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IN DEPTH

Japanese Prime Minister Shinzo Abe’s economic plan seemed
to sail off almost flawlessly this year as stocks soared and the
yen tumbled from levels late last year. Investors world-wide were
excited that this might be Japan’s long-awaited revival after 15
years of deflation and decline.

But has Japan really turned a corner?

The ride is suddenly bumpier as volatility jolts the markets,
sending bond yields and the yen higher and the Nikkei Stock
Average into a bear market. Skeptics question Mr. Abe’s resolve to
deliver radical growth strategies, while gyrations in asset prices

have raised doubts about the Bank of Japan’s handle on markets.

It will take months, and even years, before the official data
show whether the grand Abenomics experiment—a newly
aggressive central bank, big new government spending, and
economic restructuring—is working as planned, stalling out, or
heading off the rails. Here are the key factors, and some
important data—from household inflation expectations and
banking lending patterns, to golf-club membership prices and
wages—to watch for valuable early clues to gauge the success of
Abenomics.

Judging Japan’s Experiment
PrimeMinister Shinzo Abe’s economics project tested asmarkets roil

—Kana Inagaki and MinJung Kim
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Japan’s slump has been a vicious
circle. After years of decline,
consumers expected more of the
same, and behaved accordingly by
curbing spending and awaiting
ever-lower prices and wages. One
goal: break the deflationary
mind-set. One success measure: the
market for inflation-indexed bonds in
the inflation-sensitive bond market.
Another is a government survey
showing more households expecting
rising prices in the year ahead. Both
show sharply rising inflation
expectations.

One key factor in Japan’s
recession has been the broken
financial system. Risk-averse banks
stopped lending and parked their
deposits into safe government
bonds, essentially keeping money
out of circulation, even as the Bank
of Japan pumped up supply. Signs of
change include rising bank lending
activity. Life-insurance firms also
indicate they may step up buying of
foreign bonds, taking money out of
JGBs and employing them for more
productive uses.

Are consumers ready to pull
money out of the bank and spend?
Rising equity prices until May
sharply boosted sales of luxury
items such as watches, artwork and
jewelry. Sales of these goods at
department stores jumped 23% in
May, the ninth consecutive monthly
increase and the longest streak ever.
Spending is also spreading to
golf-club memberships—hints of the
1980s asset bubble.

What could go wrong? One
worry: market volatility in Japanese
bonds, stocks and currencies that
could slow efforts to bolster the
economy. Yields on 10-year JGBs
rose in May after initially dropping
on the BOJ’s bond-purchasing plan
released in April. The Nikkei Stock
Average fell into a bear market on
June 13, with volatility levels rising
higher than they did after the 2011
earthquake.
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Sources: Japan Bond Trading Co. (expected inflation rate); Cabinet Office (household price expectations and core-machinery orders); Bank of Japan (bank lending); Ministry of Finance (net transactions of foreign securities); Japan Department Stores Association (luxury item sales);
Juchi Golf Co. (golf-club membership fee); Ministry of Health, Labor and Welfare (monthly salary); Nikkei Quick (60-day historical volatility for Nikkei 225 and Dow industrials); FactSet (Nikkei 225, yen-U.S. dollar exchange rate and 10-year government bonds)
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For a clear turning point,
economists say companies need to
spend more, particularly by raising
wages. So far, evidence here is
mixed. Summer bonus payments are
on the rise, but the monthly base
salary for Japanese firms in January
fell to its lowest level since 1991
before recovering slightly in April.
Another measure to watch: core
machinery orders, a key, though
volatile, indicator of corporate
investment, which rose for two
months before tumbling in April.
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We are investing
an incredible sum,
particularly in new
factories.

—Honda Motor Co. Executive
Vice President

Tetsuo Iwamura
esidentPresident

Iwamura

It is necessary to
eliminate deflationary
expectations.

—BOJ Gov.
Haruhiko Kuroda
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Lending is our
core mission, and we will
work to increase it.

—Takeshi Kunibe,
chairman of Japanese
Bankers Association

and CEO of Sumitomo Mitsui
Banking Corp.
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This volatility
started with the central
bank and ends with the
central bank.

—Itay Tuchman,
head of foreign-exchange

and rates trading
at Citigroup Inc. in Tokyo
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Whether rising
sales of luxury items will
have a knock-on effect on
broader consumer spending
is debatable.

—Toru Suehiro,
market economist

at Mizuho Securities Co.
onomisteconomist
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CarrefourWeighsFallbackSteps inAsia
HONG KONG—French hypermar-

ket operator Carrefour SA is explor-
ing a sale of its businesses in China
and Taiwan that would involve ei-
ther an initial public offering in
Hong Kong or combining some of
those assets with another company,
according to people familiar with
the matter.

The IPO route could represent
around $1 billion in funds raised,
one of the people said, adding that
Carrefour’s plans are still at a pre-
liminary stage. The plan is to find a
sustainable future for the busi-
nesses, either by raising money for
further expansion or boosting com-
petitiveness through a partnership.

Carrefour has been pulling back
from markets it doesn’t dominate or
have critical mass in while focusing
on its home market, France.

While the China operations ac-
count for the bulk of Carrefour’s
Asian business, it doesn’t lead as a
hypermarket operator in the main-
land’s intensely competitive retail
scene. It operates 220 hypermarkets
in China, making it the fourth-larg-
est player in the country, with a
6.9% market share last year, well be-
hind market leader Sun Art Retail
Group Ltd., a French-Chinese joint
venture, which commands a 13.6%
share, according to data from Eu-
romonitor. Six years ago, Carrefour
was the third-largest player in the
country, with a 9.1% market share.

Carrefour is the market leader in
Taiwan, with a 48.1% market share
last year, according to Euromonitor.

Carrefour has been pulling back
from other markets it doesn’t domi-
nate or have critical mass in while
focusing on its home market, France,
which made up 45% of its revenue in

the first quarter of this year. The
company has withdrawn from a
number of countries in Asia over the
past few years, including Japan,
South Korea, Indonesia and Malay-
sia. Carrefour declined to comment

on its plans for the operations in
China and Taiwan.

A two-track plan is a common
approach, as it lays the groundwork
for an IPO should efforts to find an
acceptable offer fail. With a partner,

Carrefour could stay competitive,
while an IPO would bring in cash
Carrefour could use to expand fur-
ther in China, one of the people said.
Carrefour hasn’t hired bankers yet,
the people said.

Many retailers, including local
ones, have struggled to make a
profit in China’s competitive hyper-
market sector.

Carrefour’s China hypermarkets
account for around 77% of its Asia
sales. Asia sales came to €6.4 billion
($8.4 billion) last year or around 8%
of group sales. The company’s Asian
operating margin—a profitability ra-
tio showing operating income as a
percentage of sales—was 2.6% last
year, compared with 3.5% in 2011.

“Companies are all facing chal-
lenges [in China] because of chang-
ing of consumer consumption habits,
increasing costs, growth in online
shopping and strict regulation on
pricing, food safety and consumer
protection,” said Wu Weiyi, vice
president at AlixPartners, a restruc-
turing and turnaround specialist.

Mr. Wu said gross margins at hy-
permarkets and supermarkets in
China are dropping, and sales vol-
umes grew last year at their slowest
pace in the last 10 years.

Nevertheless, analysts say that in
the long term, China is still attrac-
tive for retailers seeking growth. Ac-
cording to Euromonitor, sales vol-
umes at hypermarkets in China
almost doubled to $91.1 billion last
year from $48 billion in 2008.

Carrefour, which has around 370
stores in Asia, sold its Japanese as-
sets, including eight hypermarkets,
to Japan’s largest retailer, Aeon Co.,
in 2005. In 2010, Carrefour sold its
Thai business to Big C Supercenter
PCL, a hypermarket operator con-
trolled by the French Casino Group,
for €868 million. Last year, it sold
its Malaysian operations, also to
Aeon, for €250 million.

—Nadya Masidlover in Paris
and Laurie Burkitt in Beijing
contributed to this article.

BY PRUDENCE HO

Note: Data as of 2012 Sources: the company (sales, stores); Euromonitor (market share); Agence France-Presse/Getty Images (photo) The Wall Street Journal
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A Carrefour store in Beijing.

Hypercompetitive Market | Carrefour is examining its business in Asia.

Banks’ Latest ‘Existential Risk’
BY FRANCESCO GUERRERA

“Wanted:
ethical hackers
willing to launch
repeated
cyberattacks on a
major U.S. bank to

test its defenses. Competitive pay
and discretion assured.”

I made up the advertisement—
there are few ads in the world of
hacking—but the trend is real.

At least one large U.S. lender
has hired hackers in recent
months to simulate full-blown
attacks on its systems. Cyber-
experts say that many other firms
do it in-house, splitting their
technology whiz kids into groups
of attackers and defenders to get
as close as possible to real-life
assaults on their firewalls.

As cyberterrorists train their
sights on U.S. financial
infrastructure, banks, regulators
and savers need to up their game.
Lenders, especially smaller ones,
should be afraid. Very afraid.

Regulators have awoken to the
problem, telling banks to get their
act together or risk ending up as
victims of foreign governments or
terrorist organizations.

Some already have. Late last
year, a spate of “denial of service
attacks,” later traced to Iranian
hackers, disrupted the websites of
several financial firms for days,
providing a worrying example of
what a cyberwar on Wall Street
and Main Street banks could look
like.

Cybersecurity is a critical issue
for every company but, as often,
financial-services firms are a
special case. Each and every
attack can undermine the public’s
faith not just in the individual

institution, but in the entire
financial system.

The financial-services sector
accounted for “just” 3% of all data
breaches that led to identity theft
in 2012, according to a recent
report by Symantec Corp. But
each of the average of 400,000
identities that were revealed
during every one of those
incidents represents a dent in the
wall of trust between customers
and their financial institutions.

Wall Street lawyer Rodgin
Cohen put it best last week when
he called cybersecurity an
“existential risk.”

“Unless we do better in
aligning the private sector and the
public sector in hardening our
systems, sooner or later there is
going to be a very serious
problem,” Mr. Cohen, a partner at
Sullivan & Cromwell LLP, told the
WSJ’s CFO Network conference.

Please turn to page 25
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Chinese Workers Hold Medical-Supplies
Executive Captive in Office
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Co-FounderSaysEmployeesAreBlockingDoors,
GatesUntilHeMeetsSeverance-PackageDemands

BEIJING—The co-founder of
Florida-based Specialty Medical
Supplies has been held since Friday
in the executive quarters of his fac-
tory on the outskirts of Beijing, he
said. About 80 of his 110 employees
are blocking doors and locking
gates, refusing to let the 42-year-old
entrepreneur go until they get sev-
erance packages, according to Chip
Starnes, the co-founder.

“What they don’t understand is
that they aren’t losing their jobs,” he
said. He said his workers have mis-
understood his intentions to move
part of his manufacturing operations
to India and instead believed he was
closing up the entire shop.

Speaking on Monday from behind
the bars of a window of the 10-year-

old factory that makes alcohol pads
and diabetes equipment, Mr. Starnes
apologized for his fatigue. He said
during the first few nights of his en-
trapment that employees treated
him like a prisoner of war, depriving
him of sleep by making jarring
noises and shining bright lights in
his eyes. There are no guns, how-
ever, and Mr. Starnes said that he
hasn't been physically harmed in
any way.

“Rumors spread fast,” said Mr.
Starnes, adding he still plans to run
the factory in Beijing’s northeastern
district of Huairou and needs more
than 100 employees on staff to con-
tinue to make the alcohol pads. The
production of diabetes testing
equipment will be moved to Mum-
bai. “After 10 years in China, I never
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