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The Japanese economy has continued to grow rapidly since the end of World War II_ 

The annual rate of growth in gross national products in real term during the period from 

1952 to 1961 was about 8.8 per cent. Needless to say, this rapid growth is mainly due to 

the vigorous business investment. But the J~panese economy was so over-heated that the 

rise of prices and the deficit of the international balance of payments occurred in 1953, in 

1957, and in 1961. 

There are mony factors which enabled the rapid economic growth and often caused the 

rising prices and the deficit of international balance of payments, but in this article one of 

those factors, namely the characteristic feature of monetay and banking system of Japan will 

be descnbed It rs said that the banking system m Japan rs m an "overloan" posrtlon 
There may be three definitions of the term "overloan" as indicated in the table 1, but 

Japanese commercial banks are almost always heavily in debt with the Bank of Japan. 
Moreover, the loan-deposit ratio is quite close to the 100% mark. 

Table I (A) Indicators of " Overloan" in All Banks 

Notes : A= 

B= 

Loans 
Deposits 

Loans 

C:= 

Deposits + Debentures Issued + Capital 

Borrowings from the Bank of Japan 
Deposits + Debentures Issued + Capital + Borrowings 

Figures in parentheses refer to the 13 city banks. Deposits 

checks and bills. 

Source: Bank of Japan, BOJ Special Paper (No. l) April 1961. 

from B.O.J. 
do not include bank.holdings of 
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Table 
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1 (B) Principal Accounts of Commertial Banks of Main Countries (End of 1960) 
( ) percentage to deposlts 

Source : 

Original 

Original 

Original 

Original 

Original 

Compiled by the staffs of the Bank of Japan. 

source U.S.A. : Federal Reserve Bulletin 
source U.K. : Monthly Digest of Statistics 

source West Germany: Monthly Report of the 
source France: Bulletin Mensuel de Statistique 
source Italy: Supplemento al Bollettio 

Deutsche Bundesbank 

Comparing with the banking business in ~Vestern countries, the adove mentioned con-

dition is extremly abnormal, and the cause of excess expansions is often attributed to the 

"overloan" posrtron and the abnormal loan deposrt ratio m the banking system. Accordingly 

many excellent economists insist that the "overloan" should be corrected as quickly as 

possible, and the steady growth of Japanese economy would be impossible without this 

efforts. But we should analize the cause of "overloan" posrtlon at first because the reason 

why the "overloan" positon is permanent, may be attributed mainly to the method of 

money supply of the Bank of Japan. 

As the economy grows and personal income rises, bank note issues-granted that 
income velocity is almost stable-increase nearly parallel to the rise in income. Here we 
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should point out also that transactions by the small business are settled more in cash than 

checks in Japan. In other words check system has not so developed in Japan as in the 

Western countries. 

And as the whole volume of trading increases, the amount of bank note circulation 
increases also. In fact, bank note circulation has been rising each year of quite a steady 

pace as against national income, accompaing with cyclical fluctuations. (Table, 2) 

Table 2 Bank 1¥Totes Issue 

(Billion Yen) 

Calender Year 
Notes Issued at 
the End of Year 

Average 
Amounts 

National 
Income 

Monetary ratio 

Source: The Bank of Japan, the Economic Statistics of Japan 1960. 

Of course, such increases of bank note circulation are found in all countries but the 

"overloan" position did not arise in countries other than France, and West Germany of the 

early 1950s. This is because in the former countries, the central ,banks supply currency by 

means of other than loans to commercial banks, ~uch as buying operations of government 

securities in U.K. and U.S.A., and buying gold and foreign exchange reserves in West 
Germany and Italy. (Table, 3) 

Japan however has not been able to provide full coverage for the increase in bank 

hotes through above mentioned channels. During the period from 1951 to 1960 the Bank 
of Japan has provided only about 41.4% of the increase in bank notes by buying gold 
and foreign exchange and 64.6% even if including the buying of the Foreign Exchange 
Fund Bill. 

Secondly postwar inflation excessively depreciated the liquid assets issued before the end 

of the War such as government securities, and no medium and long term government bonds 

have been issued to cover shortages in the fiscal accounts since 1949, forbidened by the law, 

so it has not been possible to supply currency by means of buying operations on govern-

ment securities. 

Consequently, there was no way out but to supply cash by loans from the central bank. 

So we should recongnize that the increase of the currency requirements has been able to b~ 

met only by the central bank loans. But this method of money supply caused the results 
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Table 3 Factors for Money Supply (1951-55, 1 956- 60) 

West Germany 
(Mark million) 

France 
(Franc million) 

Italy 

(Lira million) 

1951-55 1956-60 1951-55 1956-00 1951-55 1956-60 

Increase 
Notes 
or Decrease 
Issue 

(A) of Bank 6, 228 
(100. O) 

6, 733 12, 594 
(100. O) (100. O) 

10, 348 
(100. O) 

5, 062 7, 534 
(100. O) (100. O) 

* Increase or Decrease (A) of Loans to Foreign Exchange Fund Account 
** Increase or Decrease (A) of Loans to Department of Foreign Exchange. 

Source : Compiled by the staffs of the Bank of Japan. 

Original source 

Original source 

Original source 

Original source 

Original source 

U.S.A. : 

U. K' : 

W.G. : 

France : 

Italy : 

Federal Reserve Bulletin 

Monthly Digest of Statistics 

Monthly Report of the Deutsche Bundesbank 

Bulletin Mensuel de Statistique 

Supplemento al Bollettino 

that the 

banking. 

banks lost the sense of 

In Western countries, 

liquidity 

central 

which is indispensable for the 

bank loans are looked upon 

normal business of 

as a means of last 
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resort for commercial banks, but nowadays in Japan central bank loans are looked as if a 

sort of reserve by the commercial banks. 

The "overloan" tendency has been more or less a characterlistic feature of the Japanese 

banking system ever since the introduction of modern banking system along 1870s. The 

Table 4 (A) Principal Accounts of Commertial I~anks in Japan 

( ) 100 deposrts 

End of the Year 

Deposits 

Borrowed Money 
Debentures issued 

Capital 

Cash, Checks & Bills 

Checks & Bills 

Others 

Interbank deposits and call loans 

Securities 

Government Bonds 

Others 

Loans 

1938 
Y million 

19, 834(100. O) 

735 (3.7) 

2, 187 (11.0) 

3,037 (15. 3) 

1,134 (5.7) 

1,397 (7.0) 

9,467 (47. 7) 

5, 644 (28. 5) 

3, 823 (19. 3) 

12,284 (61. 9) 

19SO 
Y 100 million 

lO, 486(100. O) 

1,472 (14. O) 

488 (4. 6) 

381 (3.6) 

1,589 (15.2) 

l,422 (13.6) 

167 (1.6) 

240 (2.3) 

1,346 (12.8) 

371 (3.5) 

975 (9. 3) 

9,947 (94. 9) 

1955 
Y 100 million 

37, 244 (100. O) 

859 (2. 3) 

2,86?_ (7.7) 

2, 203 (5. 9) 

4,771 (12. 8) 

4,304 (11. 6) 

467 (1.3) 

l,078 (2.9) 

5, 187 (13. 9) 

648 (1. 7) 

4, 539 (12.2) 

31,958 (85. 8) 

1 950 

Y 100 million 

88, 722 (100. O) 

6,l09 (6.9) 

8, 881 (10. O) 

5,881 (6.6) 

11,571 (13.0) 

9,732 (11. O) 

1,839 (2.0) 

2,055 (2.3) 

15,243 (17. 2) 

456 (O.5) 

14,787 (16.7) 

81,827 (92.2) 

Source: The Bank of Japan, "Economic Statistics of Japan" 

Table 4 (B) City Banks 

1938, 1960. 

Notes: 1938･･････Mitsui, Mitsubishi, Daiichi, Yasuda. Sumitomo, Sanwa (6 banks) 

1950･･････Mitsui, Daiichi, Mitsubishi. Fuji, Sumltomo, Sanwa. Daiwa, Tokai, Kobe, Tokyo, 
Kyowa (11 banks) 

1955, 1960･･････Mitsui, Daiichi, Mitsubishi, Fuji, Sumitomo, Sanwa, Daiwa, Tokai, Kobe, Ky~wa, 

KangyO, Hokkaido･Takushoku, Tokyo (13 banks) . 
Source: Bank of Japan, "Economic Statistics of Japan" 1938, 1960. 
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reason is the same as above described. So when the large amount of government securities 

was issued and bought by the Bank of Japan prior to the end of the Second World War 
the "overloan" position was much improved. In 1955 the Bank of Japan could purchase the 

large amount of foreign exchange due to the favovable balance of payments, so the "over-

10an" disappeared. Thus the degree of "overloan" had changed from time to time. 

We should also point out that it is the practice for Japanese business corporations to 

meet fund supply through bank borrowings rather than to direct resort to the capital market. 

Moreover business borrowings from commercial banks are not confined to operating funds 

but also include plant and equipment fund. In other words, the commercial banks in 
Japan are the "mixed" banks in fact. (Table 4 & 5) 

Table 5 (A) Outstanding Loans of Banks 

( ) amounts of increase during the fiscal year Y 100 million 

City Banks and Country Banks 

Equipment Operating Total 
Funds Funds 
, 398 5. 8~ 

(111) 

1, 546 

(148) 

2, 406 

(860) 

3, 365 

(959) 

3, 869 

( 504) 

4, 439 

( 570 ) 

5, 586 

(1, 147) 

23, 36 

(1, 647) 

28, 09 

(4, 733) 

37, 19 

(9, 092) 

44 573 

(7, 383) 

51 , 065 

(6, 492) 

59, 616 

(8, 551) 

72, 289 

(12, 673) 

100. O% 

100. O 

100. O 

IOO. O 

100. O 

IOO. O 

IOO. O 

Source : Bank of Japan, Economic Statistics of Japan, 1960. 

According to the flow of funds analysis conducted by the Economic Research Department 

of the Bank of Japan ("Monetary Development, 1954-1957, and Essential Features of the 

Financial Structure of Japan" in December, 1958, and "A Study on Flow of Funds in 
Japan " in December 1959). The largest proportion of domestic gross investments is made 

by the corporate business sector and the household sector weighs relatively little. In these 

accounts the corporate business sector excludes financial institutions, and the personal 

sector includes not only households but also unincorporated businesses, farmers, non-profit 
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5 (B) Outstanding Deposit of Banks 
) amounts of increase during fiscal year Y 100 million 

59 

Source: The Bank of Japan, Economic Statistics of Japan, 1960. 

organizations. (Table 6) , Investment in the personal sector are almost totaly self-financed with its own financial 

surplus or savings, but only a relatively small part of investment is self-financed in the 

corporate business sector, and the financial liabilities of the latter increase as investments 

expand. Moreover, in the latter sector, the so called direct-financing, namely financing 

through subscriptions to stocks or dentures by individuals, is small and major portions of 

investment funds are raised through "indirect financing," such as bank credit. 

In the domestic gross savings (including capital consumption allowannces), the im-

portance of the personal sector is decisevely large, and that of the corporate business 

sector and the government sector is relatively little. Thus less than one half of gross savings 

(unspent income) in the personal sector is directed to real investments, Ieaving a major 

portion for deposits with financial institutions and purchase of securities, especially for sav-

ings deposits with banks. Savings in the corporate business sector and the government 
sector combined (undistribud profits and capital consumption allowances in corporate busi-

nesses and current surpluses of the central government and local authorities) are especially 

directed to real investments, and an increase in financial assets in these two sectors, in 

reality, is maintained simply as reflection of an increase in financial liabilities. This tendency 
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Table 6 Principal Financial Transactions (1954-1961) 

( ~ 100 

[November 

million) 

Source : Bank of Japan, "Chosa Geppo (Monthly Economic Review)" June, 1962. 

4
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is especially conspicuous in the corporate business sector. (Table 7) 

Table 7 Increase of Financial Assets of Household (~~~100 mllllon) 

Cash Currency deposit Currency 

(Cash Currency) 

% 
Indirect Investment 

(Savings Deposit) 

To Banks 
To Financial Institutions for Small 
Businesses 
Postal Savings 

%
 

Direct Investment 

(Securities Investment Trust) 

%
 

Total 

% 
Financial Surplus 

1956 

2, 476 

(723) 

22 

7, 306 

5, 692 

2, 892 

1, 668 

l, 132 

65 

l, 455 

(70) 

13 

ll, 237 

IOO 

8, 636 

1957 

790 

(169) 

7
 

7, 708 

5, 934 

2, 623 

2, 239 

1 , 072 

73 

2, 080 

(619) 

20 

10, 578 

100 

7, 616 

1958 

l, 505 

(412) 

12 

9, 209 

6, 618 

3, 185 

2, 560 

873 

72 

2, 043 

( 648 ) 

16 

12, 757 

lOO 

7, 141 

1959 

3, 141 

(1, 062) 

18 

11, 640 

8, 255 

3, 760 

3, 051 

1, 444 

68 

2, 440 

(1 , 075) 

14 

17, 29-l 

lOO 

11 , 762 

1960 1961 

4, 413 5, 613 
( I , 524) ( I , 938) 

19 _90 

 

13,013 

9 , 054 

4 , 070 

3 , 474 

1 , 510 

59 

13 , 829 

9, 601 

~_, 510 

5 , 492 

1 , 599 

48 

4, 767 

(2 , 570) 

21 

29-, 193 

lOO 

13 , 724 

9 , 688 

(5, 128) 

33 

29 , 130 

1 OO 

19 , 090 

Source: Bank of Japan, Research Department, "Chosa Geppo" June, 1962. 

As to the whole structure of economic circulation, it is noted that the corporate busi-

ness sector has shown an excess of investment over savings and the personal sector, an 

excess of savings over investment. Such an economic pattern is not peculiar to the Japanese 

Table 8 Investment and its Financing of the corporate business sectol~ 
(~100 million) 

Source: Bank of Japan, "Chosa Geppo" (Monthly Economic Review) June. 1962. 
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economy, since a similar pheonomenon has been noted in common with various countries, 
but it is more conspicuous in Japan than any other countries. In this respect this phe-

nomenon is a special feature of Japanese economy. (Table 8) 

On the other hand, in the flow of financial funds, the main ffow is that of "indirect 

financing", which is made through the intermediary of the financial institutions, and the 

flow of "direct financing" such as securities transactions and the like, is little Indirect 

financing, especially bank deposits and loans transactions, has major importance. 

In Japan the market for corporate bonds had not developed, and the new issues of 
bonds are regulated under the direction of monetary authorities, and the rate of interest is 

also regulated. A Iarge part of the bonds are purchased by commercial banks, and are hold 

until maturity. So the holdings of corporate bonds by the commercial banks are not so 

different from the long term loans by the bank. (Table 9) 

Table 9 Flow of Funds in Money Market and Securities Market 

(~100 million) 

Source: Bank of Japan, "Chosa Geppo" (Monthly Economic Review) June, 196-9. 

Till the end of the Second World War. each "Zaibatsu" had its own bank, and supplied 

the funds, not only the operating fund but also the plant and equipment fund, to their 

enterprises. After the disclose of the "Zaibatsu", each bank began to form the groups of 

enterprises and take the position of the pre-war "Zaibatsu " center. 

Owing partly to severe inter-bank competition and also to the unduly close business-bank 

relationship, there is also an increasing tendency to grant loans merely from the standpoint 

of looking after the interest of group members and cit~ banks have come to rely on excessive 
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Table 10 (A) Structure of Capital of hldustl-ial Corporations of Main Countries 

(Total Assets=100) 

Source : Compiled by the staffs of the Bank of Japan, original source. 

Japan : Bank of Japan, Analysis of Financial Statements of Main Industrial Corporations. 

U.S.A. : FTC-SEC, Quarterly Financial Report for Manufacturing Corporation 
U.K,: Economist, Ju]y 15, 1961 
West Germany: Wirtschaft u. Statistik 

borrowings not only from the Bank of Japan, but also from the call money market and 
foreign banks. In this situation country banks are the suppliers of call loan. In such a 

manner, the banks had so actively accomodated funds that the economy was "overheated" 
recurrently and the result was the balance of payments difficults and the rise of prises. 

Facing with this situation, the Bank of Japan was forced to increase its loans but it is 

believed that the Bank of Japan strived to supply only the necessary minimum of cash 

demand . 

It is wellknown that the central bank loans should be of short term nature, and of 

course in the case of the Bank of Japan, individual loan terms are for 3-months at the maxi-

mum. But on the other hand. as bank note circulation have increased from year to year. 
the result has been for loans on the whole to expand, even if there has been no positive 

and willful intension on the part of the Bank of Japan to raise its loans. 

Moreover expansion in the central bank loan must be considered in relation to the 

government accounts. As above mentioned, medium and long term government bonds 
have not been issued to cover shortages in the fiscal accounts from 1949. On the other 

hand, when there is any Treasury net receipts in a particular year, it is transferred as receipt 

for the year following the next with one-half going for debt redemption and the rest as 

general account expenditures. Hence from the long-range point of view, big fluctuations in 

receipts and payments in the Treasury accounts with the public do not rise. But in the 

fiscal accounts other than the general account, for instance in the special accounts such as 

the Trust Fund Bureau, sizable surpluses have been accumulated over the years and in case 
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Table 
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10 (B) Stracture of Capital of Industrial Corporations 

[November 

Manuf acturing 

Source: Bank of Japan, Economic Statistics of Japan, 1960. 

Of deficit of international balance of payment the receipts of the Foreign Exchange 

Accounts from the private sector excess over the payments. As the interest rate 

short-term government securities are pegged lowly they are held almost in entirety 

Bank of Japan and government organs. Consequently the net recipts and payments 

Funds 
on the 

by the 

of the 
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government funds with the public can not be adjusted through the rise and fall in private 

sector holdings of Treasury bills and decrease in Treasury deposits with commercial banks. 

as in U.S.A. So net withdrawals by the Trasury account from the private sector forced 

inevitably for the Bank. of Japan to increase loans. ' 
These factors caused the "overloan " inevitable. But the Bank of Japan has consistently 

assumed restrictive attitude in extendding loans, and especially took the severe attitude at 

times of sharply rising prices and unfavorable balance of payments position. 

It should be pointed out however, that under the above described mechanism of currency 

1 the credit base of commercial banks is not clear, and it seems as if banks disre-
supp y 
gard the liquidity ratio and loan-deposit ratio. Of cource the Bank of Japan strives ta 
diminish the "over-loan ", but its result is seen only in the rising rate of call money market. 

In 1957 the Act of Reserve Requirement was enforced, but changes in reserve requirements 

can't be made at will. And the reserve requirements ratio has remained at the very low 

level because of "overloans". Therefore the central bank should rely principally on the 

Bank rate and rediscount policy in order to excute monetary control. 

But the level of interest rates in Japan is permanently so higher than those in advanced 

countries, that it is not easy to raise the Bank rate when the tight money policy is required. 

So the Bank of Japan adopted the two level system of money rates on commercial bank 

borrowings with "penalty rates " charged on amounts in excess of a frequently changing 

formula. And as money market rates do not fall below the penalty rate, the short-term 

rates of interest becomes higher than the long-term interest rate in Japan. This hinders the 

development of not only the money market but also the capitak market. 

Then direct "guidance" by the central bank over the loan and discount policy of com-

mercirl banks became inevitable. This is referred to as "discount window operation", a 

form of moral suasion, and a kind of credit rationing. 

Although the montary control through "penalty rates" and "discount window operation" 

is very effective especially when a strong stringent policy is required. But it can not be 

denied that the monetary control of the central bank should be processed through a market 

mechanism in a free economy. The staffs of the Bank of Japan themselves also do not 
wish to keep this abnormal method of monetary control any longer. But even if they wish 

to depend on the open market operation in such a manner as in the Western countries, the 

adequate object 0L operation is not available, and even if the substitutive object should be 

found, the open market for securities has not yet developed sufficiently. In case of "over-

10an" position the reserve requrrement rs not so effective as m the Western countnes The 

" " ay be the price paid for the rapid growth of Japanese economy. overloan 




