to be  
Kazushige Kobayashi

Retirement boom: services are targeting Japan’s wealthy retirees



5april  2019                                                                  the japan special 2019

OVERVIEW

public outcry on senior management pay. 
Japanese GP and investor sources tell us 
public investment funds like JIC have faced 
criticism over the years because of “dismal 
performance, while making money out of 
taxpayers’ money”.

Sources point out several issues with 
such funds: unfair access to assets, no dis-
ciplined entry price, and no pressure to 
yield returns. “They come in and have the 
look and smell of GPs, but do not really 
do private equity,” says one Tokyo-based 
partner.

THE NEXT FIVE YEARS WILL  

BE CRUCIAL

Investors would want to see how record 
capital raising and deployment in the last 
three years have played out. This means 
growing the market to the next level will 
depend on domestic funds maintaining 
strong returns over the next five years.

Competition is getting fierce, GPs and 
LPs told us. Even the gatekeeping business 
has become more competitive. As Japanese 
GPs continue to expand their assets under 
management in this dynamic environment, 
some LPs have observed eagerness and 
enthusiasm when it comes to deal pace.

“It is always tough to decide how much 
to grow the fund size, but the general 
understanding among LPs is that they do 
not want too large a fund,” a fund of funds 
manager says. A healthy dose of Japanese 
self-discipline must be employed.

So what of the future? “If past trends 
persist, private equity performance should 
be looked for in industries driven largely 
by resilient local demand,” says Marija 
Djordjevic, research manager at eFront. 
“Local LPs are increasingly investing in 
the asset class and Japan is appealing to 
foreign investors interested in a low-risk 
environment and seeking geographical 
diversification.” n

*Additional reporting by Vicky MeekSource: PEI data

FRESH FIVE

Japan-focused funds closed in 2018
FUND NAME FUND MANAGER CURRENT 

SIZE ($M)
FUND STRATEGY FUND SECTOR

Marunouchi Capital 
Fund II

Marunouchi Capital 866.00 Buyout/Corporate 
Private Equity

Consumer Goods/
Manufacturing

Rising Japan Equity II Rising Japan Equity 275.91 Buyout/Corporate 
Private Equity

Diversified

KDDI Open 
Innovation Fund 3- 
Separate Account

Global Brain Corporation 183.94 Venture Capital/
Growth Equity

TMT

Salesforce Japan 
Trailblazer Fund

Salesforce Ventures 100.00 Venture Capital/
Growth Equity

TMT

Spiral Ventures Japan 
Fund 1

Spiral Ventures Japan 64.38 Venture Capital/
Growth Equity

Financial Services/
Healthcare/Retail

Source: S&P Global Market Intelligence Screening

BRANCHING OUT

Outbound deals by sector (2016-18)

2016 2017 2018

Consumer discretionary

Communication services

Consumer staples

Energy

Financials

Health care

Industrials

Information technology

Materials

Real estate

Utilities

NA

Source: Private Equity International Source: PEI data

MAJOR GROWTH RIGHT-SIZING

M&A activity has increased 
steadily

Average size of Japan-focused 
PE funds (2014-18)

2011 2018

$m

2,104

121.57

351.89

55.64

311.65 298.05

3,132

Deal count

2014 2015 2016 2017 2018

Disclosed transaction value ($m)
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As Japanese mid-market buyout manager 
CLSA Capital Partners invests its third 
Sunrise Capital fund, it is carving a niche 
as a partner for company founders keen to 
take their companies to the next level, while 
also tackling the thorny issue of succession 
planning. Megumi Kiyozuka, president and 
representative director, explains how pri-
vate equity firms can partner with company 
founders to secure more proprietary deals 
and drive operational change to transform 
businesses.

What has led to the rise of manage-

ment succession issues in Japan?

Today, almost two-thirds of primary deals 
are succession-related transactions, and 
there are four major reasons driving this. 
The first is inheritance tax, which Prime 
Minister Shinzo Abe increased to 55 per-
cent, while at the same time almost elimi-
nating the deductible element. It means 
that not only super-wealthy people, but 
also many family business owners, are now 
subject to very expensive tax liabilities. 

Secondly, while you may get the impres-
sion that Japanese people are willing to 
work until their last breath, things are 
changing. I often meet successful business 
founders who say they want to retire at 
the age of 50, move to Hawaii and play golf 
every day – that group is increasing in size.

Thirdly, after about 20 years of growth, 
the total number of private equity invest-
ments in Japan has exceeded 1,000 – 
another magic number which means wher-
ever you are, whatever the sector, you can 

Making a success of succession

Unlocking 
opportunities 
overseas

Partnering with company founders provides contrarian 
private equity buyers a rich seam of investments, says 
CLSA Capital Partners president Megumi Kiyozuka

CLSA won the trust of the 
founder of auto maintenance 
tools retailer World Tool 
by emphasising its strong 
commitment, says  
Yasunori Maeda, director of 
its Sunrise fund

DEALMAKING

 

KEYNOTE INTERVIEW: CLSA CAPITAL PARTNERS

find a very successful private equity invest-
ment case. When family business owners 
start to think about succession, it is not 
difficult for them to find friends or con-
tacts who have worked with private equity 
before. Many of the cases are positive, which 
also helps convince potential sellers.

Finally, we have a very active interme-
diary sector. Each mega-bank has 20-30 
marketing people focused entirely on pro-
moting private equity investments to their 
clients. So, when business owners hear the 
same story again and again, they begin to 
think it might not be a bad idea.

What are the types of succession 

opportunities in Japan and which 

are you focusing on?

We see four different types of succession 
opportunities in Japan. The first we call 
“classic”, which are age-driven retirement-
based succession transactions. There are 
many, but these founders have dedicated 
their lives to their businesses and tend 
to have a negative feeling about financial 
buyers. Deals can take a long time and are 
often small, so it’s not a target for us.

The second category, which we call 
“NEO” – younger founder successions – 
breaks down into three subcategories. You 
have early retirements by business founders, 
as well as sales by serial entrepreneurs. The 
entrepreneurs tend to want to sell their 
existing businesses to finance their new 
ventures in areas like IT. In both cases, 
the deals come down to economics, so it 
is very difficult for buyers to benefit from 

What was the background to 

CLSA’s investment in World Tool?

At the time we heard the founding CEO 
was thinking of retiring, we had another 
portfolio company called MIRIVE, 
which is a car auction company, just a 
10-minute drive away. World Tool was one 
of MIRIVE’s clients, so we paid a courtesy 
client visit. The founder, who was just 50, 
was very honest and talked about his plan 
to sell the company and retire.

He didn’t use any sell-side advisor and 
talked to more than 15 financial sponsors 
himself. Eventually, we won his trust by 
emphasising our strong commitment to 
support the company and expand it into 
Asian countries. Over the course of the 
discussion, he changed his mind about 
retiring. He thought it would be fun to 
work with CLSA, so he decided to stay 
and keep a significant minority stake.

How have you executed your 

plan to expand World Tool?

World Tool had a large middle man-
agement team with long service. The 
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the arbitrage opportunity, or inefficiency, 
of small or mid-cap succession-related 
transactions.

The final area – joint ventures with 
founders – is the most attractive to Sunrise. 
The founders tend to be in their 30s or 40s 
and have built a company with $100-200 
million in sales. They still love and believe 
in the business but have also started to feel 
at the limit of their own management capa-
bility. That was a factor at colour contact 
lens maker Lcode into which we invested 
in 2016 alongside the 31-year-old founder. 
They often knock on our door, through an 
intermediary, to accelerate growth, enter 
a new business area, or make IPO prepa-
rations. They sell a majority but retain a 
minority and remain in the driver’s seat 
as CEO. We exercise the governance, but 
the day-to-day operations – once we have 
agreed a business plan – we leave to them.

What’s your approach to adding 

value to the companies you partner 

with?

We call our approach “body-on” support, 
because it is much more than hands-on. 
We often second junior-to-mid level pro-
fessionals to each portfolio company. They 
work 24/7 in the companies and imme-
diately start to fix the issues the founders 
have highlighted. These may be quite basic 
issues. For example, a lot of SMEs in Japan 
have no long-term business plans, no KPIs, 
they’ve never done a proper board meeting, 
have never been audited and so on. So, we 
immediately fix those things and facilitate 
the appropriate governance infrastructure.

Once that standardised body-on package 
is complete, we move on to deal-specific 
body-on support. Typically, that means 
upgrading the IT system, making additional 
acquisitions, overseas expansion, and in 

founder wanted to give them the oppor-
tunity to work with us, so we decided 
not to hire outside senior management 
– only the CFO was hired externally – 
and instead promoted some good middle 
managers. We helped them develop, and 
also implemented very basic corporate 
infrastructure – KPIs, management meet-
ings and a personnel system.

We also worked on several business 
initiatives, including new store openings 
in Japan and overseas expansion into Thai-
land. Since there was no overseas business 
team, we sent our junior professional to 

lead the entire process of opening the first 
store in Bangkok.

Why did you choose Bangkok?

This is an auto-related business – all 
the tools sold are for Japanese cars, and the 
majority of cars sold in Thailand are Japa-
nese. They also have the culture of tuning 
up cars themselves, so it’s like Japan 20 years 
ago. In fact, Thailand is following much the 
same cultural development as Japan so we 
can anticipate what will happen in the 
market. We now have six stores in Thailand 
and are still opening new ones.

A good fit: World Tool was already a CLSA portfolio company’s client

››



8 private equity international april  2019

 
KEYNOTE INTERVIEW: CLSA CAPITAL PARTNERS

many cases IPO preparations as well. 
That can take much longer and we often 
hire new professional management talent, 
such as a CFO or COO, who we work with 
while gradually handing over to internal 
management.

You try to take a contrarian approach 

to investing. Why is that, and what 

kinds of sectors have you highlighted?

You need to be a smart contrarian and focus 
on exclusive negotiated transactions or lim-
ited competition deals. Otherwise you have 
to enter into heated auctions and pay a high 
price just to win.

The most competitive deals in Japan are 
in macro-positive sectors, such as pharma, 
medical equipment or elderly care, which 
are growing in line with the macro demo-
graphics. Then there are macro-neutral 
sectors, like food and beverages, which are 
regarded as relatively stable regardless of 
the macro. If we could buy macro-neutral or 
macro-positive companies at a mid-single 
digit multiple, we would be very happy, but 
prices can range from low double-digits up 
to 20x EBITDA in a fully managed, heated 
auction.

Instead, we focus on our own areas – the 
macro-shadow and contrarian subsectors. 
Macro-shadow sectors tend to be growing 
because of negative trends. For instance, 
the Japanese working population has been 
declining so companies cannot hire enough 
staff and must rely on outsourcing and 
staffing companies. Compared to macro-
positive or macro-neutral investments, 
opinions are more mixed among potential 
buyers and private equity firms – and that 
is reflected in the multiple, which could be 
mid-single digits.

The contrarian approach looks for 
a business which is stable – or slightly 

growing – despite the negative macro trend. 
For example, the birth rate in Japan has also 
been declining very significantly, putting 
pressure on any business addressed at chil-
dren. But as a matter of fact, cram schools 
are stable or even growing if you pick the 
right name. Many families have only one 
child but entrance exams are so important 
in our society that kids cannot afford to 

fail. Currently 60 percent of Japanese kids 
attend some sort of cram school.

Another trend we focus on is the Asian 
growth story. CLSA has an extensive Asian 
network and Asian know-how. We focus 
on domestic demand-driven companies 
which benefit from rising incomes among 
consumers in some neighbouring Asian 
countries.

How do you source new investments 

avoiding the auctions?

Most opportunities are introduced by an 
intermediary, and the most important to 
us is the independent advisory boutique. 
Since they are typically staffed by only 
two or three people, they cannot run full-
blown auction processes and instead tend 
to match-make a seller with a buyer.

To be regarded as an ideal buyer, you 
need to develop a very good, deep rela-
tionship with the intermediary. We explain 
to them what kind of opportunity we are 
looking for, how we can help and what 
kind of track record we have. And when 
we say we are interested, we have to keep 
our promises.

We refer to our intermediary contacts 
as “ninja” and at Sunrise we have more 
than 50. Each senior member of our team 
is assigned a certain number of ninjas, and 
has numerical targets for ninja control. For 
example, they must meet every ninja at least 
once a month, go for a drinking session at 
least once a quarter, and meet with them 
with me once a year – and so encourage 
them to introduce as many opportunities 
as possible.

Last year we closed six standalone 
deals – half of them were introduced by 
our ninjas. The flipside of this approach is 
that we have to pay them introductory fees 
and feed them sushi! n

››

We often 
second junior-
to-mid level 

professionals to each 
portfolio company. 
They work 24/7 in 
the companies and 
immediately start to fix 
the issues the founders 
have highlighted
Megumi Kiyozuka
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Japan’s $18bn government PE fund 
suspends operations
Japan Investment 
Corporation, which was set 
to make tech investments 
in Japan and the US, 
has ceased operations 
indefinitely following 
public outcry over senior 
executive pay, writes 
Carmela Mendoza

Japan Investment Corporation, the $18 
billion public investment fund launched in 
September last year, has ceased all opera-
tions following a mass exodus of its senior 
leadership team in December.

There has been no clear indication from 
the Japanese government whether JIC will 
restart its operations anytime soon, a source 
with knowledge of the matter told Private 
Equity International, adding that there has 
been “no task and no work” at JIC since the 
senior departures.

All nine private sector executives out of 
the 11-member board of directors of JIC 
resigned in December following a dispute 
over remuneration. The Japanese govern-
ment criticised the proposed annual salary 
of the executives, which could see each earn 
about $1 million.

Japan’s economy minister Hiroshige 
Seko said in a news briefing in December: 
“There is a sense of the appropriate level 
that the public can accept. [The proposed 
amount] was too high.”

The senior executives who left JIC 
include former president and chief execu-
tive Masaaki Tanaka, deputy president 
Yasunori Kaneko, executive managing 
director and chief operating officer Hide-
aki Tsukuda, executive managing director 
and chief investment officer Hiroaki Toya, 

INVESTORS

and external directors Masahiro Sakane, 
Kazuhiko Toyama, Takeo Hoshi, Ayako 
Yasuda and Akihiro Wani.

Along with issues on compensation, JIC’s 
former management and Japan’s Ministry 
of Economy, Trade and Industry also could 
not agree on how the public investment 
fund should be run. Under pressure from 
the government and public outcry, the nine 
executives resigned in the same month.

ANALYSIS

On hold: JIC’s tech investment plans have stalled

JIC was born out of the Innovation 
Network Corporation of Japan and estab-
lished in September 2018 with ¥2 trillion 
of government funds to back domestic and 
overseas direct investments. The public 
investment fund was planning to deploy the 
capital across four funds: JIC-US, private 
equity, venture capital and “engagement”, 
managing director Toshio Yamauchi told PEI 
in November.

The first of the four funds, the $2 bil-
lion JIC-US Fund, was launched in October 
last year. Capital from the fund was set to 
back biotech and drug discovery companies 
mainly based in the US, the firm said in a 
statement.

The other three funds were set to co-
invest alongside private equity and venture 
capital firms, as well as Japanese corpora-
tions. They were expected to have launched 
by fiscal year 2019. n

There is a 
sense of the 
appropriate 

level that the public can 
accept. [The proposed 
amount] was too high
Hiroshige Seko
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A year in Japan
Japanese private equity continued to make strides over the last  
12 months, regularly hitting the headlines in PEI

A giant takes baby steps
Japan’s Government Pension Investment Fund, the 
world’s largest pension fund with about $1.4 trillion in 
assets, made ¥8.2 billion ($74 million; €63 million) of 
private equity investments for the fiscal year ended 31 
March 2018, it reported. Co-investment agreements 
with the International Finance Corporation and the 
Development Bank of Japan allowed the pension 
giant to tap emerging markets such as Indonesia, 
India, Africa and Chile.

Japan Post Bank to raise alternatives allocation
Japan Post Bank announced it was planning to ramp 
up its alternatives allocation to ¥8.5 trillion by the end 
of Q3 2021. The investor was increasing its alternatives 
exposure to reduce the reliance on the interest income 
from Japanese government bonds. As of March 2018, it 
had invested approximately ¥500 billion in private equity 
investments.

GPIF gets go-ahead for direct 
fund commitments
Japan’s Ministry of Health, 
Labour and Welfare 
formally gave approval for 
the Government Pension 
Investment Fund to invest in 
alternative assets via a limited 
partnership structure. The 
previous regulatory structure 
meant the pension could 
not make fund commitments 
to GPs and had to invest in 
alternatives through funds of 
funds and investment trusts.

Katsunori Sago leaves Japan Post Bank
Japan Post Bank chief investment officer Katsunori 
Sago, the man behind the investor’s push into 
alternatives, announced he was stepping down after 
three years at the helm to take a role at SoftBank 
Group as its chief strategy officer. He joined Japan 
Post Bank in June 2015, when there was not a 
single investment professional in the 144-year-old 
institution who was focused on private equity and 
alternative investments, and built a 15-strong team 
in his time there.

Japan’s Chikyoren appoints AIC as domestic  
PE manager
Japanese pension fund Chikyoren appointed 
Tokyo-based fund of funds manager Alternative 
Investment Capital as its manager for domestic 
private equity. Chikyoren, also known as Pension 
Fund Association for Local Government Officials, 
issued a request for proposal for private equity, 
infrastructure, real estate and debt managers in 
July 2018. The $217 billion pension has a  
0.4 percent exposure to alternatives out of a  
5 percent target allocation.

Japan to invest $18bn in PE and VC via 
revamped firm
The Japanese government said it planned to 
invest at least ¥2 trillion in funds that would make 
domestic and overseas direct investments. Japan 
Investment Corporation, a revamped public-
private fund created in September, planned to 
invest the capital across four vehicles: JIC-US, 
private equity, venture capital and “engagement”.

Pantheon taps ex-
Nippon Life PE head to 
lead Tokyo office
Pantheon hired Akitoshi 
Yamada, former head 
of private equity for 
NLI International, a 
subsidiary of Nippon 
Life Insurance, as 
managing director and 
head of its newest office 
in Tokyo. Yamada was 
deputy general manager 
at Nippon Life for four 
years and led NLI’s 
private equity unit for 
two years before moving 
to its parent company.

july 2018 september 2018may 2018 august 2018april 2018 june 2018
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AlpInvest hires ex-McKinsey exec to head 
Japan push
AlpInvest Partners made its first dedicated 
hire in Japan to leverage increasing interest 
in alternatives from the domestic investor 
community. The Carlyle unit named Yasuyuki 
Kanda, previously an engagement manager 
with McKinsey & Company, as managing 
director in the country. The position was 
created to focus on investor relations 
and business development across funds, 
secondaries and co-investment for the firm. Japan’s Ant Capital holds final close on 

LP secondaries fund
Ant Capital Partners, one of the few 
Japan-headquartered firms involved in 
secondaries, held the final close on its 
latest secondaries fund on target. The 
Tokyo-based firm amassed  
¥15 billion for Bridge No5-B Private 
Equity Secondary Investment Fund, 
according to managing partner Takao 
Akaogi. The fund’s LP base was solely 
Japanese and included financial 
institutions and corporate pensions.

China’s CIC plots $1.8bn fund for Japanese SMEs
Sovereign wealth fund China Investment 
Corporation signed a deal with Japan’s largest 
financial institutions for an up to $1.8 billion 
industrial fund. Investors in the Japan-China 
Industrial Cooperation Fund included Nomura 
Holdings, Daiwa Securities Group, Mitsubishi UFJ 
Financial Group, Sumitomo Mitsui Financial Group 
and Mizuho Financial Group. It was expected to 
raise between ¥100 billion and ¥200 billion.

Japan’s Marunouchi Capital closes second fund 
short of target
Marunouchi Capital collected ¥94.2 billion across 
two vehicles, Marunouchi Global Fund II and 
Marunouchi Capital No 2 Limited Partnership. The 
original target for Marunouchi Capital No 2 was 
¥100 billion. Global Fund II is a parallel fund for 
non-Japanese investors, with both established 
to invest in large-scale corporate carve-outs and 
succession-led deals in the consumer/retail and 
manufacturing sectors.

EQT mulls Japan hires, may open Tokyo office
Swedish investment firm EQT joined the 
growing list of global firms looking to tap deal 
opportunities and investor capital in Japan. 
The firm looked to hire Japanese professionals 
for its investor relations team in Asia and 
was considering setting up a Tokyo office, 
according to Sean Ham, managing director 
and the firm’s head of investor relations, Asia-
Pacific.

Capital Dynamics seeks $100m for debut Japan fund
Capital Dynamics said it is seeking $100 million for its first Japan-dedicated fund of funds 
vehicle, to back mid-market buyout managers in the country. The firm launched Capital 
Dynamics Japan Private Equity in 2018 and expected commitments mainly from Japanese 
corporate pension funds. The Zug, Switzerland-headquartered firm opened its Tokyo 
office in November 2010 to complement its existing Hong Kong presence in Asia.

Japan’s $18bn government PE 
fund suspends operations
Japan Investment Corporation, 
the $18 billion public investment 
fund launched in September 
2018, ceased all operations 
following a mass exodus of 
its senior leadership team, 
including all nine private sector 
executives on the 11-member 
board of directors. There has 
been no clear indication from 
the Japanese government 
whether JIC will restart its 
operations anytime soon.

november 2018october 2018 december 2018 march 2019january 2019 february 2019
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Coming into its own
Japanese private equity 
may have had a few false 
dawns in the past, but 
the market today is very 
different from that of  
just 10 years ago, says 
NSSK founding partner 
Jun Tsusaka

DEALFLOW

KEYNOTE INTERVIEW: NSSK

With support from domestic and some 
international limited partners, the Japa-
nese private equity market has been par-
ticularly active over the past few years 
– there were 686 Japan-focused private 
equity deals in 2018, up from 548 in 2017, 
according to S&P Global Market Intelli-
gence figures. Some of this activity has 
been driven by international firms, such 
as Bain Capital’s $18 billion purchase of 
Toshiba’s memory chip business and KKR’s 
$4.3 billion acquisition of Calsonic Kansei, 
an automotive components supplier, but 
the real transformation has been taking 
place on the ground.

A growing number of local firms, 
boosted by a more developed private equity 
ecosystem, are targeting smaller and mid-
market businesses, using their knowledge of 
the unique characteristics of the Japanese 
market to source deals and create value – 
indeed, 646 of the deals done in 2018 were 
completed by domestic houses.

We spoke to Jun Tsusaka, founding part-
ner of Nippon Sangyo Suishin Kiko (NSSK), 
a house that won the Firm of the Year Japan 
in the 2018 PEI Awards, to find out what is 
driving private equity activity and why the 
market will only grow.

We’re seeing record levels of deal 

volume in the Japanese market. 

Could this just be a blip?

No, this is clearly a long-term trend. The Jap-
anese private equity industry is now reaching 
a point where it has a developed ecosystem. 
Just as in the US in the 1980s and in Europe 
a decade later, you are now seeing private 
equity players with scale operating in Japan – 
there are now around 174 local, pan-regional 
and international firms active in the market. 
A lending community for leveraged trans-
actions has developed, with over 20 banks 

able to provide senior debt and a handful of 
mezzanine lenders that can lead deals. You 
also have a public market and underwriters 
that understand the private equity portfolio 
equity story and the M&A market is buoyant.

Overall, we now have experienced GPs 
that have some scale, a sophisticated and 
deepening lending market, a strong exit 
market and – most importantly – willing 
sellers.

Who are those willing sellers?

Much of the dealflow in Japan is 
driven by succession issues and/or family 
businesses being sold, as well as the carve-
out of non-core businesses by major cor-
porations. This is against the backdrop of 
a very healthy M&A market – there were 
3,132 M&A deals in Japan last year, making 
it the third-most active market globally 
after the US and China. That may surprise 
some, but most of the deals are smaller 
transactions – less than $100 million – that 
do not get press coverage.

Family business deals are happening now 
because the average age of these owners is 
around 60, and around two-thirds of these 
companies have no successor. Owners are 
often burdened by personal guarantees 
on loans and they potentially face 55 per-
cent inheritance tax. What is interesting 
about these deals is that owners often do 
not want to be seen selling their business 
and so a shift in terminology has changed 
perceptions of the market and legitimised 
the process – the transactions are often 
badged as “a succession deal in the interest 
of the company, employees, customers and 
all stakeholders” rather than a business sale.

Given the sensitivities of family 

owners, how are the deal processes 

managed?

A lending 
community 
for leveraged 

transactions has 
developed, with over  
20 banks able to provide 
senior debt
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a huge growth opportunity for small and 
medium-sized businesses, which tend to 
be quite regionally focused. If you take a 
Tokyo-focused business (a city that has a 
market size of $2 trillion, comparable to 
the economies of Brazil or India), you can 
expand it into regions such as the Osaka 
area which is a sizeable economy.

Domestic growth can be achieved by 
providing growth capital, establishing new 
business processes and providing human 
capital support, and this can happen in 
shorter timeframes and at lower risk than 
international expansion.

How do you capture these oppor-

tunities at NSSK?

We have built our organisation to pro-
vide portfolio companies with geographic 
access and new customer access. We can 
hire people in specific markets in Japan. We 
have relationships on the ground with local 
governments, regional financial institutions 
and local tax, accounting, legal and M&A 
advisers.

This is supported by the way we 
approach business. We were established 
in 2014 and have therefore been able to 
integrate environmental, social and govern-
ance management into the way we operate. 
We recently hired Yoshihito Ohta, formerly 
managing director at Kyocera Corporation, 
as a special advisor for operations and he 
has a focus on corporate philosophy. This is 
important for nurturing happy employees 
and “doing the right thing” and we believe 
these are vital as they drive positive out-
comes for the short and long term. This 
is highly attractive to sellers – we believe 
our philosophy of being responsible and 
accountable investors has enabled us to 
gain a disproportionate number of pro-
prietary deals. ››

Source: Thomson Reuters

CLIMBING ACTIVITY

Total M&A deal activity (2011-18), which hit a new milestone 
last year
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Deal Value <$100m & Undisclosed >$100m

This is where the Japanese market demon-
strates some of its unique characteristics. 
These owners, of which there are around 
3.8 million, according to the Ministry of 
Economy, Trade and Industry, do not want 
to sell through auctions because of confiden-
tiality concerns, or they are often not inter-
ested in selling to the highest bidder. They 
are primarily concerned with their status 
following the sale, protecting employees and 
their salaries and the future of their business.

These factors mean there is strong 
potential to negotiate genuinely proprietary 
investments. This gives a big advantage to 
domestic private equity players with strong 
operational capability and local relation-
ships. Nowadays, private equity is the pre-
ferred exit for the majority of these sellers 
because they can stay with the businesses 
through the transition and ensure their 
legacy is protected and enhanced.

What about carve-outs? What are 

we seeing there?

Dealflow from corporates is set for a sub-
stantial further increase as they adhere 

more strictly to corporate governance 
measures and focus on maximising share-
holder value. 

There is a staggering number of sub-
sidiaries within corporate portfolios in 
Japan; the top 10 Japanese companies on 
the Nikkei 225 alone have 5,140 subsidiar-
ies between them. We have seen this trend 
start to play out over the past few years as 
conglomerates such as Hitachi and Fujitsu 
have begun selling non-core businesses. 

To what extent does Japan offer 

domestic expansion opportunities?

This is one of the most interesting facets 
of Japanese private equity. Many firms tend 
to develop growth strategies around inter-
national expansion, yet Japan has a large 
domestic market relative to the size of 
investment, a diversified opportunity set 
and an economy that is less correlated to 
other major markets.

Japan’s GDP is the third-largest in the 
world, at over $5 trillion, and domestic 
consumption accounts for over half of this. 
That means the domestic market represents 

2,874

2,3222,2872,270
2,104

2,811



14 private equity international april  2019

 
KEYNOTE INTERVIEW: NSSK

Can you give us an example of how 

this works in practice?

Vati is a great example of domestic expan-
sion and our responsible approach to invest-
ment. It operates nursing home facilities 
and is differentiated by the high patient 
satisfaction rates and low cost relative to 
competitors. Since our investment in 2016, 
Vati has opened up 18 new care facilities, 
improved occupancy rates to an average 
of over 92 percent, introduced best prac-
tice safety and compliance measures and 
increased accounting and finance transpar-
ency. We expect revenues to increase by 
over 50 percent from 2016 to 2020 and 
EBITDA to rise by more than 150 percent. 

You mentioned earlier that Japan 

offers diversified opportunities that 

are less correlated to other markets. Can 

you explain further?

Japan’s unique history of zaibatsu and keiretsu 
has created a vast and diverse industrial and 
service base. Beyond sheer size, the Japanese 
market offers private equity the chance to 
build a highly diverse portfolio – much more 
so than in other markets, where there is sig-
nificantly more industry concentration. Even 
the largest sector in terms of GDP – manu-
facturing – only accounted for around 20 
percent in 2017, government figures show. 
Private equity firms therefore have a broad 
spread of opportunities to invest in across 
uncorrelated industries.

In addition, unlike many other growth 
economies, gross exports were just 16 per-
cent and net exports -0.3 percent of GDP, 
which means that the Japanese market is far 
less dependent on global trade and politics.

How do you see the market develop-

ing over the coming years?

Private equity in Japan will grow in stature 
and importance. The activity we are seeing 
now is the direct result of a more developed 
ecosystem. The fact is Japanese private equity 

players are now more experienced and busi-
ness owners are more receptive to private 
equity investment. In the post-2000 period, 
you had a lot of distressed deals taking place 
as banks were cleaning up their balance 
sheets and many traditional private equity 
houses were established – they were early 
pioneers of the market. But you still had a 
prevailing attitude among sellers that private 
equity investors were vultures. Returns were 
also inconsistent, and the public market was 
shut for much of this period.

However, from 2012, when Shinzo Abe 

became prime minister, we have seen market 
reforms and economic policies that have 
favoured growth. Unemployment fell from 
4.3 percent to 2.5 percent between 2012 
and 2018 and the Nikkei has increased by 
120 percent. More domestic private equity 
firms have been established and their LP 
base has deepened considerably. We still 
need to see how returns post-2012 pan 
out, but these vintages appear to be on solid 
ground. This all points to an active and sus-
tainable private equity market that is capable 
of delivering good results to investors. n

Operational improvement is now a staple for generating private equity returns. 

How do you view this at your firm?

Operational value-add has always been a key pillar for NSSK. Our investment strat-
egy is based on differentiated deal sourcing, investment discipline focused on taking 
control positions, and on industries where we have expertise and a unique angle and 
an operational perspective that assists our risk assessment and builds value creation 
opportunities. You have to take a systematic approach to this – we call our programme 
“NSSK Value-Up Programme”.

Our investment in Bunkasha in 2017 demonstrates this approach. Established in 
1948, this is a Tokyo-headquartered analogue and digital publisher of manga titles 
focused on female readers over the age of 20. In an increasingly digitised market, we 
saw tremendous opportunity in this distinctive brand, which has over 6,000 titles in its 
library. We have helped the business hire an experienced digital manager and invested 
in a new IT system to enable digitisation and support Bunkasha’s new promotion and 
sales strategy. This structured and considered approach has led to a 34 percent CAGR 
in digital revenues at the business between 2014 and 2018 – far higher than the wider 
comic industry’s 25 percent CAGR over a similar period.

Highly animated: a digital focus has boosted Bunkasha’s growth
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Is the sun finally rising on Japanese 
private equity?
The Japanese market 
has long held tantalising 
opportunities for private 
equity, but it’s only in the 
past few years that deals 
have started to come 
through. What does this 
mean for the performance 
of Japan-focused funds? 
By Vicky Meek

The highly developed and diverse company 
landscape of Japan has, for decades, held 
promise for private equity. The world’s third-
largest economy is home to large corporates 
with sprawling, conglomerate-style struc-
tures that are ripe for simplification as well 
as being the base for nearly 4 million small 
and medium-sized enterprises, according to 
OECD figures, many of which are owned 
by people at, or reaching, retirement age. 
And yet, until recently, the Japanese private 
equity market has required huge stores of 
patience as many of these opportunities 
failed to materialise to any great degree.

However, the past few years have seen a 
significant increase in private equity activity, 
with many predicting that this time, the 
uptick is sustainable. In 2018, there were 
686 private equity and venture capital deals 
with a Japanese target, worth a combined 
$21.5 billion, according to S&P figures. 

The volume figures have risen stead-
ily over the past two years, while the 
value totals have increased substantially,  
from 478 deals in 2016 valued at  

INVESTOR RETURNS

PERFORMANCE ROOM

›› Rising up: private equity activity is trending higher
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$3.7 billion. Part of the rise in values 
can be explained by some hefty deals, such 
as the $18 billion Bain Capital buyout of 
Toshiba Memory Corporation, but even 
parking aside the outliers, there does 
appear to be momentum behind the 
increased number of deals. There are now 
around 170 private equity firms that invest 
in Japan, according to Deloitte figures, with 
a number of experienced local players that 
have cut their teeth either in independent 
firms such as Advantage Partners or at the 
global houses, such as TPG. 

And international firms with bases in 
Japan, such as KKR, Permira, Bain Capital 
and Carlyle are now being joined by others 
– Blackstone built a buyout team in Japan 
in 2017 and Apollo followed suit in 2018.

PERSPECTIVE FROM THE PAST

What this means – more so than for most 
other private equity markets – is that past 
performance may not serve as a guide as 
to how well current and future portfolios 
will do. According to eFront Pevara data, 
the performance of Japanese private equity 
has lagged that of other markets.

However, he also suggests that Japanese 
performance may be better than the figures 
imply. “My experience is that Japanese funds 
have outperformed US and Western Euro-
pean counterparts,” says Kobayashi. “Japa-
nese managers tend to be more conservative 
than their international peers. Many still 
keep their investments at cost right through 
to exit.” It’s a point noted by eFront, which 
says in its report on Japanese performance: 
“Even though many fund managers apply a 
mark-to-market valuation to their portfolio 
companies, many remain rather conserva-
tive in their approach.”

This may also partly explain another key 
finding of the eFront research – that Japa-
nese funds tend to offer investors lower risk 
than those in other markets (see box-out). 
If Japanese funds are holding investments 

›› at – or close to – cost, the good or poor 
performance of portfolio companies that 
have not yet been exited won’t be reflected 
in the data.

LOOKING AHEAD

So what has changed in the Japanese market 
to unblock opportunities and how might 
that drive future private equity perfor-
mance? Some of the activity may be driven 
by the amount of dry powder among funds 
in Japan. In 2017, 18 Japan-focused funds 
raised $5.61 billion, according to PEI fig-
ures. This is a clear outlier compared with 
other years – in 2016, for example, seven 
funds raised just $390 million between 
them and in 2018 five funds attracted $1.49 
billion. It’s a lumpiness to be expected in 
a market that remains relatively small, but 
the fact is that 2017 provided significant 
private equity firepower.

However, the fact that activity has 
increased appears to have more to do with 
changes on the ground. “There has been a 
change in mentality among Japanese com-
panies,” explains Motoya Kitamura, manag-
ing partner at AB Value Capital Partners. 
“They are now concentrating on return on 
investment, streamlining and focusing on 
their core business. This has been advocated 
for the past 20 years, but the pace of this 
happening has picked up only in the past 
six, seven years. That is creating supply of 
investment opportunity for private equity 
houses.”

YOUTHFUL OPPORTUNITY

Yet perhaps the most striking shift has been 
a change in attitude among owners of small 
and medium-sized businesses. “Succession-
type buyouts are increasingly common in 
Japan,” says Kitamura. “Many funds have 
been chasing these opportunities for 10 
to 15 years, but owners were previously 
reluctant to sell majority shareholdings to 
private equity funds, or even at all. Now, 

FEEL FOR A DEAL

Risk is measured as the performance spread between top 5% and 
bottom 5% of LBO funds.  The Japanese pool of funds includes 
the vintage years 1992-2018. North American and European funds 
also include a small number from before 1992.

Source: eFront Pevara, as of Q3, 2017

Source: S&P Global Market Intelligence
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there is increased pressure to do so – it’s 70 
years since the end of World War II, when 
many of these businesses were established. 
Also, we are seeing more entrepreneurial 
owners who are not shy about exiting their 
business at a younger age.”

This has led to a flourishing of the typical 
private equity ecosystem as intermediaries 
have stepped up their activity in the market 
to cater to the demand of an increased seller 
pool. 

Yet the market is atypical in one regard. 
This makes for a different dynamic in Japan, 
according to Kitamura, and one that may 
see the market continue to present fewer 
risks for fund investors than might be the 
case for other markets. 

“Intermediaries are now a big source 
of deals in Japan,” he says. “However, they 
operate differently from other markets. 

First, they take fees from both sellers and 
the buyers, claiming themselves as brokers 
instead of advisors. Second, they tend not 
to run public auctions but rather identify 
buying opportunities, match them with 
a specific fund and give it first refusal. 
Only if that fund does not go ahead will 
the intermediary then offer the business 
to another fund and so on. That makes the 
market much less competitive.”

OPERATIONAL FOCUS

So, while entry prices may have increased, 
lower competition for deals should mean 
that valuations at the point of investment 
remain subdued by international standards. 
But in addition to this, there have been 
some shifts in approach by local teams. 

“There remains a focus among GPs on 
buying at low multiples, but the past few 

years has seen firms here build stronger 
operational teams to improve the compa-
nies they back,” says Kobayashi. “That has 
been very important for returns over the 
past two years or so.”

Kitamura agrees. “There is no magic 
wand when it comes to performance,” he 
says. “There is still a lot of low-hanging 
fruit in the Japanese market and there is 
less competition than in regions such as the 
US or Europe, but fund managers can no 
longer rely on buying cheaply. Buyout funds 
now spend time on operational improve-
ments, governance improvements, domestic 
and international expansion and roll ups as 
well as IT development.”

So what might we see in terms of per-
formance from Japanese funds over the 
coming few years? 

“It’s inevitable that future performance 
will, to some extent, be affected by the 
economy and public markets performance,” 
says Kitamura. 

“We’ve had an incredible run since 2012 
in the public market, driven in part by QE 
– we still have negative interest rates. Yet 
there is a very high elasticity of the Japa-
nese public markets [compared] to those 
in the US and the global economy. The real 
test for the Japanese private equity funds 
will come when it is time to exit the busi-
nesses that have been bought in the current 
cycle.” n

LOW RISK, BUT LOWER RETURNS?

Data from eFront suggest past Japanese private equity performance has some inter-
esting distinctions from those of other markets. It finds that IRRs for Japan-focused 
funds to Q3 2017 were 7.61 percent versus 9.06 percent for the rest of developed 
Asia Pacific, with Total Value to Total Paid In ratios also lower, at 1.29x versus 1.45x, 
respectively. And, when looking purely at LBOs, the performance gap remains, with 
Japanese funds returning 1.26x against 1.48x for developed Asia-Pacific, 1.56x for 
the US and 1.61x for Europe.

And, when stripping out the top and bottom 5 percent of funds by performance, 
Japanese funds present lower risk than the US or Western Europe, although higher 
risk than developed Asia-Pacific, yet when the top and bottom quartile are moved 
from the equation, Japanese funds are the least risky for investors of the four markets. 
As Marija Djordjevic, research manager at eFront explains: “The fact that the spread 
for Japanese funds is significantly lower than for Western Europe and North America 
is the consequence of higher returns generated by underperforming funds relative 
to those in other regions, but also of the relatively limited upside of investing in the 
Japanese buyout market.”

At a more granular level, there are certain areas of the Japanese economy that 
have produced strong returns, according to Djordjevic, even as GDP growth has re-
mained low relative to many other markets (the Japanese government forecast 1.3 
percent GDP growth for 2019). “Private demand has contributed most to the growth 
of the Japanese economy over the past two years,” she says. “Local private consump-
tion has been particularly resilient, resulting in the best performing Japanese funds 
investing in consumer goods and services and retail sectors.”

Overall, the report highlights that investors could consider Japanese funds as “a 
useful diversifier to Western LBO exposure”, in particular for those “willing to sacrifice 
some performance in exchange for more predictable returns”.

Japanese 
managers tend 
to be more 

conservative than their 
international peers. 
Many still keep their 
investments at cost right 
through to exit
Kazushige Kobayashi
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Land of opportunity
Five of Japan’s top 
private equity investors 
gather to tell Carmela 
Mendoza about an influx 
of foreign firms, increasing 
dry powder and more 
demanding LPs

SPONSORED BY: 
J-STAR
Tokio Marine Capital

The industry is grappling with record 

levels of dry powder – $2 trillion 

according to McKinsey’s 2019 private mar-

kets annual review – does this worry you? 

And has it been the same story for Japan?

Tadasu Matsuo: Dry powder is piling up 
to a certain degree but at the same time 
the deal pipeline for GPs is increasing both 
in business succession and divestiture of 
non-core businesses. We expect this trend 
to continue in the next three to five years. 
I am personally not worried that the dry 
powder is chasing scarce opportunities in 
Japan. It is, in fact, the opposite. There are 
many opportunities in the domestic market.

Yasuyuki Tomita: A concern for LPs globally 
is that the fundraising cycle has become too 
short and there are too many funds coming 
back to the market, which means too many 
choices for LPs. It’s a very challenging situa-
tion for LPs right now, assessing existing GP 
relationships and re-upping commitments. 
This is not the case in Japan. We recognise 
that many Japanese GPs are disciplined in 
their investment pace and do not rush into 
investments.

Satoru Arakawa: In Japan there are now too 
many funds rushing into the same vintage 
and with the same themes. But the dealflow  
is robust enough that our investment pace 
is increasing compared with the last decade. 
This is why we expect to return to market 
earlier than before.

How has the mid-market landscape 

changed in recent years?

SA: The Japanese M&A market has devel-
oped significantly, especially in the small-
cap segment, for two reasons.

One, several M&A boutique advisory 
firms have cropped up and they are very 

keen to develop deals. These firms are often 
listed companies, so they have to acceler-
ate the transaction activity and cut deals 
every quarter. As a result, many sellers have 
emerged.

Second, many potential sellers have 
seen other companies’ success with private 
equity firms, not just with the exits but 
also in the development of the company 
post-acquisition. There are just so many of 
these success stories now that local busi-
nesses are confident to sell the company to 
private equity firms.

Koji Sasaki: Intermediaries such as banks 
and M&A advisories have played an impor-
tant part in mid-market deal activity.

In the past, if a founder and owner of 
the business thought about succession, he 
would never have thought private equity, 
because the asset class was not widely rec-
ognised then. As a matter of fact, it was 
feared. 

But as the number of successful deals 
piled up and data has become more easily 
available, business owners have studied past 
cases and have come to understand how 
private equity might work for them. There-
fore, intermediaries are now approaching 
private equity firms to know more about 
their activities and investment philosophies 
so that they can recommend the GPs to 
the families.

Nowadays in some cases word of mouth 
among families is becoming an important 
source of dealflow. We have actual cases in 
which families refer us to other families. 
Sometimes such referral occurs on the golf 
course even in our absence.

YT: Many GPs now have a lot of value-
adding approach. There are few manag-
ers that have operational partners, ››
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Rich potential: (from left) Satoru Arakawa,  
Koji Sasaki, Tadasu Matsuo, Shuzo Takahashi  

and Yasuyuki Tomita
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MEET THE ROUNDTABLE

SATORU ARAKAWA is a partner 
and investment committee 
member at J-STAR. Since joining 
J-STAR in 2007, he has been 
involved in deal origination, 
execution, and monitoring and 
exits. He has led the firm’s 
investments in Sanwa Service, 
Echigoya, JVCC, Platia and  
Nurse Call.

TADASU MATSUO is the 
managing director and head of 
alternative investment at Japan 
Post Insurance. Prior to joining JPI 
in 2016, he was senior managing 
director at Alternative Investment 
Capital and previously head of 
alternative investment at Daido 
Life Insurance. 

KOJI SASAKI is the president 
and managing partner of Tokio 
Marine Capital and has been with 
the firm for almost two decades. 
Sasaki previously worked with the 
Long-Term Credit Bank of Japan 
where he was involved with M&A 
advisory. He serves as a director 
in several Japanese corporations 
including Ropia, CONFEX and 
Asahi House Industry.

SHUZO TAKAHASHI is the head 
of private equity investment 
group at Japan’s Pension Fund 
Association, which invests on 
behalf of local corporate 
pensions. He has been covering 
a broad range of assets in PFA  
for more than 20 years.

YASUYUKI TOMITA is the 
managing director of DBJ Asset 
Management in charge of 
managing mandates of private 
equity funds from the 
Development Bank of Japan  
as well as other Japanese 
institutional investors.  
Prior to this, he was vice-
president at DBJ.

From the GP 
standpoint, 
the market 

downturn could be an 
advantage for us because 
pricing is coming down. 
We see better priced 
assets in the next three  
or four years
Satoru Arakawa 

but they have done many successful 
deals, learned lessons from the bad deals 
and increased capability in finding good 
companies.

Typically, family-owned businesses have 
no interest in strategic companies but 
after Japanese GPs have come in and made 
changes in management and enhanced the 
management incentive structure, they have 
shown much more interest.

Business succession has long been 

the favoured investment strategy of 

Japan-focused GPs. Are there any changes 

in the last year that have boosted dealmak-

ing in this space?

SA: About half of Japan’s 2.5 million small 
and medium-sized enterprises do not have 
successors so the government is now in 
talks on whether to allow regional banks 
to invest directly in companies. However, 

››
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with no investment experience it will be 
very hard to manage such companies.

In the last three years many regional 
banks teamed up with their peers for M&A 
activities and information-sharing about 
potential investment opportunities. They 
have now grown their local network and 
beefed up buyers and sellers information. 
Regional banks are also developing their 
M&A capabilities, which will in return 
mean more deal opportunities for firms 
like us.

KS: Dealflow in Japan has been increasing 
and it’s worthwhile to note that this rapid 
increase in family business deals has pushed 
up overall deal volumes. Japan’s ageing demo-
graphic has been a driving force of this.

But if you take a closer look behind 
this explosive increase in family business 
investments, you will notice that the lack 

KS: That means more competition, but we 
welcome it because they give us mid-market 
players new ideas on how to add value to 
companies. While there are new entrants, 
there are also firms that have ceased to oper-
ate in Japan. The reason for this is that there 
aren’t as many large deals in the domestic 
market, unlike in the US or Europe.

TM: When we undergo due diligence of 
GPs in the US or Europe, we always con-
sider that they have local staff or boots on 
the ground. To invest in Japan, they need to 
have Japanese staff who are well-versed in 
Japanese culture. However, I think it will 
take time before we will have a sufficient 
number of Japanese professionals who have 
a long-term track record of private equity 
fund investment. 

YT: Foreign firms with a global platform 
give us comfort but I feel there is a of lot 
potential among domestic GPs to develop 
their businesses globally. Mid-cap invest-
ment is the sweet spot for us compared to 
complicated and large carve-out deals ››

Doing co-
investments 
by ourselves 

requires a number of 
experienced staff and 
speed of execution. If we 
are not able to start a co-
investment programme, 
then the other alternative 
is to work with 
gatekeepers and advisors
Tadasu Matsuo 

of successor is not the only reason. We 
define family business succession deals in 
two ways. One, the founder is in his 60s or 
70s, wants to retire but has no successor, 
so he sells. Second, the founder passes his 
stake to his son or daughter, after which 
the younger generation after two to three 
years thinks about enhancing the business 
and increasing the value of the company 
by partnering with a firm that has the 
capital, network and resources to make 
the company much bigger. These younger 
entrepreneurs want to make a big change 
for the future and unlike the older gen-
eration are more open to talk to other 
sponsors to work with.

Foreign private equity firms have 

stepped up hiring and investment 

activity in Japan in the last two years. How 

will they fare in a “highly local market”?
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Younger 
entrepreneurs 
want to make a 

big change for the future 
and unlike the older 
generation are more 
open to talk to other 
sponsors to work with
Koji Sasaki 

that the foreign firms often do. I do hope 
many GPs stay in the mid-cap even if they 
raise a larger fund.

Shuzo Takahashi: We like the small and 
mid-market, but we need large players 
in Japan. After all, the country is still the 
third-largest economy in the world. I don’t 
mean that bigger is better. But almost every 
GP plays in the same stage and strategy. I 
don’t think this is healthy. For the domestic 
industry to grow, we need a variety of play-
ers in the market.

Co-investments and direct deals 

have gained momentum in the last 

couple of years. Are you seeing co-invest-

ing opportunities in Japan?

ST: PFA has been active in the co-invest-
ment space in the last five years. For large 
investors like us, it’s a must-have nowadays 

and an important component of the pri-
vate equity programme. However, there are 
many risks associated with co-investments, 
so we do these selectively and carefully.

LPs nowadays face tough competition 
in co-investment deal opportunities. The 
supply and demand balance has definitely 
changed from five years ago. 

In light of this, we have been trying to 
invest in relatively less competitive spaces 
like Japan, not only for buyouts but also 
for growth capital opportunities or even 
in mid to late-stage venture deals. We try 
to take advantage of the good and long-
term relationships we have with many 
Japanese GPs.

YT: At this moment in Japan co-investments 
are limited but growing. DBJ AM has 
teamed up with GPs and done co-invest-
ments in the domestic market and hope 

Who are Japan’s gatekeepers?

ST: Managing a big private equity 
programme with an investment team of 
just three is challenging work. We create 
the alternatives investment blueprint 
and design the long-term plan ourselves, 
but we have to outsource many aspects 
of the business such as administrative 
work and due diligence work especially 
for overseas investments. In Japan, where 
we can only invest through funds, asset 
management companies and trust banks 
extend the work of our team and this 
has worked well for us.

YT: Public pensions cannot do invest-
ments by themselves and there are 
still few people in these institutions 
who have experience in alternatives. 
As a gatekeeper ourselves, customising 
portfolios is key to becoming a suc-
cessful gatekeeper in Japan. We have to 
emphasise the partnership with overseas 
fund managers and make customised 
programmes that suit potential clients.
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to act as liaison partner for domestic and 
foreign investors that may have difficulty 
understanding Japanese culture.

We have also managed a co-investment 
programme with many Japanese regional 
banks to invest in foreign private equity 
funds. The aim is to develop investment 
and business opportunities with overseas 
private equity funds for regional banks and 
sustain regional communities.

Last year Japan Post Group initiated 
their co-investment programme in Japan 
and Asia markets. I think this stimulated 
activity in the Japanese market and some 
LPs have started thinking about this more 
proactively. However, most LPs cannot do 
co-investments because of some limita-
tion. They may not have the team and 
resources to evaluate the investment 
company and they cannot move quickly 
alongside GPs.

TM: JPI just started our alternatives pro-
gramme in the last two years, so we are 
in the initial stage where we work with 
third-party gatekeepers and advisors to 
build up the portfolio from scratch. In the 
second stage, two or three years from now, 
we hope we can be ready to make direct 
fund commitments by ourselves (not all 
of the annual budget but a portion of it). 
And in the third stage, about seven to 10 
years from now, our goal is to do co-invest-
ments as well as fund commitments. Doing 
co-investments by ourselves requires a 
number of experienced staff and speed 
of execution. If we are not able to start a 
co-investment programme, then the other 
alternative is to work with gatekeepers 
and advisors.

What would you like to see in the 

Japanese private equity market?

››

Almost every 
GP plays in the 
same stage 

and strategy … For the 
domestic industry to 
grow, we need a variety 
of players in the market
Shuzo Takahashi 

TM: The Japanese private equity market is 
predominantly a buyout market. There are 
some venture capital and growth capital 
focused firms, but that is a small number. As 
the domestic market deepens, we hope to 
see more variety. Hopefully we will also see 
the emergence of growth managers here, 
like in the US and Europe.

ST: There are far fewer sector-specific 
private equity funds in Japan than in the 
US and Europe. In addition, only a small 
number of GPs have sector teams. Pri-
vate equity is becoming more specialised, 
so in the future we expect to see more 
sector-specific players in Japan. Also, 
buy-and-build has become an important 
value creation strategy globally, however, 
we haven’t seen many of these in Japan. 
Perhaps domestic GPs are doing well 
generating organic growth, but I think 
there’s a lot of upside potential or room 
for improvement.

An economic downturn is on the 

horizon. How has your firm prepared 

for this?

ST: Having a consistent investment pace is 
key. We have already experienced several 
market cycles in our programme over 
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the years and learned a lot. Our investment 
strategy is all about achieving a good bal-
ance between a diversified portfolio and 
concentrating exposure to high quality GPs.

From a diversification point of view, we 
invest in some distressed debt and turna-
rounds, but we are not just focused on that. 
We don’t bet on any specific investment 
strategies.

TM: Private equity is a long-term invest-
ment, so whether we have good economic 
conditions or not, this does not really 
matter with the results expected 10 years 
from now. For me we don’t have to worry 
too much about the current conditions, 
or whether to stop commitments or to 
increase the size of our budget allocation. 
The important thing is to keep allocating 
to good performing funds within the annual 
budget. Continuous deployment in private 

equity is the key to success in the long-
term period.

SA: From the GP standpoint, the market 
downturn could be an advantage for us 
because pricing is coming down. We see 
better priced assets in the next three or 
four years.

What are you looking forward to this 

year?

YT: Many Japanese LPs have shown increas-
ing interest in private equity and demand 
for the asset class remains robust. We want 
to manage assets for them as much as we 
can. This year we tried to focus on the opti-
misation of our resources and partnerships 
with third-party, foreign fund managers to 
make us differentiated on the asset manage-
ment side.

On the investment side, financial institu-
tions are facing new regulations like Basel 
III and Solvency II capital standards, which 
might be a headwind for new commitments. 
That’s one challenge for us, how to con-
struct the portfolio given the changes in 
the regulatory environment.

TM: Japan Post Insurance started the alter-
natives programme with eight investment 
professionals less than two years ago. That 
number is now 13 today, so we have made 
good progress. We expect to hire more in 
the future as we develop and construct 
our programme. This year we plan to have 
more facetime with domestic as well as 
overseas GPs, meeting them, getting to 
know them better, and enhancing com-
munications with them.

ST: We expect to see more positive stories 
from private equity, that the industry brings 
more gyokai-saihen or industry reorganisa-
tion through more consolidation, regional 
acquisitions, and ultimately increasing Japan’s 
competitive power again. We believe private 
equity has a very important role in this. n

Japanese LPs 
have shown 
increasing 

interest in private equity 
and demand for the asset 
class remains robust
Yasuyuki Tomita 
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How Japan Post Insurance will  
deploy $7bn more in alternatives
The $700bn investor’s 
10-year roadmap for 
alternatives includes co-
investments and backing 
growth and venture 
managers in Japan, writes 
Carmela Mendoza

INVESTORS

Japan Post Insurance has a relatively new 
alternatives programme, having established 
its alternatives unit in April 2017. With a 
team of eight investment professionals in 
its alts team, the $700 billion insurer has 
designed an investment plan that would 
deploy as much as 1.5 percent of its total 
assets under management – about $10 bil-
lion – in private equity, real estate, infra-
structure and hedge funds by 2020.

In less than two years, the insurer has 
invested about $3 billion of its target alloca-
tion to alternatives. We take a look at how 
it plans to step up deploying the next $7 
billion.

PRIVATE EQUITY IS A PRIORITY

While JPI has not officially disclosed exact 
figures of each sub-asset class of its alterna-
tive investment plan, “private equity invest-
ment is one of the major sectors”, managing 
director and head of alternative investments 
Tadasu Matsuo told Private Equity Interna-
tional.

“Our investment thesis of alternatives 
is all about diversification, which means 
diversification of asset classes, geography, 
vintage and strategy,” Matsuo said. For 
private equity, that means the whole spec-
trum – from buyouts and venture capital, 
to growth and special situations. Mean-
while, diversification of geography means 
roughly 50 percent will be allocated to US, 
30 percent to Europe and 20 percent in 
Asia-Pacific.

VC AND GROWTH INVESTING IN 

JAPAN ARE TARGET AREAS

Private equity in Japan is composed mainly 
of mid-market players, but as the industry 
deepens and matures, expect JPI to back 

JAPAN POST INSURANCE

JPI has a $10bn target 
allocation to alternatives by 
2020, of which it has deployed 
about a third

Where JPI is investing

Sources: Private Equity International, Japan Post Insurance

corporate venture capital and growth man-
agers, too.

Matsuo told us: “There are some venture 
capital and growth capital focused firms but 
that is a small number… Hopefully we will 
also see the emergence of growth manag-
ers in the Japanese market, like in the US 
or Europe.”

CO-INVESTMENT IS ON THE 

ROADMAP

JPI is in the initial stage of its alternatives 
mid-term plan, building its portfolio from 
scratch by working with experienced third-
party gatekeepers and advisors. It is not in a 
rush, Matsuo said, and aims to follow a step-
by-step approach to develop its programme. 
In the second stage, or by 2020-21, it 
“hopes it could be ready to make direct 
fund commitments”. In the third stage, or 
about seven to 10 years from now, it will 
set out to do co-investments.

Matsuo is realistic. He noted: “Doing co-
investments by ourselves requires a number 
of experienced staff and speed of execution. 
If we are not able to start a co-investment 
programme, then the other alternative is to 
work with gatekeepers and advisors.”

IT PLANS TO STAFF UP

The insurer’s alternatives investment division 
has grown from eight investment profession-
als in April 2017 to 13 today. And it expects 
to hire more in the near future as it develops 
and constructs its programme, Matsuo said.

For 2019, JPI also plans to have more 
face-to-face meetings with both domestic 
and overseas GPs. “Meeting them, getting 
to know them better, and enhancing com-
munications with them” is a priority this 
year, he added. n

$3bn
Current allocation

$10bn
Target allocation

20%

30%

50%

US Europe Asia-Pacific
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…why the time is right for an aggressive overseas 

alternatives strategy

We have just started investing in alternative assets within the last 
year due to economic conditions, including the negative interest 
rate of Japanese government bonds. As a life insurance company, our 
liability is long term, and we guarantee almost 2 percent yield to our 
policy holders. So, we have to earn investment returns. As a result, 
JPI and other institutional investors in Japan have had to diversify.

…the pressure that comes from having $10 billion to 

invest

Not only outside pressure, but the internal pressure is also so 
harsh. However, I think this is not uncommon for Japanese insti-
tutional investors like us. Doing a new thing is not an easy task, 
but we have to because the market environment is so harsh.

…investing discipline

We have a 13- to 14-year average life of liabilities. We have some 
room to absorb the liquidity risk of making investments. In other 
words, we do not have to rush to accumulate assets in the short 
term. Instead, we should diversify the vintage with a step-by-
step approach.

…using a gatekeeper to assist in deploying capital

We have no experience of making alternative investments, neither 
in our investment team or our risk management team. Hence 
a step-by-step approach is appropriate for a very conservative 
institution like ours to start a new thing. In the first stage, maybe 
for the next couple of years, we will work with third-party advi-
sors and gatekeepers to make fund investments. I hope the second 
stage will start in two to three years from now, when we can 
gradually start to make direct fund investments.

…how JPI evaluates potential gatekeepers

Normally, we ask two to four candidates to submit a request for 
proposal. After receiving the RFP, we communicate internally to 
choose an advisor for a certain mandate. But the process takes 
about two or three months. After choosing the one potential 
candidate, we negotiate the terms and the mandate in detail, so 
that takes another couple of months.

…alternative investment return targets

Sacrificing a certain level of illiquid risk means that we also expect 
an illiquid premium for doing these investments. So, 6 to 10 per-
cent is the natural outcome, but it also depends on the risk-return 
profile of the investments. We do not expect 12 to 20 percent 
returns from core open-ended real estate fund investments in 
the US or Europe.

…hedging, taxes and other costs of investing overseas

Currency hedging cost is another headache for us. But alternative 
investments require a long-term perspective as well as a certain 
buffer of illiquid risk. As a matter of fact, we do not hedge real 
estate funds, private equity or infrastructure investments because 
we have not had a legacy portfolio of alternatives or alternative 
assets. So, we can absorb the currency risk to a certain degree.

…JPI’s alternative investment team

We started with eight investment professionals and now we have 
13 people. These professionals not only cover real estate fund 
investments, both domestic and globally, but also manage the global 
mandates for private equity, infrastructure equity and hedge funds.

…recruitment challenges for public institutions

Compensation is always one of the issues for recruitment, since 
an institution like ours cannot pay a huge salary. But having said 
that, we just started investing in alternatives with a long-term 
perspective. And because of the size of our AUM and longer-term 
plan for accumulating alternative assets, making a career in the 
alternatives field while working for a company like ours is not 
necessarily a bad choice, I believe. I am aiming to increase the 
headcount of the investment team to up to 20 in a year or two.

…the biggest risks facing Japanese investors making their 

overseas debut

We learned our lesson through the global financial crisis. The win-
ners of that turbulence in the market were those who continued 
investing and committing to the asset classes in the last five to 
10 years. The biggest risk is to stop investing in alternatives once 
you have started.

Interview by Arshiya Khullar

Japan Post Insurance’s alternatives head on…

IN HIS OWN WORDS: TADASU MATSUO



28 private equity international april  2019

 

For some deal teams, investing in industrial 
enterprises has fallen far out of favour, their 
sights set purely on new sectors driven by 
advances in technology: fin-tech, med-tech, 
energy-tech and e-commerce. 

However, Japanese veteran investor 
J-STAR is balancing both. The firm, which 
has been investing since 2006, is still finding 
ways to generate returns by revamping busi-
nesses in industrial niches. J-STAR manag-
ing partner Kenichi Harada and principal 
Hiroaki Kiriseko explain how.

What is your approach to growing 

an industrial business in an increas-

ingly high-tech marketplace?

Kenichi Harada: We have owned 30-plus 
companies over the years. There are vari-
ous circumstances to consider – bringing 
in younger management, introducing new 
technology, revitalising processes, and, at 
the same time, some owners would like to 
keep a 35 percent holding.

Supporting young entrepreneurs by 
re-energising the management team is key. 
While the majority of our portfolio compa-
nies have faced the challenge of generational 
transition, approximately one-third of the 
portfolio companies have entrepreneurial 

Fresh faces
For Japanese industrial businesses, a key growth driver is a revitalised management 
team, say J-STAR managing partner Kenichi Harada and principal Hiroaki Kiriseko

NEXT GENERATION

KEYNOTE INTERVIEW: J-STAR

Business 
succession is 
not just about 

buying a business from 
an old man and selling  
to someone else
Kenichi Harada 

When you invested in Harita 

Metal in December 2017, what 

were your goals for the metal recy-

cling business?

HK: Three things. First was renewal 
of capex. When we acquired a major-
ity stake, the business had an enter-
prise value of several billion yen. Its 
49-year-old owner and president 
knew it needed better access to capi-
tal markets. That prompted our initial 
conversations. The business operates 
shredders, rollers and other machines 
that process heavy-duty materials. 
They depreciate and need constant 
renewal and technical upgrades. New capital was immediately necessary.

The president had the vision that metal recycling should be essential infrastructure 
serving the entire economy. But we realised there was a gap between his vision and the 
reality of the business operation and that there was a lack of short to medium term busi-
ness planning. We also realised Harita needed to upgrade itself from family business to 
more of an institutionalised firm that can utilise external capital. We asked management 
to formulate a plan, which is closely linked to the capex schedule.

The third priority addressed its weak sales strategy. A recycling business cannot 
earn revenue by just existing. They needed to push sales initiatives. In a business like 
this, sales people need to be really good at analysis and know which client is really 
contributing to the top and bottom line. The sales team needed to configure the best 
client mix that will support the growth of the business, not simply send individuals 
out on the road to pitch. We hired a new person to formulate the sales strategy, as well 
as new resources within the sales team.

KH: The business is well located in Toyama Prefecture close to the Sea of Japan with 
6,000 clients ranging from small to large, and including domestic, Chinese and Korean 
businesses. A key piece of background to the business’s growth is China’s decision to 
stop taking industrial waste from other countries. That door has closed. This has created 
a headache for Japanese businesses and the government, providing an opportunity for 
Harita and Yokoi. Waste needs to be recycled in Japan. Waste that cannot currently be 
recycled needs to be stored. That presents a fire risk to which Yokoi offers the solution.

SHOWING YOUR METAL

Getting sorted: Harita Metal has overhauled its 
capital markets access and sales operations
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tended to be one-way, top-down report-
ing. They did not make a full contribution. 
Post-investment, younger team members 
who showed promise were invited to lead 
dialogue sessions.

KH: The business was run in a hierarchical, 
militaristic style. We changed that culture 
quite a bit. The intention was to run the 
business in a livelier and more interactive 
way. The business is benefiting from new 
blood and ideas that the previous board may 
never have come up with.
 

What challenges did this transition 

throw up?

KH: It is tough for a 37-year-old president to 
manage a board of older members. Even his 
father wanted to bring in younger talent. But 
given they had granted certain autonomy to 
each individual board member over separate 
functions, revitalising the board member-
ship itself was pretty difficult. Even though 
the president had a plan to do so, he realised 
he could not do it by himself. He felt stuck. 
He realised he needed outside help.

Our initial discussions encompassed the 
family’s involvement with the business, and 
how much longer they should stick with 
it. We observed that many board members 
paid their loyalty to the family itself, not 
necessarily the business. It became apparent 
to us that we needed to change the focus 
of their loyalty to the business.

By changing the board composition, 
a trade-off was that the president lost a 
couple of reliable elder executives who he 
used to consult. So now we need to fill that 
gap; we are now the consultants. We hold 
a bi-monthly meeting of the president, 

young owner CEOs who keep investing in 
the business with us. Business succession 
is not just about buying a business from an 
old man and selling to someone else and 
that is it. Our approach has been to help 
them retain younger talent and upgrade 
their systems to keep up with the changing 
business environment.

Why is younger management impor-

tant?

Hiroaki Kiriseko: Succession is a feature of 
most buyouts in Japan. Yokoi Manufacturing 
is a good example of transitioning between 
generations. The company produces fire 
extinguisher products such as hoses and 
hydrants. It is a mature and stable market 
with high barriers to entry and only three 
major players, of which Yokoi is one with 40 
percent market share. But it needed help. 
The president, Ryo Yokoi, was 37 years old 
when we started discussions with him in 
2017 – he was a third-generation owner 

of a business founded in 1958 built by his 
father and grandfather. Our first conver-
sations with him were about generational 
change.

Our first priority post-acquisition 
in December 2017 was to revitalise the 
management team. While its president was 
young, the Yokoi management team were 
all about 70 years old, including the CFO. 
We wanted to bring in younger talent. As a 
first step, we hired a new CFO. The previ-
ous one retired just after our investment. 
We selected the new one out of a pool of 
two-dozen candidates. He had no experi-
ence in the fire hydrant and extinguisher 
industry – he used to work at a larger scale 
electrical appliance manufacturer – but he 
came with fresh eyes.

We also made use of internal talents. 
We encouraged the business to promote 
younger talent and to introduce educa-
tional programmes and training. One 
J-STAR staff member is deployed on 
secondment to the company to oversee 
the training of younger management staff. 
He also assists the CFO.

And the results from refreshing the 

team?

HK: It has changed the management style. 
Prior to J-STAR’s acquisition, Yokoi had 
various divisions and units that worked 
in silos, where the respective person in 
charge guarded their patch. The business 
was encouraged to bridge these walls and 
drop the silo mentality so the leadership 
could manage the whole group as one 
company. Before we invested, the president 
had already invited younger members of 
the team to attend board meetings. But it ››

Harada: the intention was to run the business in 
a livelier way
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the CFO and a J-STAR team member, 
which takes place away from the regular 
board meeting. These are sessions in which 
we want the president to feel comfortable 
sharing his immediate concerns or any chal-
lenges. We listen and consider how these 
may impact our plans for the business.
 

What other changes have you made 

at Yokoi?

KH: In terms of cost efficiencies, Yokoi is 
a very labour-intensive business, so the 
quality of labour is a key determinant of 
growth. How to secure the labour force, 
where to do it, and how to do it are things 
we are working on. We are beginning to 

outsource certain tasks. We are also explor-
ing new business areas. Fire extinguisher 
equipment is such a niche market that you 
cannot expect double-digit growth going 
forward focused on this single business line, 
so we are helping Yokoi to develop new, 
more widely applicable business lines. One 
is to add new fire prevention systems to 
waste pits and dump sites for waste man-
agement and recycling businesses, which 
automatically extinguish a blaze. These are 
the kinds of themes we have been thinking 
about, inspired by our ownership of Harita 
Metal, which recycles scrap. 

How will this initiative boost EBITDA?

KH: Installation of a fire preven-
tion system at Harita is taking place this 
summer. For Harita, it is risk mitigation 
and beneficial over the long run. For Yokoi, 
it is revenue positive. We are also exploring 
new client bases for Yokoi, such as biomass 
power generation businesses that store 
flammable waste. However, Yokoi products 
are already in high demand and produc-
tion is at capacity, so the business might 
need to hire more people. But this is a 
pure B2B play and the margins are really 
lucrative. It is a growth engine from Fund 
III’s point of view.

The bigger picture is to revive old 
economy businesses with newer technol-
ogy like artificial intelligence or robotics. 
AI is not just for IT companies. At Harita, 
they are introducing better efficiencies in 
the scrapyard using AI. One idea is to use 
image sensors that can determine the com-
position of materials and segregate them. 
These initiatives also apply to automated 
document handling of regulatory permits 
for sign-off, filing or submission. AI-aided 
scanning for classification and sorting of 
numerous pieces of regulatory paperwork 
specific to the recycling business would 
substantially enhance business manage-
ment efficiency. n

››

Kiriseko: the first priority was to revitalise the 
management team

Many GPs are targeting tech-driven growth. What attracted you to an old-school 

manufacturing company like Yokoi?

HK: A boutique advisory firm introduced us to the company. J-Star Fund III invested 
in the business in December 2017 and acquired 65 percent, and management retained 
35 percent. The enterprise value back then was several billion yen. As mentioned, the 
business is very dominant in fire extinguisher equipment and hydrant manufacturing 
with a sizeable market share. 

In addition to supporting the president with a re-energised management team, 

where else have you focused your attention?

KH: We are currently working on a strategy for the hydrant side of the business. 
It is very seasonal because the client base includes many local municipalities and 
their procurement cycle is synchronised with the fiscal year that starts on 1 April.

 This means the manufacturing segment is pretty busy over the winter and 
toward the beginning of the fiscal year and production capacity is scarce. Very high 

seasonality and tight capac-
ity are the main challenges. 
In response, we are trying to 
help the company run their 
inventory management and 
production cycle over the 
course of the year in a more 
efficient manner. We are also 
reviewing cost efficiencies 
and manufacturing solutions 
for different product types.

FIRING UP GROWTH

New direction: Yokoi Manufacturing promoted internally 
to find new ideas
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Help wanted
A shrinking workforce and lack of experienced investment professionals are 
threatening the future of institutional investor capital in the country, writes  
Carmela Mendoza

In Japan, the size and growth of the work-
ing population has been a key challenge 
for companies. This issue is also being felt 
by the investor community as it looks to 
increase allocations to alternatives.

According to Yasuyuki Tomita, managing 
director and co-head of the global invest-
ment management department of Devel-
opment Bank of Japan Asset Management, 
limited human resources is a main challenge 
for the firm. DBJ AM employs 30 invest-
ment professionals who invest and manage 
assets for the firm across private equity and 
infrastructure.

Although DBJ AM plans to hire more, 
what makes it tougher, said Tomita, is that 
there are few people in Japan who are expe-
rienced in fund investments. “Staff can learn 
an investment process for one to two years, 
but the most important thing for manager 
selection is to understand how the market 
behaves in a downcycle like in the past. It is 
difficult to teach this given the good market 
conditions that we have now.”

DBJ AM started investing in private 
equity in 2002, consistently deploying 
between $200 million and $300 million 
annually regardless of the cycle, Tomita 
told Private Equity International. The inves-
tor’s AUM as of March 2019 stood at ¥900 
billion ($8.1 billion; €7.1 billion).

Its private equity portfolio allocation 
plan is roughly 60 percent in buyouts, 20 
percent in mezzanine and distressed situ-
ations, and 20 percent in growth capital. 
DBJ AM also allocates about 20 percent into 
the Japanese market and manages separate 
accounts on behalf of domestic investors.

The Pension Fund Association of Japan is 

INVESTOR STRATEGIES

another giant investor struggling to deploy 
hundreds of millions in the asset class annu-
ally with limited resources. PFA, which has 
¥11.9 trillion of assets, has an investment 
team of just three people, according to 
Shuzo Takahashi, head of private equity. 
PFA set up its private equity programme 
in 2002 and has consistently deployed about 
$600 million every year across fund com-
mitments and co-investments.

Outsourcing administrative work and 
due diligence has been the preferred solu-
tion for them. “In Japan, asset management 

LP FOCUS

companies and trust banks extend the work 
of our team, and it works well. On the other 
hand, we ourselves create the blueprint or 
long-term plan for our private equity pro-
gramme.” 

Quicker fundraising cycles have added 
another layer of complexity to investors’ 
staffing issue. “Nowadays, the gap between 
the capital allocations and the start of the 
investment period has gotten longer. It is 
challenging to manage actual vintage year 
diversification in the current fundraising 
environment,” Takahashi noted. n

GIANT INVESTORS

WHERE THEY ARE INVESTING

Assets under management 

Pension Fund Association Development Bank of Japan 
Asset Management

Sources: Private Equity International, Pension Fund Association of 
Japan, Development Bank of Japan Asset Management

Sources:  Private Equity International, Pension Fund Association of Japan, Development Bank of Japan Asset Management
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Global firms  
march on Japan
Overseas managers are being lured by the promise of 
corporate divestitures, but they face an uphill climb in 
breaking into Japan, writes Alex Lynn

NEW ENTRANTS

Japan is becoming the destination of choice 
for global private equity firms.

Apollo Global Management became the 
latest blue-chip to plant its flag in Tokyo 
with a new office late in 2018, following a 
similar move by London’s Pantheon several 
months prior. Scandinavian giant EQT is 
also mulling an outpost in the city.

The Carlyle Group – which has been in 
Japan for almost two decades – KKR and 
Blackstone have also been staffing up their 
existing deal and advisory teams in Japan.

“When we started here in 2000, there 
was almost no private equity industry 
besides a few local players,” Kazuhiro 
Yamada, head of Carlyle Japan, tells Private 
Equity International. “In the last two to three 
years, the private equity industry here has 
really evolved.”

BLOCKBUSTERS 

Growing interest from mega-firms is due 
in part to the proliferation of mega-deal 
opportunities.

Traditionally, almost all companies in 
Japan hold other companies’ shares in order 
to expand or maintain the business relation-
ship – a remnant of traditional business 
relationships as well as part of anti-takeover 
measures against foreign companies post-
Second World War. Japan’s recent Steward-
ship Code is now prompting some owners 
to focus more on their core businesses and to 
spin-off non-core segments, which can now 
be done tax-free. This has created attractive 
buyout opportunities for private equity firms. 

to local firms with strong domestic rela-
tionships, cultural understanding and the 
same language.

“Japan is a tough market,” says David 
Gross-Loh, managing partner of Asia for 
Bain Capital, which has had a physical pres-
ence in Japan for more than a decade. “It 
takes years to build teams, relationships and 
credibility.”

Bain had to work with the Tokyo Stock 
Exchange; TMC’s customers; the govern-
ment and the semiconductor industry in 
China, among others, to get its Toshiba 
deal over the line, Gross-Loh says. The firm 
also spent three years speaking to Hiroshi 
Hashimoto, founder of hot spring chain 
Oedo-Onsen, to help him understand its 
approach and culture before acquiring the 
business in 2015.

“Japanese firms have a home-field advan-
tage today and in the mid-market segment 

These deals can involve big bucks. A Bain 
Capital-led consortium completed Japan’s 
largest private equity buyout in 2018 when 
it acquired Toshiba Corporation’s chipmak-
ing unit, TMC, for $18 billion.

Carlyle, which has traditionally invested 
in Japanese mid-caps, is now looking at 
large corporate carve-out opportunities in 
addition to those within its original seg-
ment, Yamada says. The firm hired former 
Morgan Stanley managing director Tomo-
fumi Matsuyama in December to focus on 
large technology and industrial spin-off 
opportunities.

Spin-off opportunities are “very com-
petitive” and always involve auction pro-
cesses, Yamada notes.

Corporate divestitures account for most 
of the large-deal segment of $200 million 
or more and the number of such deals in 
Japan fell to three in 2018 from eight a 
year earlier, according to Bain & Co’s Asia-
Pacific Private Equity Report 2019. Fewer 
deals caused the average transaction value 
to drop to $67 million last year from $344 
million in 2017, though the latter figure was 
warped by the Toshiba deal.

Bain & Co also attributed the decline 
to a lack of pressure on sellers to dispose 
of quality assets, with shareholders opting 
to improve their balance sheets through 
alternative means.

HOME-FIELD ADVANTAGE

Breaking Japan is easier said than done for 
global players, who can be at a disadvantage 
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In the last two to 
three years, the 
private equity 

industry here has really 
evolved
Kazuhiro Yamada

only global mega-firm to have raised a Japan 
fund. It is in the early stages of raising its 
fourth Japan buyout fund, for which it is 
expected to seek ¥200 billion, according to 
Bloomberg. The firm declined to comment 
on fundraising.

“We’ve seen a progression in locally 
owned Japanese firms raising capital to 
invest both domestically and abroad, but 
global firms setting up Japan funds is unu-
sual and not something we see too often,” 
Lerner adds. “I don’t think we’ll see many 
other global firms setting up Japan dedi-
cated funds – we’re more likely to see more 
talent setting up independent shops.”

Pan-Asian funds do have considerable 
firepower compared with smaller Japan 
funds. KKR collected $9.3 billion for its 
third Asia fund in 2017 and identified large 
Japanese carve-outs as an area of interest. 
The firm has five Japanese businesses in its 

Tokyo drift: global firms are 
growing their presence in Japan

portfolio, according to its website. London’s 
CVC Capital Partners is reportedly seeking 
$4 billion for its fifth pan-Asia fund and 
has completed four investments in Japan 
to date.

TOUGH CROWD

Local teams are crucial for international 
firms hoping to invest in Japan but building 
these can be tricky. “It took us some time 
to build up a local team, which we have 
relied on to forge relationships,” Gross-Loh 
recalls. Bain employs 21 staff in its Tokyo 
office, according to its website.

One obstacle for global firms is a lim-
ited number of potential candidates with 
private equity experience in Japan, Yamada 
adds. Bain & Co’s report also identifies 
recruitment and staff retention as a chal-
lenge in Japan. 

“People working at Carlyle are being 
targeted by recruiters so it is important 
for me to spend time deciding how best 
to retain them,” he says, pointing to carry 
as one such incentive. Carlyle currently 
has 19 investment professionals in Japan. 
Four of its five managing directors have an 
average 14 years’ experience at the firm, 
with the fifth being the new appointment 
Matsuyama.

“We hire junior MBAs who are familiar 
with the Japanese culture and business and 
have experience working overseas, and we 
educate them about private equity inter-
nally. That’s the best way to keep staff and 
expand our resources.” n

a lack of familiarity or scepticism of foreign 
players may persist,” says Chris Lerner, head 
of Asia for placement agent Eaton Partners.

The majority of capital dedicated to 
Japan has been raised by domestic players in 
recent years. Managers collected $1.5 bil-
lion across five Japan-focused private equity 
funds last year and $5.5 billion across 16 
funds in 2017, a five-year high, according 
to PEI data. Japan’s Marunouchi Capital, 
which is backed by Mitsubishi Corp and 
Bank of Tokyo-Mitsubishi UFJ, collected 
¥94.3 billion ($848 million; €753 million) 
across two funds in 2018 – more than any 
other buyout firm.

Only one of the Japan funds closed last 
year was managed by a firm headquar-
tered outside of the country: US-based 
Salesforce Ventures raised $100 million 
for the Salesforce Japan Trailblazer Fund, 
a venture capital vehicle, and Carlyle is the 
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‘Each investor has a unique goal’
Domestic LPs are taking 
a more sophisticated 
approach to private  
equity, which involves the 
greater use of separate 
accounts, says Ryo Ohira,  
Neuberger Berman’s head 
of East Asia

SEPARATE ACCOUNT

KEYNOTE INTERVIEW: NEUBERGER BERMAN

One of the most marked investment trends 
to emerge from Japan in the last decade is 
the increased interest of domestic inves-
tors in alternatives. That is reflected in the 
significant growth in assets under manage-
ment by Neuberger Berman Japan since it 
established its Tokyo office in 2008, with 
private assets now comprising about 10 
percent of its $50 billion Japan portfolio. 
Ryo Ohira, managing director and head of 
East Asia, says domestic LPs are taking a 
more sophisticated approach to private 
equity, especially towards co-investments 
and secondaries transactions.

How did the firm begin accessing 

the local market? What strategies 

worked?

Since our inception, Japanese investors have 
valued our long-term global experience, 
“client-first” culture and diverse invest-
ment strategies across various asset classes. 
That has driven growth of our private asset 
business which now comprises $5 billion 
or about 10 percent of our Japan portfolio. 
Japan is now the second-largest country 
within our firm-wide private equity busi-
ness in terms of commitments managed and 
we continue to commit our resources here.

The firm’s private assets in Japan have 
increased significantly in the last three years 
because of domestic LPs’ growing appetite 

for alternatives. They have also gotten more 
sophisticated and have more custom invest-
ment goals. Some prefer large-cap buyouts 
while others ask for more investments in 
infrastructure/real assets. Because of our 
global resources and solid infrastructure 
including our middle and back office, we 
can customise our offerings towards their 
specific needs in separate account format 
while scaling the business.

Historically-conservative Japanese 

institutional investors have pushed 

into alternatives in recent years. What are 

they seeking?

In the last decade our client relationships 
for private assets have grown steadily. Back 
in 2008, our private assets product offer-
ing was mostly commingled funds includ-
ing diversified fund of funds and secondary 
fund products. In the last three years, we 
have worked on more than 10 customised 
separate account programmes with Japa-
nese LPs.

Ohira: LPs are getting more sophisticated

GREATER VARIETY

Source: Neuberger Berman Japan
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Having an on-the-ground presence is 
essential to understanding what the domes-
tic LPs want and need. We have a team of 80 
people in Tokyo who can deal with detailed 
reporting timely and accurately in the local 
language. In addition, our local back-office 
operations here are smoothly executing 
capital calls and distributions which is 
very important. Finally, access to dealflow 
is another benefit of having a local presence.

We also cover Japanese clients in the 
same time zone from our Hong Kong office. 
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‘Each investor has a unique goal’

KEYNOTE INTERVIEW: NEUBERGER BERMAN

In addition, we established in 2014 a “Pri-
vate Equity Japan Desk” within our private 
equity investment team in New York with 
a Japanese professional who works exclu-
sively on portfolio management and client 
services for our Japanese LPs. That team 
is expanding to better serve our domestic 
clients, which is another reason why they 
have started to give us more complicated 
mandates in the last three years.

How do you customise your offerings 

for each LP?

As our institutional investors acquire more 
experience in private equity investing, each 
investor has a unique investment goal. 
Sometimes we construct a separate account 
programme that is income-oriented. We 
also manage separate account programmes 
that are buyout-focused, as well as those 
with more globally diversified portfolios. 
For example, one of the large financial insti-
tutions that has experience in investing in 
well-known mega/large-cap buyout funds 
leverages Neuberger Berman’s relationships 
with premier small/middle market buyout 

››

growth and acquisitions or allow a GP to 
return some capital while still maintaining 
the ability to benefit from continued upside.

Part of our approach as a co-investor is 
to be user-friendly for the GP. Gathering 
co-investors can be a challenging process – 
we seek to identify our key diligence issues 
for a GP early and to provide quick feed-
back on our level of interest. This includes 
providing a quick decline to a GP if a trans-
action does not fit our profile. This allows 
the GP to move on to other potential co-
investors early in the process rather than 
needing to scramble at the end of a deal 
to find capital.

We bring this same approach to the 
Japanese co-investment market. The chal-
lenge in Japan is that it has not seen as 
many transactions needing co-investment 
as other markets. But this is changing, as 
the market sees more carve-out deals from 
big conglomerates due to pressure from 
shareholders these days.

Are there any co-investment risks 

that are unique to the Japanese 

market?

We find the co-investment risks similar to 
the risks of other developed markets around 
the world. Japan GPs are interested in part-
nering with their LPs, and the companies 
they are investing in are generally high-
quality, well-run and productive.

The Japanese market has been favourable 
for exits and recapitalisations, so we are not 
concerned about liquidity in the market. 
This allows us to focus on the risks and 
opportunities of individual deals.

One unique characteristic of the Japa-
nese market is the lending market. We find 
that banks are willing to lend aggressively 
to transactions, especially deals where they 
find a margin of safety. This translates 

CUSTOMISABLE INVESTING

Customisation by investment strategy, asset class, geography  
and more

Source: Neuberger Berman Japan
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funds as it is often difficult to access those 
firms and maintain the relationships from 
Japan. Those investors use our platform as 
an extension of their resources to comple-
ment their overall private equity investment 
activities.

How are you expanding your private 

equity platform in Japan?

We are focused on expanding co-invest-
ments and secondaries transactions. We 
have been selectively reviewing and exe-
cuting co-investments in Japan over the 
last decade. Our co-investment platform 
has several advantages in the market that 
we bring to Japan. In addition to looking 
at traditional syndicated transactions, our 
deep resources give us the ability to “co-
underwrite” transactions alongside GPs. We 
have the ability to write large cheques for 
transactions we like, which differentiates 
us from other co-investors. Additionally, 
we can invest in mid-life opportunities in 
which we invest in existing portfolio com-
panies of leading private equity firms. These 
situations can provide additional capital for 
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›› to relatively high debt to EBITDA levels 
and low interest rates. In the US, larger 
loans have limited covenants, but in Japan 
banks still require very strong covenants. 

As a global investor, we need to focus on 
currency risk. When we underwrite a trans-
action in Japanese yen, we take into account 
the potential depreciation of the currency. 
Apart from this, there is not a lot of risk 
involved that is specific to Japan. Counter-
balancing the potential risks, we consider 
Japan to be an attractive market for control 
buyout transactions as many companies tar-
geted by private equity are well managed, 
and leverage is available at very low interest 
rates. In addition, there is a strong pipeline 
of potential investments with small and 
middle market Japanese companies, which 
have a need for succession planning.

How would you characterise the 

secondaries market in Japan?

Historically, secondary transactions in Japa-
nese private equity funds have been fairly 
limited. However, with the growth of the 
market we expect secondary transaction 
volumes to increase, including both tra-
ditional LP-secondaries as well as GP-led 
transactions.

In the US and Europe, GPs are increas-
ingly using structured, GP-led transactions 
as a portfolio management tool in order to 
provide liquidity options for LPs.

One area where we would expect to see 
more activity is among GPs that are pre-
paring to raise new funds but have not yet 
generated meaningful liquidity from their 
prior fund. As fundraising cycles have gotten 
compressed, many GPs are looking for alter-
native ways to generate liquidity rather than 
selling one of their best-performing portfo-
lio companies prematurely. GP-led strip sale 
structures provide an attractive alternative, 
allowing the GP to generate liquidity for 
their LPs while also validating their net asset 
value through a third-party investment. This 

has not happened yet in Japan, but I think 
local GPs will begin to evaluate these tech-
niques – via a continuation fund, strip sale 
or tender offer – especially for those who 
are about to raise their next fund without 
showing any realised investments.

Are there any specific strategies that 

are set to grow in Japan?

Another transaction that we believe will 
happen as the Japanese market evolves is GP 
stakes investments. By becoming minority 
owners of the GP, rather than a limited part-
ner in the manager’s funds, investors can “sit 
on the manager’s side of the table” and actu-
ally receive a portion of the management 
fees, carried interest and other economics 
paid to the private equity firm by other 
investors. Many times, these minority stake 
sales are driven by succession planning as 
the founding generation begins to consider 
retirement. The next generation of manage-
ment typically does not have the capital to 
buy out the founders on an arms-length 
basis and may also lack the personal wealth 
to fund future GP commitments by them-
selves. In addition, many LPs are now look-
ing for their managers to actually increase 
the size of their GP commitments in order 
to create a better alignment of interest. 
Outside capital from a minority investor 
can help solve these issues and smooth the 
transition from one generation to the next. 
Japanese GPs, many of whom were founded 

in the late 1990s or early 2000s, will need 
to think more seriously about succession 
and we believe that minority stake sales will 
become much more common domestically 
just as they have abroad.

What other parts of the business do 

you plan to build?

We have expanded our private equity team 
in the region and hired former senior 
investment professionals from Singapore’s 
GIC, the Hong Kong Monetary Authority 
and Canada Pension Plan Investment Board 
in recent years. We envision continuing with 
this expansion.

We want to be a one-stop shop for 
Japanese GPs, similar to the US: becoming 
not just a primary capital provider but also 
providing secondaries, co-investment, debt 
and GP-stake capital to partner with GPs.

Lastly, we also want to continue to be a 
leader, educator, and resource for the region 
on integrating ESG into investments. We 
have focused on ESG investing, are awarded 
top score (A+) for private equity in the 
most recent PRI assessment report*, and 
are highly committed to constructive 
engagement with both public and private 
companies, assessing ESG factors in their 
private equity transactions in a transpar-
ent way. Japanese asset owners recognise 
the importance of sustainable investing and 
they are eager to actively engage their GPs 
and portfolio companies.

The rest of the world is a bit ahead of 
Japan private equity, but the regional inves-
tor community, both GPs and LPs, are get-
ting more sophisticated and are starting to 
embrace such changes. Slowly but surely, I 
believe these changes will come. n

The challenge 
in Japan is that 
it has not seen 

as many transactions 
needing co-investment  
as other markets. But this 
is changing

* PRI scores are based on information reported directly by PRI sig-
natories, of which investment managers totalled 1,120 for 2018
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On the move
Japanese insurers are 
broadening their search 
for yield and pushing  
into more offshore  
private equity, writes 
Carmela Mendoza

INSURERS

LP FOCUS

With a population of almost 130 million, 
Japan is one of the world’s largest life insur-
ance markets. Assets in the industry reached 
about ¥381.3 trillion ($3.4 trillion; €3 tril-
lion) as of fiscal year 2017, growing about 
¥10 trillion annually since 2013, according 
to the latest data from The Life Insurance 
Association of Japan.

Japan Post Insurance started its alterna-
tives programme in 2017 and has made a 
¥30 billion anchor commitment to Japan 
Post Investment Corporation. JPI wants 
to deploy as much as 1.5 percent of its 
total assets under management – about 
$10 billion – in private equity, real estate, 
infrastructure and hedge funds by 2020 and 
has invested about a third of its target in 
alternatives to date.

Nippon Life Insurance’s private equity 
fund commitments, meanwhile, can be 
traced back to the late 1990s, according 
to PEI data. The ¥67.1 trillion insurer has 
made capital commitments to funds man-
aged by TPG, Apax Partners, 3i Group, 
Bridgepoint and Palatine Private Equity.

Dai-ichi Life Insurance Company, with 
¥38.1 trillion of assets, has been an active 
investor in European private equity. It has 
backed Carlyle’s Europe fund, Swedish 
firm EQT’s seventh flagship fund and third 
infrastructure fund and Montagu Private 
Equity’s fifth fund. Daido Life Insurance, 
which has a ¥66.9 trillion pool of capital, 
has in recent years invested in Alternative 
Investment Capital’s third fund, Rising 
Japan Equity’s second fund and CEJ Capital’s 
debut cyber excellence fund. n

JAPAN INSURERS: THE BIG PICTURE

Source: Life Insurance Factbook 2018 , The Life Insurance 
Association of Japan

Source: Private Equity International

Source: Private Equity International

Latest capital commitments

Japanese insurers’ total assets 
under management

Note: As of end of fiscal year 2017, excludes Japan Post 
Insurance 

Source: Life Insurance Factbook 2018 , The Life Insurance 
Association of Japan
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INSURER FUND NAME MANAGER VINTAGE YEAR STRATEGIES

Dai-ichi Life Insurance 
Company

UTEC Investment Limited 
Partnership No. 4

University of 
Tokyo Edge 
Capital

2018 Venture Capital/
Growth Equity

Daido Life Insurance Rising Japan Equity II Rising Japan 
Equity

2018 Buyout/Corporate 
Private Equity

Japan Post Insurance JP Investment I Japan Post 
Investment 
Corporation

2018 Buyout/Corporate 
Private Equity

Sompo Japan 
Nipponkoa Insurance

Cybernic Excellence Japan 
Fund 1 Investment

CEJ Capital 2018 Venture Capital/
Growth Equity

Sony Life Insurance SFV.GB Global Brain 
Corporation

2018 Venture Capital/
Growth Equity

Dai-ichi Life Insurance 
Company

EQT VIII EQT 2017 Buyout/Corporate 
Private Equity

Daido Life Insurance EQT VIII EQT 2017 Buyout/Corporate 
Private Equity
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Hitting targets
FUNDRAISING

DATA ROOM

Source: Private Equity International

Source: Private Equity International Source: Private Equity International

Source: Private Equity International

SIGNS OF A SLOWDOWN

ABOVE AND BEYOND

KEEPING PACE EXCEEDING EXPECTATIONS

Japan-focused private equity fundraising (2014-18)

Proportion of Japan-focused funds that met their targets

Average size of Japan-focused 
private equity funds ($m)

Capital raised by Japan-focused 
funds compared to targets ($m)

2014 2015 2016 2017 2018 2014 2015 2016 2017 2018

2014 2015 2016 2017 2018

2014 2015 2016 2017 2018

%

$bn No

Below target On target Above target

Note: Total capital raised – total capital targeted

Capital raised ($bn) Number of funds closed

After a stellar year in 2017, 
fundraising fell back in 
2018. But those funds that 
did close exceeded their 
goals, show the latest data 
from PEI
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44
Number of funds closed (2014-18)

$2.805bn
Difference between total capital 
targeted and raised (2014-18)

DATA ROOM

Source: Private Equity International

Source: Private Equity International

Source: Private Equity International

HOME GROUND

STRATEGIC APPROACH

DIVERSIFICATION DRIVE

Regional focus of Japan-based 
funds (2014-18)

Strategy of Japan-focused and Japan-based funds (2014-18)

Sector focus of Japan-focused and Japan-based funds (2014-18)

Japan

Asia-Pacific (excl. Japan-specific funds)

Multi-Regional

North America

Buyout/corporate  
private equity

Venture capital/ 
growth equity

Fund of funds/ 
co-investment

Secondaries

Diversified TMT Energy / Oil & Gas

Japan-focused Japan-headquartered

71%

8%

7%

14%

Japan-headquartered

Japan-focused

%

2%
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XXXXLOCAL LOWDOWN

Where to eat, drink and raise capital
The top LP locations? The most jaw-dropping view? 
The best place for breakfast? Two Tokyo-based 
executives give their tips for first-time visitors

TOKYO

Which airport should I fly into: Haneda 

or Narita?

“Haneda. It’s closer to central Tokyo and 
offers more international flights,” says 
Kazushige Kobayashi, managing director 
and head of primaries, Asia for Capital 
Dynamics. Hideyuki Tozawa, managing 
director and co-head of BDA Partners’ 
Tokyo office, agrees: “Haneda has easy to 
access to Tokyo.”

Where’s the best place for a breakfast 

meeting?

Aman’s restaurant on the 33rd floor in 
Otemachi “provides a relaxing atmosphere 
and superb views overlooking the Impe-
rial Palace”, says Kobayashi. Tozawa suggests 
the main lobby lounge at New Otani for 
its “wide open space and nice views of its 
Japanese garden”. 

Which restaurant would impress a 

client? 

“Hinokizaka in Ritz Carlton – nice sushi 
with a beautiful view from Tokyo midtown,” 
says Tozawa. Kobayashi says he takes clients 
to local restaurants for sushi or yakitori 
(skewered chicken) because they are “are 
better than Michelin star restaurants”.
 
Which building has the most jaw-

dropping view?

Kobayashi recommends the lounge bar of 
Conrad Tokyo or Andaz in Toranomon Hills 
for its “views of the city’s skyscrapers as 
well as Tokyo Tower”. Tozawa plumps for the 
recently completed 30-storey Marunouchi 
Nijubashi Building in front of the Imperial 
Palace.

Where’s the most enjoyable day trip? 

Kobayashi advises the hour train ride to the 
Zen temples and gardens of Kamakura, the 
centre of Japanese politics from 13th to 
the 15th centuries. Tozawa suggests the hot 
springs at Hakone (“preferably for a one-
night stay”) where there are spectacular 
views of Mt. Fuji and its lakes on a clear day.

Where should I pick up a last-minute 

gift?

“Ginza Six shopping mall,” says Kobayashi. 
“There are shops for very nice Japanese-
style tableware such as glasses for Japanese 
sake or beer.” nBig attraction: the Great Buddha in the ancient capital of Kamakura is perfect for a day trip

Where’s the best place to stay?

“For business, try the Palace Hotel Tokyo 
in Otemachi. For a private visit, opt for the 
Park Hyatt in Shinjuku. The Palace Hotel 
is nearby the Imperial Palace and Park 
Hyatt is relatively quiet and its service is 
very good,” says Kobayashi. “The Conrad 
Tokyo has beautiful views of Tokyo Bay,” 
adds Tozawa.

What’s the best neighbourhood for a 

night out?

Ginza for its “easy to access from 
Marunouchi” and because it has “lots of 
nice restaurants and bars”.

Where’s the best place for a morning 

run?

The 5km run round the Imperial Palace is 
the agreed choice, especially in late March/ 
early April for the cherry blossoms.

Where’s the best place for LPs? 

To plug into Japan’s growing interest in 
alternatives from insurers, pension funds 
and asset managers, Capital Dynamics’ 
Kobayashi advises centring yourself in 
Tokyo’s financial district.

“Almost all limited partners are 
based in the Otemachi/Marunouchi 
central business district area,” he says.
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