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Selection, Exits and Efficiency in the Japanese Banking Industry:
An Historical Perspective

Abstract

In this paper we explore the long-term change of the industrial organization of the
Japanese banking industry and its efficiency implication. In postwar Japan, the
“convoy administration” by the Ministry of Finance rigidly controlled the entry into and
exit from the banking industry, as well as the competition among the incumbent banks.
Exits of banks were not only few, but also all of the exits were through mergers. On
the other hand, in prewar Japan, a lot of banks exited through dissolution and
bankruptcy, as well as thorough mergers. Using the data of the individual bank exits,
we analyze the relationship between the exit of the bank and its performance. We find
that, in prewar period, the lower the bank’s performance was, the larger the probability
of its exit through dissolution and bankruptcy was. Interestingly, this relationship
cannot be observed concerning the exit thorough merger. The result concerning the
exit thorough merger in the postwar period is the same. What differed from the
prewar period was that there was no exit through the dissolution and bankruptcy in
postwar period. We can conclude that while the selection mechanism of the inefficient

banks worked in prewar Japan, it did not in the postwar period.

ggbobobboogoboooooobobobbooooboboooobooooooboo
ugbboodabooobuodgbooboboobobobbuooboobboobooobooab
uggobobboooobobtboooooobooobobboboooaoboobooooboo
uggobobboooobobtboooooobooobobboboooaoboobooooboo
gboboboboboboboboborobgobooooooooooooon
uggbobobbooodobobboooooboboooobboboooooboobobooooboo
uggbobobbooodobobboooooboboooobboboooooboobobooooboo
uggbobobbooodobobboooooboboooobboboooooboobobooooboo
ubboodgbooobodgbbooboobbooboooboobooooo



1997 1998

19 2000

100

*1

1980

*1 Hoshi[1999]



1873

3 4
1876
153 1879
1882
20
[1982]pp-33-37 [1988]pp-34-37 153
122 16
[1973]p-10
1880
1879 1880 200
1893
1893
[1973]pp-37-38
1893
5



1895
[1988]pp.60-63
1901 2334
1890 444 *2
1901
50
8 41 25 [19
73]1p-70 [1983a]p.132
1901
1
[1973]pp-48-50 1901
8
50
25 1911 10
100
[1973]pp-87-9
1 1901
1922 2
1921 515
1920
[1988]p-140 [1970]p.62
1922 1900 4-5
*2 1901 1906 486



1920 1920 1930
1932 21.1 5 1 1
1900
1920
60 80
1920 1923
1924 7
[1973]pp-195-198
1927 1928
100 5
*3 1420
807
[1973]pp-258-259 1928
1920
4 1920 1930
1920 1922 1927 1930 31
1920
200 1



4 7 169 21 1922

1927
3 11 3
4
20 [1992]
Yabushita and Inoue[1993] 1927
1930-31 30

[1983b]p-8 pp.30-31 pp.170-178 p.218

p.479
1930 1940
100
1936 1
1 2 1 1 [1973]pp-
326-327 193
0
1941 7
[1973]pp-152-154
1942 5
65 1
1 [1973]pp-376-378
1950 10
1950 12 2



1952 1952

12
1 1
[1973]pp-436-437 1946
1985 40 9
1
Hoshi[1999]
3
a b
1930 a
781 9 703 17.5
1 78 82.5
1955 b
1930 1930
9 77 5
0.1
1930 40
1 4
8 1925 1945 1955
20 15 1925
1945
[1
995]
1925 1945 1925 15



- 1926

- 1933
- 1940 - 1943
- 1943 -
1944 6
1943 1944
[1973] 1925
1945 1965 1948
1965 1985 1971
1973 2
15
2
Gort[1963]; Scherer and Ross[1990]pp-8
9-91 *4 1925 1935 1945 1955 1965 1975 1985 10
7 *5 15
Gort[1963]
*6 0.7
1965-1975 0.9
*4 [2001] 1980 1990
*5 19
25
*6



1966 5

19
55 1965 2 5
39
0.985 39
39 0.596
[1981]
*7
[1967] [1988]p.132
1934
1934
1940 1945
1950 1960
1970 19
60 1970 1934-1936 1.80 1.76
1.87
1930
*7 [1993] Hoshi[19
99] 1977-1995 1980



1930
1950
1970

[1934]

1923 5

1930

1927

5

1

1960 1970
1960 1970

1930 6

1931 1 1935

[1964]

1934-1936
[1970]
1896 1933
1928 5
[1964]
12



1
[1956]pp.214-229 [1927]pp-111
-133
[1928]pp.91-92
1931 1935
5 363 108 62
193
1931-32
1932 6
1930
774 1930
1931-1935 5 774 325
363 325 38
152 173
1930
5
*8

- 10 -



3 2
*9
[1
992] Yabushita and Inoue[1993] 1927
1931 -1935
1930
C PCAP
ROE EDR LDR R
*9Welch t [1963]p-164

- 11 -



ESR

ORGD EXIT
MERGE CLOSE 3
EXIT PCAP ROE EDR ORGD
CLOSE
RESR
MERGE
RGD
1930
1955 1960 1965 1970 1975 1980
6
77 76 76 76 77 77
460
PCAP RPCAP
1946-1985 9
MERGE *10 RESR
5
*109 1960

- 12 -



1997

Gort, M.[1963] "Analysis of Stability and Change in Market Shares,"
Journal of Political Economy, vol.71
Hoshi, T.[1999] "The Convoy System,”™ mimeo.(University of California,
San Diego)
Scherer, F. and D. Ross[1990] Industrial Market Structure and Economic
Performance, Boston, Houghton Mifflin Company
Yabushita, S. and A. Inoue[1993] "The Stability of the Japanese Banking
System: A Historical Perspective,” Journal of the Japanese and
International Economies, vol.7
[1988]
[1993] 44 4
[1995]

[2001] 1980
1980-1999

- 13 -



[1928]

[1934]
[1970]
[1973]
[1991]
[1956]
[1967]
[1964]
9
[1988]
[1982]
[1964]
[1973]
[1927]
[1981]
[1992]

[1983a]
[1983b]

- 14 -

34



2,500

2,000

1,500

1,000

500

® o> o> S\
P S Q" D"

NSENSIENCIEN

9

H O DO O D
P F Y, R

N IENIEN N

P

™
o

N

N

/\
oV

P

NN N NN

D o O D 3V 2 R O >
0 9P & £ PV R > 9

S

O D PO AN oM
b@b‘b‘bq’\é\é\q‘b&

NONTNT NN

100



T

50




100

181
19,
vl
T¢L
T0L
189
799
99
129
T09
189
T9S
Tvs
T¢S
T0S
1%:14
T9%
vy
1X4%
11014
18€
T9¢
Tve
Tce
T0€
18¢
T19¢
ve
Tce
T0C
18T
19T
i
TeT
10T
18

19

v

T¢



100

90 r

80 r

60

40

20

O:I:I:l:l:l: N S I Y S [ I e S e I |

T N~ O M O O N IO 0 «dHF g N~ O M O O NN ;O 0 «d g N~ O oM O o N
= =+ =« << N N N MO OO OO0 I JF I < .0 0 0 O O ©O© N~ M~ M~ N~ 00 o




70.00

60.00

50.00

40.00

30.00

20.00

10.00

0.00

»

——CR1
—m— CR4
—A— CR8

1925

1930

1935

1940

1945

1950

1955

1960

1965

1970

1975

1980

1985




Tt




5

A

10

9667
7661
2667
0667
8867
9867
¥86T
¢86T
086T
8.6T
9/6T
v.6T
¢L6T
0.6T
8961
996T
Y961
2967
0967
8967
9967
7561
¢s6T
0567
86T
96T
144)"
[474))
0ov6T
8€6T
9¢€6T
vE6T
ce6T
0€6T



1946

-1985

1946
1955
1955
1958
1964
1965
1968
1971
1973

[1973]

[1991]



1925 1945 1965 1985
594 11.38 7.59 8.07
4.58 10.99 7.27 6.94
434 10.05 7.13 6.70
3.81 8.76 7.00 6.45
3.80 8.48 5.33 6.37
3.26 3.74 5.17 475
281 2.44 5.00 451
251 2.30 4.88 411
2.32 2.17 3.28 2.65
1.89 1.68 3.05 2.50
147 143 2.75 2.38
144 135 2.59 2.37
144 1.30 221 1.92
123 1.06 1.92 1.90
121 1.05 152 1.89




15

1925-35 0.738
1935-45 0.799
1945-55 0.912
1955-65 0.965
1965-75 0.713
1975-85 0.983



1955 1965

0.991
0.987
0.985
0.967
0.959
0.953
0.951
0.942
0.929
0.920
0.918
0.914
0.903
0.854
0.847
0.814
0.776
0.735
0.732
0.709
0.687
0.681
0.633
0.595
0.552
0.535
0.501
0.451
0.422
0.409
0.365
0.331
0.130
0.129
0.078
-0.112
-0.117
-0.199
-0.596

1966 5



1930

1931 1932 1933 1934 1935

363 116 156 28 44 19
108 36 37 10 19 6
39 12 17 3 5 2
67 23 20 7 13 4
2 1 0 0 1 0
62 29 17 3 7 6
193 51 102 15 18 7
72 7 50 4 9 2
79 32 34 4 6 3
7 0 5 0 1 1

8 0 7 0 1 0
12 4 2 4 1 1
15 8 4 3 0 0



449 325
2,186,684 877,367
(7,294,402) (2,929,425)
15439529 5,373,939
(6,9146,707) (31,876,338)
12,033,861 4,224,969
(48,313,741) (20,328,308)
809 408

(1,464) (855)
0.0991 0.0746
(0.0819)  (0.09144)
05320 3.2159
(0.5450)  (22.1314)
1.2500 5.0770
(1.7411)  (44.7436)
0.1600 0.1830
(0.1274)  (0.4517)

152
1,370,037
(4,145,457)
10,166,398
(46,085,621)
7,292,471
(29,244,917)
568

(1,116)
0.0980
(0.09883)
0.6930
(1.0355)
1.2630
(0.9135)
0.1850
(0.1775)

173
444,501
(821,939)
1,163,224
(3,368,588)
1,529,822
(3,458,950)
267

(492)
0.0543
(0.0793)
5.4330
(30.1850)
8.4280
(61.2071)
0.1810
(0.5976)



1931-1935

+ ('k**) + (*) + ('k**) + (***)
+ ('k**) + + ('k**) + (**)
+ ('k**) + + ('k**) + (**)
+ ('k**) + (**) + ('k**) + (***)
+ ('k**) + + ('k**) + (***)
- (*%) - (*) - (*%) - (*%)
- - - +

+ -

(-k-k-k) (-k-k) (*) 1 10



1) (2) (©)

EXIT MERGE  CLOSE
C -0.467 -1.465 -0.619
(-2.667) (-8.609) (-2.814)
PCAP -7.82E-08 -8.49E-09 -7.53E-07
(-2.112)  (-0.462) (-4.170)
ROE -2.511 0.748 -7.885
(-2.057) (0.755) (-4.361)
EDR 0.718 -0.033 0.566
(4.804)  (-0.407)  (4.091)
LDR -0.647 -0.089 0.062
(-1.449)  (-0.945)  (0.751)
RESR -0.482 0.501 -1.286
(-0.895) (1.276) (-2.521)
ORGD 4.044 1.168 1512
(3.953) (3.147)  (3.760)
2 0.155 0.024 0.265
Log likelihood -461.972 -375.158 -325.496
774 774 774

0O t



(4)

MERGE
C -3.775
(-1.408)
RPCAP -0.395
(-1.189)
ROE -4.938
(-0.657)
EDR -60.733
(-1.171)
LDR 0.047
(0.046)
RESR 19.042
(2.778)
2 0.049
Log likelihood -22.380
460

0O t



	abstract.pdf
	Selection, Exits and Efficiency in the Japanese Banking Industr...
	An Historical Perspective
	Abstract



