
1

Jurisdictional Q&A – Japan

1. What are the main reasons foreign investors 
invest in your jurisdiction? 

According to the most recently available  
statistics, Japan received foreign direct  
investment of JPY 28.6 trillion by the end of 
2017 and around JPY 30 trillion by the end  
of June 2018 (https://www.jetro.go.jp/invest/
ijre/report2018/ch1.html). Although investors  
from the US top the list with a share  
constituting around 23.4% of all investors,  
recently more and more Asian investors  
including those from China and Hong Kong (and 
those investing through the Cayman Islands 
and other tax havens) are investing in Japan  
and the investment from Asia has increased 
around 10-fold from 2000 (as of 2017).  
Japan is hoping to increase foreign investment 
to JPY 35 trillion by 2020 (http://www.invest- 
japan.go.jp/committee/council_07/shiryo_01- 
2.pdf).

Some of the myriad reasons foreign investors 
choose to invest in Japan are as follows:

(1)

(2)

(3)

(4)

Please note too that Japan is nearly corruption- 
free.  Only 27 people faced prosecution for 
bribery-related crimes in 2017 (http://www.
courts.go.jp/app/files/toukei/945/009945.pdf). 
Therefore, for companies valuing compliance,  
especially when dealing with government  
officials, Japan is an ideal jurisdiction.

2. What foreign investment legislation is in place 
in your jurisdiction (e.g. Foreign Investment 
Law or Foreign Investment Catalogue)? Please  
provide a brief overview of such legislation.

There are basically three kinds of investment 
legislation:

(a) 
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Japan is pursuing a weaker Yen policy,  
which means that foreign companies can  
buy Japanese companies at a relatively  
discounted price;

With the recent surge in foreign travelers to 
Japan, especially from Asia, Asian companies  
have the chance to invest in Japan to  
absorb the consumption power these  
travelers possess, using their experience and 
expertise in dealing with citizens from the 
same country. (For example, the Japanese  
retail chain, Laox, was purchased by a  
Chinese company and is now targeting their 
services mainly to travelers from China.); 

Japanese technology remains at a  
world-leading level and by investing into  

Japanese companies (or assets, including  
intellectual property), foreign companies can 
obtain valuable technology and know-how; 
and

Japanese and non-Japanese institutional  
investors are becoming more and more  
active.  It has been reported that in the 
most recent round of annual shareholders  
meetings, more than 15% of listed companies  
had management proposals that were  
opposed by 20% or more of shareholders.  
This means that increasing activism,  
compliance and supervision of Japanese 
companies is occurring in the Japanese  
market which is beneficial to the (potential)  
foreign shareholders of Japanese listed  
companies.

Foreign Exchange and Foreign Trade Act 
(FEFTA) 

FEFTA basically sets out the procedures 
necessary for foreign companies to invest 
in Japan. Japanese restrictions on foreign  
investment are relatively weak. Although the 
procedures vary based on the originating  
country of investment, the business  
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rules apply. (However, in the case of incentives, 
some specific geographical areas in Japan may 
have favorable policies in place.)

Under the FEFTA, post-transaction reporting  
is the most common requirement. A  
post-transaction report to authorities is  
required when 

(1)

(2)

(3)

(To be more accurate, on (2), there are three 
lists. There are two “black” lists and one “white” 
list. If a business either falls in any of the “black” 
lists or is not within the “white” list, it is regarded 
as though condition (2) is not met.)

If, either of (1) to (3) are NOT applicable, then, 
a report should be submitted to authorities  
before the transaction is conducted and during 
the waiting period, the government will conduct  
a review to determine whether the investment  
may be allowed. If the government really  
believes that such investment should be 
stopped, it may order the investment to cease.

To our knowledge, the Children’s Investment 
Fund case was the only example of the Japanese 
government’s exercise of the power to prevent 
the investment under the FEFTA. In 2008,  
the fund tried to purchase J-Power’s stock.  
J-Power is an electric power company  
running power plants and it was constructing  
a new nuclear plant. At that time, the fund  
virtually opposed the nuclear plant by arguing that 
the return and dividend level should be raised.  
As electric power, especially, nuclear  
power, is considered to be related to national  
security, it is not listed in the white list in  
(2) above. The government believed that  
national security was at stake which finally  

(b)

(c)

(Please note that when you invest in  
Japan, international wire transfer or other  
currency-related transactions may be involved.  
The explanations above and in 3. below are  
only limited to the “investment” itself and a  
separate examination is necessary on  
currency-related transactions, and, in many  
cases, a report regarding such transactions to  
authorities is required).

3. What restrictions are placed on foreign  
investment? Does this differ at local levels of 
government? 

Basically, in terms of restrictions, nation-wide 

being invested in, the form of investment,  
etc., according to our experience, a  
post-investment report to the relevant  
government ministry (for statistical purposes 
only) is the most common form of procedure. 

Laws specific to certain industries 
As in many countries, certain industries 
are regulated by industry-specific laws. For  
example, a permit is required to open a 
bank in Japan, which is common worldwide.  
Although most of such laws provide rules 
which are applicable to both domestic 
and foreign companies, in relatively small  
cases, based on national safety and security  
considerations, there are restrictions on 
foreign investment. Restricted industries 
include, among others: agriculture, air and 
freight transportation, television, wireless  
communications, and other industries  
related to national security such as weapons, 
nuclear power and space, etc.

Incentive legislation
There are some pieces of legislation that  
provide incentives to foreign investors 
(https://www.jetro.go.jp/invest/support/). 
A major piece of incentive legislation is the 
Act for Promotion of Japan as an Asian  
Business Center (https://www.meti.go.jp/
policy/investment/pdf/02guidline.pdf). With 
this new act, Japan is striving to become a 
center of business for Asia. As the contents 
of incentives may change from time to time, 
we strongly recommend confirming the most 
recent developments.

the foreign investor is among those countries 
in a list of countries (most countries and  
regions are listed, including the US, PRC, 
Hong Kong and Taiwan), 

the business conducted is within the white 
list of businesses (where many businesses  
are listed but some business related to  
national security as below are omitted), and 

the transaction does not fall within certain 
regulations on Iran (which is not addressed 
in this article).
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due diligence may not be necessary).

5. Under what circumstances are foreign  
investments subject to government approvals?  
What is the process and timeline for such  
approvals?  

Please see our comments above at question 
3. Please note that the time period prohibited  
to transact in principle is 30 days if the  
report before the transaction is applicable.  
But this can be reduced to 14 days or even  
four business days based on whether  
certain conditions apply.

6. What sectors are heavily regulated or  
restricted in your jurisdiction, if any?  
Conversely, what are some of the more open  
or unrestricted sectors, if any?
 
Please see our comments in questions 2. and 3.  
respectively. In sectors where national security  
is at stake, foreign investments are relatively  
restricted.

7. Are there any restrictions on doing business 
with certain countries or territories in your  
jurisdiction? (For example, sanctions)

Please see our comments in question 3. above.  
If Iran is the country in question, the transaction 
is usually regulated heavily. 

8. What grants or incentives are on offer to  
foreign investors, if any? 

Please see our comments in question 2. In some  
cases, subsidies are given while in others,  
tax benefits are offered. Based on the actual  
situation there may be other kinds of incentives,  
such as enabling the foreign investors  
to easily obtain a visa.

9. Are there any free trade, special economic  
or industrial zones in your jurisdiction and  
what are their requirements?  

There are numerous special economic zones  
such as the Fukushima revival zone (https://www.

pref.fukushima.lg.jp/sec/32021a/hukkotokku.html).

resulted in a suspension order. Although it 
is arguable whether it was proper for the  
government to suspend the fund’s investment, 
reflecting criticism, the Japanese government 
has since refrained from the exercise of such  
authority. This means that even if either of (1) 
to (3) are not applicable, it may be possible to 
make an investment in sensitive industries such 
as electric power (including nuclear electricity  
generation) and aerospace. Therefore, it is at 
least worthwhile to contact Japanese experts 
for an initial risk analysis.

4. What are the most common business vehicles 
for foreign investors? How long do they take 
to be set up? What are the key requirements 
for the establishment and operation of these  
vehicles? 

Although branch offices are used in the financial 
industry, the most common types of vehicles  
involve either setting up a new entity or buying 
an already established entity.

The most common corporate entities are  
KK (Kabushiki Kaisha, or joint stock company)  
and GK (Goudou Kaisha, equivalent to  
a limited liability company). Although a GK  
has some advantages, currently more than  
2/3 of Japanese entities established in 2018 
are KKs (http://www.tsr-net.co.jp/news/ 
analysis/20190514_04.html) with GKs at 
around 20%. We recommend that in selecting  
whether to incorporate as a GK or a KK,  
the relative popularity of KKs should be  
considered. 

If a foreign investor establishes a KK from 
scratch, especially without anyone who can 
assist in Japan, such process actually requires 
a certain amount of time (typically sever-
al months). An expedited method is to allow  
a person who lives in Japan to assist the  
foreign investor and set up a new company  
on its behalf. The foreign investor can  
then purchase an already existing company.  
Especially when the report after the transaction  
(see above 3.) is applicable, the procedure can  
be done very quickly such as within a month 
(and if such a new entity is transferred  
quickly without any business conducted,  
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permanent employment and the other is  
employment with a fixed term. Permanent  
employees enjoy a relatively large amount of 
protection. If a company wants to terminate  
a permanent employee, the company must 
prove that justifiable reasons exist. The  
difficulties of termination based on the reason 
for such termination can be summarized as  
follows:

(a)

(b)

10. What are the main taxes that could  
apply to foreign investors in your jurisdiction?  
(For example, Personal Income Tax,  
Corporation Tax, Value Added Tax and  
Social Security Payments). 

There are corporate income taxes for legal  
entities, personal income taxes for natural  
persons as well as a consumption tax, which  
is a kind of value added tax.

Some of the important social security  
insurances are Workers’ Accident  
Compensation Insurance, Employment  
Insurance, Health Insurance and Nursing Care 
Insurance and Employees’ Pension Insurance. 

11. What are some of the employment  
regulations in your jurisdiction that foreign  
investors should be aware of? Is it possible to  
secure residency permits or work visas for  
foreign nationals under investment? 

In Japan, companies may choose two  
methods of retaining employees. One is  

Termination because of the employee’s 
knowledge, ability, or personality: It is  
usually NOT possible to terminate. A  
company needs to try its best to train the  
employee, try assigning other job  
responsibilities which may fit the employee, 
etc.

Termination due to the economic conditions 
of the company. If the Japanese entity is  
running in the red for a certain number of 
years, it may become necessary to terminate 
employees after taking certain steps. But the 
choice of the terminated employee or other 
issues of reasonability will be scrutinized by 
the court if the employee disagrees.

Takayuki Matsuo’s wide-ranging practice  
encompasses general corporate, M&A,  
commercial transactions and dispute resolution, 
especially for multi-national clients in English 
or Mandarin.  Mr. Matsuo has over 10 years of  
experience assisting clients on investing and doing  
business in Japan.  He currently serves as a  
part-time lecturer at top Japanese universities.

Mr. Matsuo received his LL.B. from the  
University of Tokyo (2006), his LL.M.  
from Harvard Law School (2013), and his  
second LL.M. from Peking University Law  
School (2015).  He is currently pursuing his  
Ph.D. at Peking University Law School.
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Momo-o, Matsuo & Namba

Email: takayuki.matsuo@mmn-law.gr.jp
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13. Are there any processes in your  
jurisdiction that can block foreign investment 
under specific circumstances? 

Please see question 3. above, especially  
the description of the Children’s Investment  
Fund case.

14. What foreign currency or exchange controls 
should foreign investors be aware of?

Basically, Japan is relatively open on  
currency and exchange. But according to  
FEFTA, under certain conditions, especially  
when the amount remitted is large, a report  
or other obligations arise.

15. Are there any restrictions, approval  
requirements or potential penalties if a foreign 
investor withdraws their investment in your  
jurisdiction? 

Basically, there are no specific requirements  
for withdrawals targeting foreigners. Of  
course, whether the company is domestic or  
foreign-invested, the Bankruptcy Act or other 
Acts on the withdrawal of the investment  
(liquidation of the entity) are applicable.   
Therefore, when a company is facing a debt  
crisis, it cannot easily repatriate money.

16. What contract enforcement and investor 
protection mechanisms are in place in your  
jurisdiction, if any? 

In most of FTAs (or similar trading  
agreements) Japan has executed, there are  
ISDS (Investor-State Dispute Settlement)  
provisions where the investors may be  
protected by arbitration.

Also, as Japan protects property rights, 
when there really is a need for expropriation,  
the Japanese Constitution and practice  
provides the property owner compensation.  
In addition, please note that Japanese officials 
are not corrupt (see 1. above) and this is also  
an additional advantage worth considering.

(c)

Of course, in reality, when a company wants to 
terminate a permanent employee but does not 
have a justifiable reason, a separation package 
(which is larger than the normal allowance if the 
company has a retirement allowance system) 
would be negotiated with the employee.

The difficulty to terminate permanent  
employees as illustrated above makes fixed 
term employment a good option for investors 
to choose. Basically, a company may choose a 
renewable period of employment which is three 
years or shorter.

Please note that if the total of the renewed 
fixed term employment exceeds 5 years, and the  
employee asks for permanent employment,  
the company is obligated by law to change 
the status of the employee from fixed term to  
permanent.

For work visas, there are certain conditions 
to obtain visas for investors which should be  
met with the assistance of experts.

12. Can foreign investors acquire real property  
and land in your jurisdiction? Are there any  
restrictions or limitations? 

Yes. Currently, there are basically no regulations  
against foreigners acquiring real property.   
The Alien Land Act was enacted in 1925 and 
from 1926, there was an enforcement order 
which provided concrete restrictions against 
foreigners. However, at the end of World 
War II, in 1945, such enforcement order was  
discontinued and although the Act itself is still in 
force, there are no restrictions in place because 
there is no longer any enforcement order.

Termination as a disciplinary action: the 
Japanese court engages in a relatively  
detailed scrutiny of whether the acts which 
fall within the violation of the company’s work 
rules exist, whether the violations are so  
serious that other actions such as the  
reduction of salary, suspension of attendance, 
etc., are not more appropriate, and whether  
due process (including the chance for the  
employees to be notified and heard) occurred.
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date as the application at foreign authorities).

Japan is a member of the Bern Convention and 
as co-signatories to the Convention, Japan pro-
tects the copyright of such members to the same 
extent as Japanese copyrights.

19. Are there any environmental policies and 
regulations that (potential) foreign investors 
should be aware of prior to or throughout  
the investment process in your jurisdiction? 

Japan has experienced pollution in the past  
and so, to protect citizens, environmental 
standards are at a relatively high level.  
Although this means that running factories  
and engaging in commerce requires a higher  
level of environmental safeguards, this  
facilitates innovation and the enhancement 
of technology which, in turn, tends to make  
companies more competitive internationally 
 regarding technology. 

17. Does your jurisdiction have any bilateral  
or multilateral investment protection  
treaties with Asia-Pacific jurisdictions that  
are commonly used for investing into the  
country?

Japan has executed many FTAs with foreign  
countries. But the biggest in Asia-Pacific  
jurisdictions is CPTPP where Australia,  
Brunei, Canada, Chile, Malaysia, Mexico,  
New Zealand, Peru, Singapore, and Vietnam  
are signatories, in addition to Japan.

18. What intellectual property rights  
protections are available in your jurisdiction  
to foreign investors? 

On patents or other IP rights where registration 
is necessary, Japan provides a preferential right  
to applicants which have already registered the 
same IP with foreign authorities (i.e. to deem that  
the application in Japan is done on the same  

Peter Tyksinski has over thirteen years of  
international legal experience in the following 
areas:

•   Corporate transactional law (M&A, JV, 
•   licensing, franchising, etc.)
•   Competition and antitrust (international
•    cartel investigations)
•   Arbitration (ICC, JCAA and AAA)
•   Labor and employment
•   Intellectual property (anti-counterfeiting 

•   and brand protection)
•   White collar crime (anti-corruption/bribery 
•   and compliance counseling)
•   International bankruptcy

Mr. Tyksinski has long-standing expertise  
advising clients with operations and  
investments in Asia (including Japan) with a 
particular focus on matters related to business 
expansion, direct investments and dispute  
resolution.
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20. Are there any government agencies or 
non-governmental bodies that (potential)  
foreign investors can turn to for more  
information on investment in your jurisdiction? 

Investors may inquire with the Japan External 
Trade Organization (“JETRO”) (https://www. 
jetro.go.jp/en/invest/).

Further, the Ministry of Foreign Affairs has  
established 126 diplomatic missions overseas  
as “contact points for Direct Investment  
towards Japan” (https://www.mofa.go.jp/ecm/
oecd/page25e_000142.html).

21. Have there been any recent proposals for 
reforms or regulatory changes that will impact 
foreign investment in your jurisdiction?  

The most notable change occurred recently to 
the Foreign Exchange and Foreign Trade Act 
and is effective from August 2019.  The range 
of businesses which require a prior report to 
authorities in order conduct direct investment 
was expanded.  Basically, business involved in 
software production, machines/parts regarding 
information processing, and information and 
communication services were added.  Although  
procedures regarding investments into these 
areas have now increased, practically speaking  
these changes are more procedural in nature  
and, therefore, by collaborating with  
experienced experts, we believe that most  
investments in these areas can be realized.

Japan plans to further improve the business 
environment to promote investment which  
includes the following (http://www.invest-japan.
go.jp/committee/council_07/shiryo_01-2.pdf):

(a)
(b)

(c)

22. Are there any other features regarding  
foreign investment in your jurisdiction or in  
Asia that you wish to highlight?

Japan is actively trying to set up legal systems 

welcoming “Industry 4.0” investments.  In its  
2017 Growth Strategy, Japan announced 
a ‘regulatory sandbox’ system aimed at  
encouraging the development of new business 
models not covered by existing regulations,  
such as those related to AI, drones, and  
autonomous vehicles. And after the  
testing of autonomous vehicles, the 
2019 revision of the Road Traffic Act  
enabled autonomous vehicles controlled  
by a system (where the drivers may browse 
smartphones while driving, called “Level 3”)  
to run on public roads in Japan.

one stop and quick set up of a company;
acceleration of the translation of laws and 
regulations into English; and 
improvement of corporate governance.
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