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1/ This material has been prenared as a background paper for the Workshop on the
; basis of information supplied tv the Denuty Manager of the Industrial Finance
. Seminar Division, The Industrial PRank of Japan Limited, Mr. Masafumi Kchno.
The aim is to present factual information dsscriding Japan's indusirial
financing with particular reference to loan appraisal and fellow-up control of
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paper are based on the author's original paper and do not necessarily reflect
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First, let me extend my congratulations on the first Industrial Banking
Techniques Workshop, sponsored by the United Nations Industrial Development

Organization,

It ic a preat pleasure and honour for me to be awarded this opportunity
to speak io you, engaged in industrial financing in different parts of the

world,

I am expected to speak on two themes today: loan appraisal and follow- ‘
up control of loans. I would like, however, to ireai it in a wider spectrum,
and include in my talk 'Ba.ckground on the Japanese economy - an outline, of the
financial system, and follow this ﬁth the basic thinking and actiwal conditions
of industrial financing in Japan, focusing on tho history and experience under-
gone by the Industrial Bank of Japan.

As many of you are aware, Japan is surroundod by sea on all four sides
and is made up of small islands where as many as 100 million psople live,
Ndral resources are practically nil, and over 904 of the major raw materials .

necessary for industrial production must be imported.

In other words, Japan is conditioned by economic factors. She must first
import the raw materials and supply the domesiic murket. Alfo, in order to
earn the foreign exchange necessary for import, sho must expcrt. Furthermore,
because ships are nececeary for the import of raw materials and for the export
of her products, Japan is also founded on maritime shipping. For 1CJ million
people to establish a viable economy on a few small islands without much in the
way of natural resources, widespread education and modernized agriculture must
be promoted. The surplus labour force created by these measures must be
directed towards the industrial sector. The industrial siructure at the same
time must be shifted from light industry to heavy industry through the develop-
ment of appropriate labour skxills and technical improvements to raise the rete
of economic growth, -

Japan's postwar economic growth was quite rapid, For example, real growth

rate between 1957 and 1966 was 10.2% per anmum and 11.3% per annum during 1960-

1970. In the past two or three years, the economy has been growing at the rete-
of 13-14%. One motive force of such high growth has been the oapital invest-
ment made by private industrial corporstions. Supported by the long period of -
usiness upswing, the rate of equipment investment 1:‘ maintining a high level
of 20-30% per annus, As a result, Japanese corporations have been making
capital investment in an amount rar exceeding what they oould reise through
profits. On the other hand, the public’s propensity 'to save is very strong,
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its savsres racvio 1s cne of the Lighest in the world, Take 1967, for example,

Whils th~ civines ratie of the U.S. and U.X was 77, and of Western Cermany

AnT bpar o f A an vas a7 101269 1Y was even higher at 20.2f. These
e otha moel port made 1w the formy of ceposits with the financial

SAVANFS T o J7
i 9ijc o tons.  Theoe denosyts Aira on oinvariaht source of fundis for ihe capital
investment of corpera wticng . Feonancial instituiions as an intermediary play

an important role. Cf aurse, we als. nave the stock market and the bond

market, nu their gcale of operations s quite substantive. The size of the

Japanese stock marke? rirks acxt to the U9, in terms of total amount of new

jesues of corporate chares. e borl market is third ip size next to the U.S.

and the U.K. in terms of the total amouat of the new ond 1ssues.  The weight .

of bporrowines of irndustrial ecuipment funos from “he tinancinl institutioms
ig oserurelmingly hich, and tris trend is becoming increasingly marked in

recent voirs due 1o the expanding. tendency ~f bheth the absolute amount and
. } A

the uni® amoant of the canital invest ~nt in Japan. The share of ecuipment

funds raised throush eincks and bonds aud
egpectiveiy, for the'perind hetween 1956—1964. The

ratin after 1067 18 14 to RZ, so one can see that the weipht of borrowings

that borrowed from financisal insti-

tutions was 35 and £5, 1

ig increasing.
A quite unique financial svsiem was developed in Japan io meet the

national rerirement cf supo'ving ‘long-term stable funds to meet the strong

demand o industry. Today, the m=zjor financial ingtitutions providing funds

to industrial corporations ard the lang-term credit banks, city banks, trust

banks, 1ife insurance corporations and government financiecl institutions.

The lar;-est supplier ameng thes-. are the long-term credit banks., The

Industrial Bank of Japan is one of the long-term credit banks, It was .

ontnbl1shed in 190? as a gemi—~overnmental special hank based on the Induatrial

The creation of IBJ was part of the industrialization
Since its establishment, IBJ

Bank of Japan Law,
policy taken to vromote Japan's modernization,

has catered tc the financial neads of Japanese indusiry.

The present Long Term Credit Pank Law wags modelled after the IBJ Law,

and it was enacted in 1952, Currently there are three long-term credit banks in

Japan including IBJ. The other two were astablished after 1953, The amount
outstanding of these three long—term credit banks at the end of 1969 was
U. B.811.2 hillion and 31.4% of this amount was allocated for equipment funds.

Mese loans outstanding of the three long-term credit bans account for 49. T‘

of the equlnment loans outstanding of all banks in Japan. .The average 1ength
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of IRJ's lonz-term loans is seven year:, the longest fifieen years, and

repav-ent is ordinarily made in ingstalments,

By Law, the long-term credit banks are permitted to issue hank
debentures up to 20 times the amount of their capitrl and recerves,
At this moment, five year coupon debentures and one year discount
debentures are being issued. The five year ~oupon debentures are
mainly subscribed by the city banks, local banks and other financial
ingtitutions, while the one year discounl debentures are subscribed hy
the public at large. The current terms and conditions cof these debentures
are as follows:

5 year ccupon dabenture: 7.5%p.a. nunder par 99.5%, yield 7.630% p.a.

1 year discount delenture: discount rate 94.15%, yield 6.213% p.a.

The financial system in which stable long-term funds procured through
the issuance of bark debentures are supplied to industry for equipment

investment has the following advantages:

1. The city banks which accepti deposits {rom the public and supply
mainly short-term operating funds te industry. Such city banks
need not rigk the freezing of their funds for long-term louis and can
meintain their liquidity through subscription to the long-term credit -
banks! debentures which are negotiable and cashable at any time,
" These can also serve as colhteral in case of necessary borrowing.
from the Bank of Japan. .

2. At the same time, the short-term savings accepted by the city banks
can be transformed into long-term stable funds through the purchase
of bank debentures by the city banks,

3.  Through strict credit analysies and screening of corporations made
by the long-term credit banks, effective allocation of capital
investment funds can be made to enterprises with bright prospects,

4. The long-term credit banks can advance industrial loans in line
with government policies to reduce direct fiscal investment and
alleviate fiscal inflation.

As a specialized long-term financial institution providing. industrial
fundn, we have been placing cnphalin on the follouing two points.

F&rstly, thn acquisition and development of a capable ntqff._ It is
quite often said that in any business, persomnel is most essential.

-

2
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Especially in long-term industrial financing, staff members who are sincera
and who have ahility and good judgement are indispensahle, We have been
making every effort to acquir=e a complement of staff{ with broad outlook

and wide ranpre of knowledge that will enable formation ¢© judgements in

a proper perspective. For this purpose, besides training programmas both
within and outside the bank, we have overseas training programmes, Over
200 employees are dispatched to government ministries, government financisl
institutions, private corporations,international financial institutions
under certain rotating wrme. Tn thic way we are trying to extiend our vicion

by accumulating useful knowledge and oxperience.

Secondly, we are making every effort to perfect our corporate analysis
and industrial research. In other words, thoroush analysis on the following
points will he made, The corporation'’s character and quality, the trend of
the indust y to which it belongs, its constitution and earning power, a close
examination of the project plan, the long range prospects tor the corporation's

growth potential, and its repayment ability of loans based on its earnings,

Corporations, like ourselves, sometimes fall ill; or suffer from
injuries. The case may be mild but sometimes serious when a surgical
operation or hospitalization may be required. We have %o diagnose the .
patient as a living organism, Tha cure should be dynamic and in long range

should restore the patient to vigorous activity,

Now I would like to present the basic lin~ of thinking and operational
methods followed in dealing with long-term equipment financing.,

When the applicant for an IoJ leng-term equipment loan submits a loan
application form to an officer in its loan department, the officer will first
examine the contents of the application, the credit standing of the applying
corporation, current bank transactions, outline of the COrpoi'ailon's business
situation, the plan of the project for which the funds are rsquired. ‘These
points will be given preliminary examination. If the loan department finds
the application in order and worihy of consideration, a formal acceptance
of application will be given, and the loan depariment will request the Credit
Investigation Department to examine the project and make a cxredit analysis of

the corporation. Credit analysis made by the Credit Investigation Department
usually takes about a month, and the following points will be given top

emphasis :




1)  The quality, fature prospect, and growlh polaniial of the corporation,

and its value and significance in the national economy,

2) The character and ability of the iunagement of ibe covrporvation.

3) TRecrning power and repayment cavacity.

4) Borrowing and other fiusncial ecavacity (equinment as wéll as operating
funda). ‘

The importance of the above meniioned poinies hardly needsfurther
elaboration, Under the free enterprising and rapidly expanding economy,
where tecinological inmovations end nriee compelition are vigorovs, the.
question of how to eveluats prowth potential and ils relative place in the
national aconomy are importani elemenis requiring cereful judgement, The
ability and reliability of the management respensible for the corporation's
activi‘ies are, of course, very imporiant, Tt is imporitant to examine an
eniernrise as an organic whole, with all parts vitally interrelated. An
orienial proverb sayg, "If you pay too much attention to a tree you may
forget the forest," i,e., we must nevar lose sisht of the larger and funda-'
mental iesue. According to another oriental proverb, "if a ginele leaf

falla, vou have to recognize that avtwnn bas alrendy come,™

Ar & financial institution, which must protect the inlernsts of the
publiec and opsrate long—térm irdu=trial financing, it iz cuite natural for
the bank to be concerned about repasment ability. Wowever, as vou-are avere,
any long-term horrowing made for ecuipment exnansion assumes continuation
and dcvelonment of the corvoration, and so then the earnings and depreciatian
are the crly sources of repavment, From this standonint, the estimation of
the corpofétion's future‘earning rvower and repayment capacity is extremely
impértant. As to the financial capacity (i.e. the capacity of raising
necessary funds through borrowings from financial institutions) vhen ecoromio
growth is achieved throush active demand fo': emipment investment, which is
the pattern of the postwar Javanes~ eronomy, the money market is constantly
under tirht restraint. Die to sudden expansion of the economy, imports will °
increase, and the balance of payments will be reversed. In such a cane,
the zovernment has to withhold impcrts and enforce a tishtened fiscal and
financial nolicy. Since Japanese corporations have vary littla.intarnal
reserve funds, and because almost rll available funds are alrcudy allocated
for esuipment axnansion, an abrunt tichtening of financial measures will
result in exhaustion of funds and'produce serious cdrawbacks in the proper
functioning of a corporation. In such a case, in order to make payments

.




- b -

for pro;e~ts alrentv undar conatruetion and in ordar to raise overating
funds necpenary for the murchnsn of caw matecials, the corporation will
requart tre banks ‘o noonls the necessary financial assistance. 1In suech

a citan ton, however, mosi comnorationa have similar difficulties, and

’
the Banks nn their mart ars 1imited in their brrrovin:.s from the Ranl: of

Japan, the Central Oarl, ..o how t9 distritute the limited funds and who
should receive a loan ani for now much will be a very difficult quastion.
The decidine fastae jn *ks nase will ba the closeners with which past
relationghip has boen meintained between the hovk and vhe corporation,
So, as a long-iorm financial institution, we zre alwave deenly interastad
in tho cliant's zccesaibility Lo the commercial bhankst onerating funds,
We must exanine and confirm !'hatl accessibility. A corporation which has
a bricht future and haz maon proner equipment investment meay fall in
financiel difficuliies as a result of an abrupt shift to tight money and
the consecuent shortase of operating funds, We have always given our

clients ruidance to avoid falling into such difficulties.

knother factor mmat he rememmredwhen examining the Japaneise economy,
When cconomic growih rate is as hish as over 107 in real terms, tha growth
of sorporetions is acenmpanied LV an equally persistent rise of cormodity
prices, a rise of about 4 to }ﬁ n.A. in conmumer orices, - In such a

condition, a atatic evaluation of aascis will no loneer represent the

actual worth of the corporniticn. As a long-term Jending institution, to
obtain adequate collateral i3 indeed importani. However, for loans of

5 years or more any collateral must be revalued periodically becauss of
the lapse of time which will make the old appyraisal unrealistic,

Rven if we make frecsusnt appraiszls, exceoting land, collateral value under
arn inflationery economy has certain inherent limitations. When the
corpofation's growth is very rapid, or technical inncwvations frecuent, the
rate of depreciation will be accelerated. As a result, to rely heavily

on collateral security should be regarded as rather risky. We do not

denr the importance of collateral, nor do we entirely dpend on it. Instead,
we place higher importance upon the cualities of the corroration, its |
growth potential, its managemeni capability, earning power and repayment
ability. These factors determine the corporations future possibilities.

which are more important.

This princinle is equally applicable to the way of thinking on

financial ratios whan analysing the corporation's financial statement,
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It is often said that a debt ratio of over 1004 or a ourrent ratio of
under 200% are not desirable; such standards are not applicable to
corporations with high growth. To apply such static ratios to a dynami-
cally active corporation is often inappropriate and meaningless, "I would
like to 1ntroduce vart of our approach to financial analysxs. )

According to the IBJ survey cf 457 major corporations, the ratio of
net worth to liabilities in 1969 was 19% - another way of saying this is

that the debt ratio exceeded 400% (426%) which is far beyond the above
mentioned desirable standard,

However, inléuoh a oase, we do not worry about the.ratio itaaif,
instead we worry about the absolute amcunt of the debt,

Under .the rapidly'growing economy, by continuously spending quite
& huge amount of capital on expansion avery'year, oorporatiohl feel - that
the weak debé ratio is inevitable although it may not be desirable. ‘his .
is why they are in need of long-term stable funde. As hefore mentioned,
" long-term loans for equipment funds are expected to be repayed through
earnings (including.depreoiation). While the repayment of such longeterm
borrowings is.prqperly made, the new plant and ecuipment will beoome part
of the fixed assets and its depreciation equivalent amount togothor'with
its profit will be‘added to the capital account. In other words, equipment
purchased by borrowed capital beccmes part of the self-ocapital. Therefore,
to extend a long;term'oquipment loan is really equivalent to making an
advance loan against the oorporation's future earnings or is oduivulcnt'
to lending capital in advance. Since it means that a long term o&uipuonx
loan is made to a corporation vhere the future capital is anticipated to
increase by the earnings “esulting from its newly expanded operation and
ﬁcoomg the corporation's own assets, the fact that there is a shortage of
capital is not a very serious problem. The problem, when the debt ratio
is. high, may be that the amount itwelf is too large to make proper repayment
with the aarningl accordir.,g .to the previously agreed repayment lohcdulc.
In other words, a lituation may ariue where tho euipment oannot be soquired
bw the earnings. . ‘ : .

~ Also we have a few doubts about the iraditional unnlylil of cutroat
' ratio where payment ability of a corporation is judged by a static ratio
tpken at a partirular date. Current ratio, it is generally said, will de
proper if it exceeds 200%. A far as Jaﬁaqouo corporations are ovnoerned,
the same IBJ survey, I'mentioned earlier revealel that the average ourrenmt . 4




ratio for 1969 was 106%.

Up until recentlv, the ratio of current assets to current liabilities
 was considered to be Food if it exceeded 200%. If the ratio was under
2004, the corporation did not qualify for any new credit. The reason was
‘that if :nhe corporation had to bes liquidated, the assets would be under-
valued and appraised below the book value. The liability, on the other
hand, would remain unchanged. So if the current assets to current liabi-
lities were 2 to 1, then even if the current assets were estimated at half
the value, it would be enough to meet current liabilities. And because in
artual practice, the valuation of liquid assets is seldom made as low as
half of the book value, this 200% ratio will provide an additional mgin

of safety.

The above logic, however, has auestionable points. 'm; degree of
ngafety" maintained by adhering to the above rule may become dubious
depending unon the type of industry, the terms and conditions of credit,
the rate of turnover, the locality, seasonal fluctuations and other variables.

For example, in a line of ‘usiness where turnover rate is vary fast ’
the current ratio may he lower than 200%, A grocary store may have less
cred1t rigk than a furniture manufacturer whose current ratio tmrpauu 200$
A grocery store where the sales items have a high turnover and widespread
demand can dispose of the inventory items without losing their value,
Furniture, on the other hand, has a slower turnover rate, the demand less '
frequent, and is vulnerable to change in trends and tastes. At the time |
of liquidation, the inventory will be slashed to less than half of its
value, and 2004 current ratio may still not be safe, Thus one can see

from this example that heavy reliance on current ratio is rather dangerous.

Here is an example to show that current ratio does not al\ﬁys reflect
the payment abilify of a corporation. Let us assume that a corporation has
mohthly sales of 1 million dollars. Ita normal period of trade accounts
receivables is one month. Cash nttlmt,h made, i.e., the corporation .
can receive i million dollars of cash every one month after. Let us suppose
that dus to unforeuen circumstances, this month's: expected cash settlement has
been delayed by another month, i.e., last month's sale of 1 million has not been
m.i\nd To restore the normal euh pocition, this company nnl bo;-m

AR Ty

1 nﬂlion dollars from a finanocial uut!tnticn. In this case




A B
Current aﬁseta 4 |Liabilites 7 Current assets S
quick assets 2 |current liah.4  ovuick asscis 3 | current liab. &
(a/c receivatles {a/c vavabie ?) (a/c receiv.141  2)| a/c cayable 2
Fixed Liab. 3 (shert-term :
Fixed assets 6 |Capital a/c 3 : : borrowirg 1)
Total 10 |Total 10 Curreut ratio is both 100%

it is cuite otviodus that we canrot say that the payment abiliiv ~f this corporation
has not changed, even though the current ratio is the game. On the contrary, the

liquidation ahility has apprarently deteriorated, Trade receivables and liabilities
both have increased, )

In order to make a useful judgement of current liabiliiies of a going concera
on tha assumption of the corporation's continued existence, we examine it in

comparicon with the sales amount and check its turnover period.
Here are two cases, Let us study them,

A Corporation . . B Corooration

Current assets 4 | Liatilities 8 Current assets 9 | Liabilities 10
Current Liab. § ‘ Current liab, 7
{(a/c payable 4 . a/c payable 4
Fixed aasets 6 | |borrovwing 1 Fixed assets 6 f borrowing 3
Fixed assets 3 Fixed assets S

Capi tal a/c 2
Total 10 | Total 10 Total .15 | Total 15

Both A and B corporations have the gsame sales amount of 1 million dollars
per month, They are both in the same line of tusiness and of the same sise.°
The amount of each one's loan application is 1 million dollars. Under the above
,mentioned conditions, which company will be preferred h& the bank?

Firstly, we caloulate the debt and current ratios in the conventional wey,
and the figurcs are as follows: '

Debs ratio: A 400%x
B 20090 - BYA In both cases, B has
: better ratio than A

Current ratio: A ‘ S
B 12020 ‘ . BA

fhoroforo, it seems t0 be esster for the bank to lend to B corporetion.




However, let us mtudv another simple case. Take two employees of

your tank, for example. A and B btoth earn 1,000 dollars a month ard let
us sav that A has borrowinrg outstanding of 100 thousand dolla~s with the-
Emplavees Velfrre Acsociastion, and R has rorrowings ontetandine of 300 thnusal.\d

do'lars.

if further !man is re~vested by beth A 2nd B, who beiween the two is more
qualified to pet an addi*ional loan? Obviously A is more qualified, This is

a very normal and common sense choice,

In the above erample of two companies, A and B, the cuaction siwould rise, -
why should B te more cua'ified than A for additional credit? Let us examine
the question in the common-sense way, the same way we did for the two employeces.
In case of two corporations, the employees! saruings will correspond to the
monthlv sales amount, the enployees' borrowing will correspond to the corpora-:-
tion's liabilities, If we take into cocnsideration the average period of turn-
over of the sales under the normal operations, corporation's monthly sales can
be regarded as the pa:ment ability of the corporation, and so the comparison
betwween the emplovee's monthly earning and their berrowing will correspond
to the comparison between the corporation's monthly sales and their liabili-

ties. Let us extend our concent further as followe:

(Borrowed caoital (Turnover paricd of

ration) Total Cavital “moloyed)
Debt ratio - Liability Liabilities o x Cavital a/e+ Liabilities
Capital a/c - Capital a/c + Liabilities Montalv Sales Amount
= Liabilities _y (Turnover period of

Monthly Jalas 2 Liability)

Calculating above ratio regarding A and B corporatiors:

A - Liability R | x Cabitel afc + Liabiliting 10 = 8 = 8
Capital a/c + Liabilities 10 Monthly Sales Amount 1 1

B -  ability 10 . Capital afc + Liabilities 15 _ o _ 49
(apital ajc + Liabilities 15 Monthly Sales Amount i 3

ADB (& is in the better position than B)

e result is different from the static ratio that we obtained msariier,
We see here that Corporation Ata turnover of liabilities ie faster than
Corporation B's. Thus Corvoration A is more cualified for an additional loan.

And this conclusion matches our common sense example of the u.bove mentioned

 {wo employees.
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In this example, the biggest difference lies in the size of current
assets of A and B corporations, “e then should note that' R corporation has
a much larper size of current assets than A corporation has, and larger
current assets brine larser liabilities. t is ossent'ial for us to examine
why B cornora*ion needs larger current assets There can be several reasons

to be examined. For erample:

Is the inventory too large? Orare the trade receivables oo large?
In case the inventorv is too large, ‘here may be some problem in the '
production line, i.e. prodnection and inventory control may ha insufficient,
or there may be some dead stock, or any dressing or dilution of inventory

accounts to produce a false vrofit, and so forth.

In case the trade receivables are too.large, there muat be some problem
on marketine and sales, i.e. saler agen~ies may be weak in finance, or the’
products have noor muality, or there is something wrone with their way of

sales, or there have been some bad claims,and so forth.

And in genora'l the lesser tre current asssts, ithe better the financial
conditinns, Larnr enrrent assets will mean larrer liahilities and t‘ron this
point of view one can see that the ratio of current aasete to total salas will
give us zo~d indication as to whether the absolute amouni of current asgets is

too large or not.

Before going into fixed liabilities, T would like o touch upon our
method of analyzing corporation's profit. We firstly take a corporation's
profit as the one before tax and draw it back before any adjustment of profit
and loss, because most officialiv anncunced profit is often adjusted by certain
temoorary factox:a like capital gain on sales of assets, valuation loas, or
special depreciation and so forth. In other words, most corrorations in Japan
try to maintain stable dividend payment policy, like 10" v.a. They calculate
the amount necessary for the stable dividend payment and try to make it actualize .
as the management target. When closing the books and preparing the dividead -
payment statement, they tranefer necessary amounts from the reserve to the
dividend fund or sell some assets and add the gain on that sale to the dividend
fund. If they find too- much proﬂt they exercise valuation loss Yy amorti-
sation of inventories and others or make special depreciation in order to |
adjult the ofﬂcial, announced profit.. Therefore, it is quite important ‘to
grasp the actual profit and compare and usalyse the real performance of the
corporation for the partiocular term, | |

g_




.We compare the actual orofit (before tax ac well as any ad jus tment )
and the amount of fixed liabilities, and ther evamine how large the fixed.
liebilities arc. We consider the fixed liabilities ren2yment terms and
the other terms and conditions as well, to examine how many years it would
50 necessary ito repay the entire firxed liabilities in full,,

- (redemption sourra) ‘

Actnal n-ofit for the term 4+ deoreciation

rapaymant oblipated fixed liabilities (incl. iong term notes pavable
and afc vavable) .

= necessary nrariod for repayment (how manv vears it will take to repay).

Since 1abour shoriare and wage-rise is getting more and more serious
in Japan, to analyze the trend of the productivity of the particular corporation
ag well as industry as a “hola is very essantial, in order to grasp the actual
strength of the corpéoration or 1_;he industry.. He, th'erefore, make analvsis on

the following lines, ¥nown as the added value analysis method:
(Added value productivity ratio)

)
Personnel and lahbour emeng;é = Added value x Personnel + labour exponsec
Number of employees Number of employeos Rdded value
228 ‘
-
= Sales x Added \}alue
Number of employees - Sales
L

x Parsonnel + labour exp.
Added value

—Y

= Tangible fix[ad assets(2)x _Sales !32—‘ x Added valus (4)

¥umber of employeas Tangible fixed Sales
229 assets ' )
110 287

x Personnel and Labour sxvenses (5)
Added value
" 104

(1) Wage per employee
(2) cCapital labour ratio
(3) Turnover ratio of fixed assets .
~ (4) Added value ratio |
" 7 {%) Labour distritution ratio

e
™
H g




-1y -

The followine shows the comparison of the added value ratios hetween
1959 and 196" in major Japanese industries, extracted from our "electronic
computer's data file”. (Refer ta the table: Added value analysis - Ratios

for major industries).

Upon completion of the credit analysis, the Credit In'vestigation
Department sends forward its credit report to the Loan Department. Then,
based on this credit report, the Loan Department makes a decision whether
the lcan should be given or not. It is our traditional principle, however,
that the Loan Department does not have to be bound by the conclusion of the
credit report. Loan officers, of course, weigh the conclusion of the oredit
report and give high regard to any doubtful points that the Credit
Investxgation Department has poirted out. They carefully examine whether
these pcints in question could be solved or avoided somehow, The Loan
Department can decide to give the loan, even if the credit report throws

some doubt on the corporation's future.

It is our way of thinking in industrial finatcing that the Loan
Department needs much wider and more constructive considerations and a more
flexible and sometimes more independent standpoint in order to decide the
long-term loan to the industrial corporations,

When giving a commitment of the loan, the Loan Department also decides
the amount of the loan, the terms and conditions, and its disbursement
schrdule, The disbursement of the loanis mostly made separa‘ely, divided
in several instalments based on the payment schedule as the construction
progresses, (Our current prime rate for 5 to 7 year loan is 8,5% p.a. and
varies from 8.5% to 9.7% as the borrowers' credit stance).

In the case of a loan from u.S. or Buropean banks there are often
certain financial restrittive clauses usually shown by a particular figure
or zatio, like dedbt restriction, borrowing restriotions and dividend payment
restriétions and so forth, vhich are included in the loan agreement. In
Japan, however, we usually do not include such fihancial restrictions in &
loan agreement because figures or ratio based on a static judgement will seen
become unrealistic and will deprive the ocorporation of flexibdility is menage-
went and eventually obstruct its potemtial to grow. Instead, we uwsually
insert a clause that if the corporation's management decides any importast

- change on its management policy, .they wust maxe a prior consultatios with
the bdank and must get the bank's mont. ’

As to the guarantor, w request tho chief executive officer of he
oorporation to beoome joint guarentor of the long~term loan and meke olesr’
his responsibility towards the corporation.
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When the investment scale is retting larzer, as in recent years, it

is often difficult for a single hank to supply the full amount of loﬁg-'

term ecuioment funds needed by a particular corporation. Thie is @0

espaciallyv in the case of the sieel industry, the petrochemical industry,

. the atomic power industry and the like. Also we have increasing cases

" of joint projects on industrial combination formed by 'varioue lines of

jndustries both domestically and internationally., In these cases meny
banks, i.e. long-ierm credit banks, city banka, local banks, trust banks,
1ife insurance, povernment financial inetitutions,.join to make a partioi-
pation loan, TBJ very often makes the project analysis and acts ss a
managing bank to form a joini loan basa2d on our neutral position and many
years of experience. IBJ also quite often plays a leading, rble in
initiating a particular new industrial project and later other oity banks .aad

local banks join in,

Ore of the industirial banke most important key functions is to meet

urgent national needs and take the initiative in an emergency or urgent 8
rescue -or rehabilitation loans, and to organise joint losns inviting leading
city banks in co-operation with the central bank at times of national discsters,
financial panic, stock market crisis, collapse of a particular key industry
like shipping, which may be damaged by a sudden decline of international freight
retes. We also act as co-ordinator in the re-organization of key industries
or securities businesses so that they may adjust to worldwide trends. Farther,

we mayv provide agency loans to promote regiohal development and quite often
co-operate with the government through policy loans, for example, small
wsiness finance, anti-pollution loans etc.

As to the follow-up subsequent to the distursement of long-term loans,
we maintain as close a contact as possible with the client. We trace the
oomstruotion of the project in progress, and examine any ohanges from the
plan to asoertain whether it is overrun or not. We inspeot the plant after

" oompletion and in operation, Furthermore, we receive at regular intervals

overall reports on the business, its financial and projeot positions. By
checking its cash position, we can know the actual flow of funds.

In order to get a true picture of the clienis and their 1nmtmt
plans for the following year, we make lui-anrm;l surveys of 1,100 major
oormﬁim in Japan. We call this survey the Equipment Investiment m
and we find it very informative in forecasting the capital mvuhlat m ,
of Japanese industries. We initiated this survey 10 years ago as one form of
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follow-up and although it was originally designed to provide us with

vasic data for estimeting capital invaesiment trends of the maior nlients
during Lhe coming year, this gurvey has become an imporiant national indicator
on mogt cutstanding and renresentative Japanese indvstries! activities in
Japan. Thiq is cuite useful and important for its s*atistical data becauss
the survey covers all major indusirial sorporations in Japan. Tt recordu
their emuipment investment and profit figures for the previous vear and also
presents plars and forecasts of their ezuipment investme»t and projecis lor
the coming year, Thia survey will also serve as a halnful pguide to lonp-
term industrial finencial institutions in formulating their annual lendinge
policy lowards the different industries and corporations snd their own
financing schedule., For reference here is a cooy ¢f the surver queationniire
translated int6 Fnglish, There are the fcllowing eight items in this

questionnaire:

1) Dibursemsnt of equiom:nt funds (projact and eash hasism)
2)

3) Profit and loes before denreciation and other sources

Breakdown of ecuipment funds by sources of funds

4) Foreirn cavital (introduced sni repayad)

5) Cornorate bonds, capital increase, sales and profit and lous b«forn.'
depreciation

6) Breakdoun of disbursement of ecuipment funds hr items

7) Details of sourceg of esuipment funds

8) Borrowing and repayment of equipment funds from IBJ

We analyze the answers to these quastionnaires and claslify them by
line of induetry and fiscal year, then summarize it., Since the Japanese
fiscal year ctarts on Anril 1 and ¢nds on March 31, we make a survey %wioe
a year, every March and September. Further, everv June and December wa moke
another survey to follow-up any ch#ngﬁa.

I thc presented the actual situation and the way of thinking concernirg,
industrial financing in Japan,

In short, anyone engaged in industrial fih:ncing must always be conscious
of the problems existing in the entire industrial sector and must always try
to find the best and m-st constructive solutions from a long range view,

Now I would like to introduce some of the problems end issues we are
ourrently facing in Japan. i
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Wiprgtly, the continved Wigh vote of erowth hag brousht ‘he nroblem
of lahour shorsayge and high waren vhich promises to hecome even more serious
in the fiturae, 'mder thess circrmstonces, how well esn we cope with the
raticnalization of indusirial oroduction, canital invesiment towards saving
man-pover and mechanizine as mich as nossible, and how vell can we vromote
the re-orranization of industries, internztionalizatior and iths bi-lateral
and multi-nationalization end and intarnational co-oneration needs, while

there is an mich ¥ean comn~tition and diversifieation,

Especially, sm=lier indostries viinh are lazering behind in modernization
and will receive & morse nerious Plow from laromr shoriace have a narticularlr
difficvl: path abead of itham, How can we helv +hem and ai the some time how
can we find the war to co-aparate in thne induatrinliﬁntinr in the duveloning
countrizs, i.e. to establish vhat we call the internatione) division of

labour.

As a conseqence of rapid expansion in irdustrial capacity, or as a
result of ropid motorization, wnter and air pollution ecaused by factory
disposal and exhaust ~as, have become importart national iccves to be solved
urgently. HNew facilities investment which is not profitable and lecoming
a financial burden to eliminate such public riisances in ircre-sins year Wy

ear. How well can we mee. these immediate financial needs?
y

At TRJ, in order to imrrove cur credit analysis and industrial research,
electronic comuters are being widely used., Ve have compilsd "Data Flla"
on computer tape comnrieing the financial records and their analveis of 4652
major Japanese corvrcrations {which are all listed at the first secticn of

Tokvo Stock %xchanse).

"By March 1971, all the medium eized cornorationt (which ars 211 lieted
on the second saction of Tokvo Stock Exchange) will be added to this file,
and will make altogether 1,500 corporations. This file gives us more

systematic and macroscopic data and makes more-solid rescarch nossihle,

Now, we belonp to many rovernmeni councils and committeze and partici-
pate and co-operate activelv as a kay member to cove with the diversification
of Javanese industries; and to meet new needs, like intarnationalization,

liberalization and so forth, we have established a leasing company as one

. of our subsidiaries last December. In May 1970, one of our departmants,

the Management Research Devartment, was iransformed into & new comnany
We have also established a new company with the Diebold Group Int~rnational

to provide consulting services in Asia. At the same time, we have made
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quite a few zcuity particivalions with international institutiona, like

TCTCT in India, PTOYC in Takistar, in Yaposlavia, and no forth,

In promotins economic co-oneration with the davelooing cowntries,
we helieve that mutun]l undersiandine is of firsl importanes, Tn 1962
9 vears asn, in commemoration of the €0th anniverzary of TR, we initinted
our 13T Industrial Tipnnce HSeminar, Twice a vear, we invite sentior officers
from movermment ingtituhions, central banke, develonment bLanks, commercial
barks and other Aeveloument institutions of develoving countries, mainly in
bsin and the Middle Wast. The perticipants observe conditinne in Janan at
firgt hand and At the same time we become rmutanlly accuairlad with each other,
exchanpe views and eryneriences, and they erend tinma tosesher Tor & two month
pericd, Since ‘ta incention in 1962, this seminar har confucied 1S‘seaeions,
participatad in by 15 rations, A7 institutions, PZ delepntes. "™e 16ih
session is now under wav., Tt opened on Novembar 4th and seven delegntes

from gaven countries ars taking part,

T shall briefly outline our Induetrial Finance Seminnsr. At the start,
Japan's financinl gystem with its long-term credit bankins svotem ig intro-
duced, 'Then MO, t{he Bank of Jawnan, the Txnort-Tmwnort Pank of Jaran, the
Oversens Tceonomic Co-cperation Fund, and other financial institutions are
introduced by their own directors and officern, who outlinn the activity
and policies. of their resnective institutions. These intreductions are
followed by presentations on the Japanese economy and its planning by the
Economic Planning Agency, Next, IBJ's organization, activity and main
functions, including long~term lending, raiging funds by issuing bank
debentures, and by making credit analysis and conducting industrial research
are presented in detail. Thereafter, major industries are studied and
discussed, focusing mainly on their current problems and possible solutions,
Durihg the two month's time, some 20 field studies teo factories and industrial
estates are included; these trips are quite well received among the delegatos.
There is also an opportunity for each delesate to describe the economy of
his country and his own instit‘utiorh activity, This serves to enhance
mutual understanding among the delegates themselves, We are always trying
to improve our seminar, and hope that it will serve to promote inti&r

national co-operation,

‘Among the industrial development financing institutioms, there ie &
common igsi2 of "how we can maintain a sound hanking policy® in not enly
the loan making but also in the sources of Junds, Tbﬁh?d this we have bean

L}
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enthusiastically devoting our effort in cultivating staff capability,
especially in credit annlysic and industrial regearch areas. Through
sound bankineg we fortify our own physical strength, and, by so doing,
we can immediately extend our own credit stance {o the necessary areas

in time of emarpency needs.

We must accuratelv and promptly detect the needs of a corporaticn,
and industry, or even a nation's economy. This we feel is necessary if
we are to fulfil our resronsihbility as an industrial development financing

institution .

In closing, T would like to relate a personal experience. During
World War II, I was drafted into the Japanese military service and stationed
in Hiroshima in 1945. I was thare when the atomic homh was dropped,
Apgainst all odds J was fortunate *o gurvive. Since then, I have deeply
felt the irrationality of war and strongly believe that international
discord rust not ba settled by a resort to arms, bui must be solved through
paaceful talk, I oelievc that all of us mest try to make this a reality and
1 will always he glad to serve in vhatsver way bossihle to promote.inter-

national undecgtanding.

For this reagon it has been one of *he greatcst jcys c¢f my wvhole 1lifa
to be given this opvortunity to speak to you here at the first workshop on
Tndustrial Bankine Techniques of the UNIDO, UNIDO is an orgnnlof the .
United Nations where mankind places its undying hope for world peacet, even

today on its 25th anniversary. Thank you very mich for your kind attention,









