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This dissertation considers the failure of the Japanese government from 1991 through 

late-1998 to take measures to bring swiftly under control the threat to the nation’s finance 

system posed by nonperforming loans that arose with the collapse of the late-1980s 

land-price bubble. While some works plausibly argue that this record of delay, and a larger 

failure of the Japanese state to adjust its general economic policy strategy, can be 

attributed largely to a progressive fracturing of a 1950s consensus on basic economic policy 

objectives between relatively internationally competitive firms and firms more dependent 

on state protection of their business opportunities, this insight has led few scholars to 

enquire into the role played by advocates of the policy interests of Japan’s most competitive 
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large firms in producing the widely lamented policy of delay on nonperforming loans. 

Counter to the literature’s preponderant emphasis on political pressure from 

protection-dependent firms as impediment to swift state adjustment to nonperforming 

loans and other economic policy challenges of the late-20th century Japanese state, this 

dissertation finds that state officials and expert commentators who in debates on 

nonperforming loans and closely related policy issues strongly advocated dismantling 

protections on which large numbers of firms depended and in their stead adopting policies 

more favorable to the firms best able to weather the harsh economic conditions of the 1990s, 

displayed willingness to tolerate further delay comparable to (and sometimes greater than) 

that shown by state officials and expert commentators who advocated greater solicitude for 

the protection-dependent. This finding is based chiefly on a reading of official Ministry of 

Finance policy statements, transcripts of hearings of relevant Japanese House of 

Representatives committees, public opinion polls, reporting and commentary published in 

two national-circulation and two local Japanese newspapers, and a variety of books and 

longer articles published in the mass-audience Japanese business press. This finding, I 

argue, suggests a need for more sustained critical analysis of the role of leading business 

interests in Japan’s political processes, which in turn argues for a closer engagement than 

is now commonly attempted with the work of Karl Marx and Chalmers Johnson, and for 

following up some preliminary suggestions in the existing literature of an emergent 

economic policy dimension of Diet party competition.  
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Chapter 1: What Should Political Science Make of the Phenomenon? 

 

The period we have before us comprises the most motley mixture of crying 

contradictions:… struggles whose first law is indecision;… history 

without events; development, whose sole driving force seems to be the 

calendar, wearying with constant repetition of the same tensions and 

relaxations; antagonisms that periodically seem to work themselves up to 

a climax only to lose their sharpness and fall away without being able to 

resolve themselves[.]1 

 

I: Introduction to the problem and a brief thesis statement: Nonperforming loans and the 

Japanese government’s delay in ensuring their elimination 

Throughout most of the 1990s, the world noted with increasing wonder the 

underperformance of the Japanese economy. A political-economic system that through the 

previous decade had seemed to many a juggernaut, and even a higher form of economic 

order than the capitalism that had evolved in other rich countries2, suddenly seemed a 

                                                  
1 Karl Marx, The Eighteenth Brumaire of Louis Bonaparte, International Publishers, 1963 
p. 43 
2 Eisuke Sakakibara, Beyond Capitalism: the Japanese model of market economics, 
University Press of America, 1993.    
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hopeless mess of profitless business and national policy dysfunction.3  

 From the general picture of stagnation, one phenomenon stood out as a 

particularly striking proof of the Japanese system’s exhaustion and incapacity to right 

itself: an accumulation of “nonperforming loans” that grew throughout the decade and 

brought the financial system to the brink of collapse. In the bubble years of the late 1980s, 

a positive feedback loop had connected rising land and shares prices with aggressive 

expansion of lending by Japanese banks. Following a sharp series of interest rate hikes by 

Japan’s central bank in 1990, this feedback loop was thrown into reverse, with demand for 

land, shares, bank credit, investment, and lending opportunities putting downward 

pressure on each other. This collapse of the bubble left banks holding hundreds of billions of 

dollars in loans that would not be fully repaid, collateralized largely by land that was 

falling in value.  

What commanded attention, however, was not so much the sheer scale of the 

problem, though this was remarkable enough, as the government’s delay in displaying a 

will to bring it under control. With over 13 percent of total bank loans acknowledged to be 

bad in 1998 by the Ministry of Finance, which throughout the decade had used optimistic 

assumptions and restrictive definitions to low-ball bad loan estimates and may have been 

                                                  
3 One mark of how far Japan fell in the estimation of educated opinion is Sakakibara’s 
2003 work, Kozo Defure no Seiki (The Century of Structural Deflation). This later work is 
thoroughly scrubbed of any hint of his earlier work’s suggestion that Japan had formed a 
system of business practices and business-state interactions that offered advantages over a 
continental or Anglo-American institutional model for addressing the challenges of 
late-20th century capitalism.  
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continuing the practice with this estimate, Japan had one of the most serious 

nonperforming loans problem of any wealthy democracy of the late-20th century.4 But a 

number of other countries – most notably, the US, the UK, and Sweden – experienced in 

this period nonperforming loans problems serious enough to require emergency state action 

to prevent unnacceptable risk of finance system collapse. The mere existence of a serious 

nonperforming loans problem was thus not enough to consign Japan, Inc. to the dustbin of 

history unless the whole of late-20th century capitalism was to go with it. But these other 

wealthy democracies had resolved their nonperforming loans problems relatively quickly 

and decisively. On this score, Japan stood in disturbing contrast.  

The problem was serious enough by 1992 that the prime minister, a former 

Ministry of Finance official whose understanding of finance was widely respected, warned 

that state action would be required to resolve it. By 1995, the Japanese business press was 

quite clear that large-scale and resolute state action was needed, and frequently quoted 

experts and finance authorities from other wealthy democracies to that effect. At the 

beginning of 1998, the problem had grown into one threatening imminent finance system 

collapse. Yet in the autumn of 1998, the actions necessary to avert the worst, let alone to 

resolve the problem once for all, were tied up in political debate. The precedents of rich 

industrial democracies who had taken action to remove the risk posed by bad loans were 

                                                  
4 Estimating the true figure of Japanese nonperforming loans for any point in time is 
beyond my competence. A discussion of the issue is provided in the Appendix A.   
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known to finance authorities, elected officials, and the business press. For whatever reason, 

Japan hesitated to take that step.   

The sine qua non of any prompt resolution of the problem was a government 

decision to spend tens or hundreds of billions of dollars to finance in some way the removal 

of nonperforming loans from private banks’ balance sheets.5 While the government did 

employ indirect measures to encourage bad loan elimination, such as general economic 

stimulus, and small measures, such as limited tax incentives for the writing off of loans in 

arrears, it proved unable or unwilling until 1998 to attack the problem frontally with large 

public expenditures. 
                                                  
5 A natural, slow resolution was perhaps possible without the use of tax funds. Dick 
Beason and Jason James (The Political Economy of Japanese Financial Markets: Myths 
versus Reality, St. Martin’s Press, 1999, pp. 82-100) and, to a lesser extent, Jenny Corbett 
(“Crisis? What crisis? The policy response to Japan’s banking crisis”, in Craig Freedman 
(ed.), Why Did Japan Stumble?, Edward Elgar, 1999, pp. 191-224) present the Japanese 
authorities as effectively having adopted this policy option through most of the 1990s, and 
argue that this choice was not necessarily bad. That is, there is a strictly prudential policy 
argument for delay: state-funded bailouts necessarily introduce moral hazard problems 
and market distortions that are not introduced by having the parties to loan contracts work 
out and take their losses; and delay, in allowing the loss-taking to be spread out in time, 
can avoid costs incurred in parties attempting to settle claims immediately. Corbett also 
points out that little rigorous theory supported by strong cross-national comparison of 
banking crises exists on how states should handle such problems, making difficult the 
assessment of costs of delay and alternative state-funded resolutions. Yanbe Yukio (“Kozo 
Kaikaku” to iu Genso, Iwanami Shoten, 2001) and Higashitani Satoshi (Kinyucho ga 
Chusho Kigyo wo Tsubsu, Soshisha, 2000) deploy a similar argument for a different 
polemical objective, sharply criticizing government efforts to get tough on bad loans that 
encouraged banks to strengthen balance sheets on the backs of borrowers worth treating 
leniently in the interest of economic growth. Arguments along these lines have received far 
less attention than they deserve. They raise the important point that it was possible for 
proponents of quite different general policy approaches to regard delay on bad loans as 
better than what a more active state was likely to attempt; and much of the evidence 
presented in this dissertation is consistent with the assumption that such calculations 
were at work. However, this dissertation does not attempt to overturn the nearly universal 
consensus of the late 1990s and thereafter that delay was in fact bad policy.   
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Under legislation passed in 1998, it purchased in that year and the next over 9 

trillion yen (around 70 billion dollars) in shares and subordinated debt of the major banks, 

and spent trillions more nationalizing and selling off two of those banks. Together with a 

less noted but crucial major expansion of state guarantees of loans to small businesses6, 

these measures prevented finance system collapse and have to be seen as an abandonment 

of the status quo of not tackling the problem head on. Two of the foremost authorities on 

Japanese banking policy writing in English affirm this, if with a hedge: “We argue that the 

crisis is over in the sense that the underlying problems are now being addressed, or at least 

acknowledged, such that a systemic banking crisis has been averted.”7 

The decisions taken in 1998 and 1999 by no means amounted to a decisive answer 

to the basic question of what should be done about bad loans. A tendency remained visible 

to put off a fully decisive resolution, to leave the problem to banks, borrowers, and 

regulators to work out through laborious consultations and without public money. As late 

as 2003, with bad loans held by private banks still totaling 8 percent of GDP by the 

government’s estimates, how and under what conditions to use public money to bring the 

volume of bad loans down far enough to neutralize their effect on economic growth and the 

threat of system instability they posed, remained an unresolved and fiercely contested 

                                                  
6 The credit guarantees and their role in easing harsh conditions for borrowers are 
described in Chusho Kigyocho, 2000-nenban: Chusho Kigyo Hakusho: IT Kakumei, Shikin’ 
Senryaku, Sogyo Kankyo (2000), pp. 299-357. 
7 Takeo Hoshi and Hugh Patrick, “The Japanese Financial System: An Introductory 
Overview”, p. 1, in Takeo Hoshi and Hugh Patrick (eds.), Crisis and Change in the 
Japanese Financial System, pp. 1-33 
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question. Further, that its urgency receded thereafter does not mean that the question was 

ever settled. Government decisions after 1999, in fact, may have contributed little toward 

bringing the bad loan problem under control. Eventual success in cutting bad loans down to 

a level at which they were not seen as threatening finance system stability owed a great 

deal to an exogenous improvement in business conditions. A consolidation by mergers of the 

nation’s 18 largest banks into six banking groups may also have helped, as the groups came 

to combine corporate lending with more profitable operations such as individual home and 

consumer lending; but this effect is less clear.8   

                                                  
8 From 2001, the Cabinet Office took over from the Economic Planning Agency the drafting 
of the annual Keizai Hakusho, the most comprehensive statement of the government’s view 
of economic conditions. The document is often said, even by business press writers 
generally sympathetic to the ideology infused into it, to have been considerably politicized 
in the process. It is now presented under the signature of the Minister of State for 
Economic and Fiscal Policy, a powerful new cabinet post. Its first five issues were 
accordingly signed by Prime Minister Koizumi’s choice for this position, the unusually 
blunt and controversial Takenaka Heizo. Their content and tone are said to have been 
significantly affected by his personal contribution. All five are given the subtitle No Gains 
Without Reforms, reflecting Takenaka’s and Koizumi’s position as strong advocates of 
“structural reform”. Among Takenaka’s high-profile initiatives taken with strong support of 
the prime minister was the October 2002 “Takenaka Plan” for halving banks’ bad loan ratio 
by March 2005. The case for seeing bad loans policy as having had a major impact on bad 
loans in these years should be found here if anywhere. Neither the claims made there, 
however, nor the evidence supporting them, are very strong. For example, the 2005 report 
briefly highlights the role played by tightened inspections of bank loan quality from March 
2002 and “Takenaka Plan” (officially, the Program for Financial Revival). A spike in 
write-offs and sales of bad loans appears in the six months from September 2002 to March 
2003. These volumes had been on a sharp upswing, however, for the two preceding 
six-month periods, and after this spike fell back to their 2001 level. (See p. 59.) That 2001 
level was very slightly lower than that of fiscal 1996, the year of healthy economic growth 
that preceded the disasters of late 1997 and 1998. The graph also makes clear a sharp 
decrease after 2001 in the formation of new bad loans, which the text attributes largely to 
“improving business sector profits,… steady economic recovery,… and… the easing of 
[corporate share and land] asset deflation”. (p. 61) Bad loan elimination seems to have 
remained largely what it was through the 1990s: a matter of banks writing off what they 
could within the limits of their operating profits and of borrowers repaying as their 
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A full account of the policy of delay would thus cover events well into the current 

century. Indeed, the true contrast between the Japanese and the US case is less in the time 

that passed before authorities got serious about the problem than in the single-mindedness 

with which public resources were thrown into solving it after that point. The flurry of 

Japanese activity in 1998 and 1999 demonstrated that the government would put up 

enough money to avert the worst and take the core of the finance system out of immediate 

danger of collapse. Thereafter, it tended to take a wait and see attitude on the question of 

whether it should spend more to achieve more. The liberality and apparently easy 

conscience with which the US president, Congress, and bureaucratic authorities moved in 

cleaning up the S&Ls were almost inconceivable by the Japanese standard. In response to 

a smaller problem than the Japanese, American authorities spent well over a hundred 

billion dollars, net of recovery from asset sales. As noted in the appendix to this chapter, 

Japanese authorities did not spend much more on their country’s far larger problem.  

The actions of 1998, then, did not amount to a 180-degree break with the inaction 

of the preceding years. They did reveal a limit, however, to how far the government would 

allow conditions to deteriorate without intervening. As such, they can be taken as marking 

the end of a policy of inaction. I adopt this convenience in this dissertation, treating events 

of 1998 and 1999 only briefly (in chapter 7). Policy debates through 1996 are treated in 

                                                                                                                                                        
business conditions allowed. The fire largely burned itself out as the winds driving its 
spread subsided.   



 8

greater detail, forming the subject of chapters 2 through 6. Beyond this reason of 

convenience, however, -- i.e. the fact that delay ceased in 1998 to be the seemingly exclusive 

policy response to the problem – there is another, more important reason, for focusing on 

the earlier post-bubble years: the central argument of this dissertation is easier to make for 

late 1997 and 1998, the period of acute crisis than for the earlier post-bubble years, 

1991-1996. If the central argument holds for 1991-1996, then it certainly holds for the later 

period.   

That central argument takes issue with a strong tendency in existing literature to 

treat delay on bad loans, and the more general failure to adjust basic economic policy in 

line with market realites of the late 20th century, as the product of the government’s efforts 

to shield politically influential but economically weak private firm constituencies from 

painful policy changes demanded by the national interest. Though in no way denying the 

importance of those efforts, this dissertation focuses on political representation of Japan’s 

strong businesses, and argues that the policy of delay makes more sense if seen as a way of 

responding to strong and weak firm interests simultaneously. More specifically, the 

dissertation shows that a serious obstacle to undertaking a publicly funded campaign for 

speeding bad loan elimination lay in demands for consolidating the nation’s banks and 

making them less eager to expand lending.  

The need to weed out inefficient banks and borrowers, and in the process to 

enhance the competitive value to a bank of keeping resources ready for other purposes, 
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consistently served as an argument against spending public money for bad loan elimination. 

In the early 1990s, the argument held that market restructuring under way in the 

increasingly harsh post-bubble economic conditions should be further advanced before 

relief was offered. Thereafter, the argument more often held that public funds should be 

used for bad loan elimination, but only as part of a campaign to advance and accelerate the 

restructuring of the finance market demanded by the national interest. In other words, 

those political actors with the least tolerance for using state authority to shield a broad 

constituency of inefficient firms from a painful post-bubble reckoning were in effect among 

the strongest supporters of delay on bad loans, though they never described themselves as 

such. Such arguments were part and parcel of a larger, broadly neoliberal polemic which 

held that the distinctive Japanese economic system was out of date and that a move toward 

the model of triumphant post-Cold War US capitalism was urgently needed.9 As we will 

see, they were by no means of the arguments merely of a radical fringe lacking policy 

influence. Rather, they enjoyed broad and prominent representation in policy debates – 

among all non-Communist Diet parties, among Japan’s most prominent and influential 

economists, and in the business press. As we will see, they were, at crucial points in the bad 

loans story, very nearly matters of elite consensus.    

In late 1997 and 1998, the period of acute system crisis, the strongest opposition to 

                                                  
9 Useful illustrations and a highly readable critique of the ideology as it figured in late-20th 
century Japanese discourse is provided by Ronald Dore, Stock Market Capitalism: Welfare 
Capitalism: Japan and Germany versus the Anglo-Saxons, Oxford University Press, 2000.  
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swift and forceful action to bring the bad loans problem under control came from politicians 

and elite business press commentators who most strongly advocated shifting the balance of 

economic policy from protection of weak firms toward rewarding and enhancement of the 

strongest firms’ competitive strength. In treating this period only briefly, by way of a coda 

(chapter 7), this dissertation thus does without some of the strongest evidence available for 

attributing a central role in the maintenance of the policy of delay to advocates of the 

interests of Japanese companies least in need of the government’s help. As the 1990s wore 

on, arguments for state action to help the strongest banks, and the firms at least risk of 

losing access to credit, became increasingly prominent and forceful. In 1998, their role is 

hard to miss; this dissertation establishes their presence and importance in the years 

1991-1997.   

The meaning and political significance of “strong” and “weak” will be made clearer 

in section II below, where we consider a number of works that use a roughly equivalent 

distinction to divide private-sector constituencies with divergent demands under the 

late-20th century Japanese economic policymaking process. But the definition employed in 

this dissertation can be stated at this point: “Strong” and “weak” are relative terms 

meaning less (more) dependent on positive state action to protect a firm’s business 

resources from prospective competitors for those resources; or, viewed from the perspective 

of opportunity, standing to gain more (less) from termination of such action. The “business 

resource” of greatest significance throughout this dissertation is capacity to secure or 
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provide credit.  

This use of the terms signifies no theoretical innovation. It is intended to conform 

to a basic distinction and simply intuition common to numerous existing studies: As the 

bubble deflated through the 1990s, some firms found themselves more in need than others 

of state help to remain profitable or viable. As many scholars have demonstrated, in Japan, 

a politically central distinction exists between firms who rely on a host of 

competitition-dampening policies, and a much smaller number of companies who regard 

most such policies as at best unnecessary and at worst a positive hindrance. The political 

system’s propensity to maintain and expand such protection has been much lamented.  

With respect to banking policy, this propensity translates into state actions 

designed to prop up banks whose solvency was threatened in the collapse of the bubble, and 

borrowers whose credit banks might have moved faster to cut off in the absence of state 

interference. This was certainly one of the ingredients in the policymaking process, but it 

produced delay on bad loans only in interaction with a contrary policy tendency: attempts 

to weed out weak banks and borrowers and to concentrate resources in fewer firms.  

In applying these terms to banks, a special ambiguity must also be addressed. 

Depending on context, many of Japan’s largest banks, including those that survived the 

1990s to earn record profits in this century, can be placed at more than one point on a 

strong-weak continuum. Clarification of the grounds for treating banks as “strong” in this 

dissertation is provided in Appendix B.  
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II: Some essential secondary sources -- Known institutional impediments to effective 

economic policymaking in post-bubble Japan 

This dissertation follows a vast body of commentary in addressing the obvious 

question: why, despite having sufficient knowledge and financial resources to resolve the 

problem promptly, did the Japanese government choose not to attempt to do so until late- 

1998? A number of excellent studies of nonperforming loans and the broader problems of 

post-bubble Japanese banking and economic policy together offer what can be called a 

standard narrative and explanatory approach. Through this literature, we can see the 

late-80s bubble and the years following its collapse as revealing a basic problem with many 

manifestations. A self-reinforcing set of policy-making institutions that had evolved as a 

highly adaptive response to Japanese and world economic conditions of the early postwar 

era had since the 1970s become increasingly ill-suited to contemporary economic 

challenges. Moreover, incremental adjustments in this set of rules, norms, and 

organizationally-imposed incentives had made the system increasingly unwieldy without 

changing its fundamental orientation. As a result, the system no longer smoothly followed 

its own precedents or showed the capacity to change course to meet the demands of the late 

20th century.  

The “developmental state”10, which in the realm of finance involved a socialization 

                                                  
10 Chalmers Johnson, MITI and the Japanese Miracle: The Growth of Industrial Policy, 
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of risk designed to maximize the investment possible with scarce capital, had become 

cluttered by institutional routines that addressed new social and market priorities in an 

increasingly haphazard manner. The basic structure of the political economy largely 

remained one geared to catch-up economic development that required mobilization of 

scarce financial resources. But the post-Bretton Woods age of slower economic growth, 

floating exchange rates, and liberalized global capital movement demanded better means of 

allocating abundant financial resources accumulated over the postwar period.  

Because the postwar system was ill prepared to handle the finance policy needs of 

a mature economy in the new age of global capital, surplus financial resources found their 

way to the speculative frenzies of the bubble. When the bubble burst, the system knew no 

better way of handling the accumulation of nonperforming loans than to fall back on the 

densely layered institutional mechanisms of risk socialization.  

This meant, first of all, a reliance on the Ministry of Finance’s broad discretionary 

powers to guide banks in a concerted project of system maintenance. As Jennifer Amyx has 

explained in great detail and with powerful insight into its broad significance, this power 

was exercised through a “relational” regime of banking regulation. Given the various 

shocks administered to the finance system starting in the early 1970s – slowed growth, new 

volatility in the exchange rate, the sharp rise in oil prices, and others – a sharp need arose 

for more prudential regulation and forceful encouragement of greater bank profitability. 

                                                                                                                                                        
1925-1975, Stanford University Press, 1982. 
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Shifting toward these priorities from those of the high-growth, scarce capital era, however, 

would have required a rules structure providing clear mandates to banks and a vesting of 

clear authority and ample resources to press banks to align their business strategies to 

those priorities. Lacking both the necessary rules governing bank behavior, and those 

governing the relations of banks to their regulators, regulators and banks understandably 

did the reverse of what the moment called for.  

Rather than transitioning from the informal, mutually protective practices that 

had served well under the early post-war conditions, they intensified their reliance on 

those practices as the best tools at hand for coming to grips with the unfamiliar forces so 

threatening to their internal environment. A dysfunctional response to changes in the 

world economy was thus encouraged by the perverse incentives embodied in the MOF’s 

“network” of political-institutional relations (a network that not only locked bankers and 

bank regulation officials in a defensive embrace, but insulated bank-regulator cooperation 

from external political authority that might have interrupted the spiral of self-protection 

and misreading of market threats). This spiral would only intensify until conditions 

worsened far enough that, from 1996 through 1998, popular demands and the obvious need 

for action could generate the necessary political force to break the bonds of “forebearance.”  

Writing off a large volume of nonperforming loans quickly would have been painful 

for many Japanese banks. For the Ministry of Finance, acknowledgment of the full scale of 

the problem and the economic costs of writing loans off quickly would have been 
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embarrassing, a threat to its reputation for wisdom and thus to its political status. The 

members of this close public-private community of Japanese banking thus had a strong 

incentive to pretend that a responsible response to the problem was within their capacity. 

And handling the problem in house meant working off nonperforming loans slowly, not 

pressuring weak banks to take the full balance sheet hit all at once, not encouraging banks 

to build up balance-sheet strength through aggressive restructuring, and discouraging 

stronger banks from advertising their ability to absorb their own share of losses quickly.11  

The perverse incentives Amyx describes were reinforced by a crude trading of 

material benefits between weak banks and their regulators. Horiuchi demonstrates that 

weaker banks were statistically more likely than stronger banks to employ retired MOF 

bureaucrats. The implication of this finding, Horiuchi plausibly suggests, is that banks 

bought regulatory forbearance by offering retiring MOF bureaucrats well paid 

post-retirement employment.12 (Securing such posts is always a major preoccupation for 

Japan’s ministries, most of whose officials leave the bureaucracy in their fifties to make 

room for a younger cohort.)  

The MOF thus found itself in a predicament of decisive importance for the whole 

trajectory of the bad loans problem. Unable to propose use of public funds without 

threatening its weak bank constituency and/or inviting an unstoppable challenge to its 
                                                  
11 Jennifer A. Amyx, Japan’s Financial Crisis: Institutional Rigidity and Reluctant Change, 
Princeton University Press, 2004, pp. 128-193.  
12 Horiuchi Akiyoshi, Kin’yuu Shisutemu no Mirai: Furyou Saiken Mondai to Biggu Ban, 
Iwanami Shoten, 1998, pp. 150-160. 
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authority to regulate the banking system, the Ministry put its political capital mostly into 

the ultimately self-defeating tactic of delay. With each year that the problem went 

unresolved, the weight of the mistakes for which the Ministry would have to take 

responsibility grew considerably. The political decision to spend a few billion dollars in 

1996 was packaged with promises to entrust future bank inspections to a new insitution; 

one of the conditions of approval of the the larger-scale bailout of 1998 was insulation from 

MOF influence over administration of the bailout and the finance system more generally.    

The role of the MOF in causing protraction and worsening of the nonperforming 

loans problem does not end here. As the bubble-era exuberance gave way to post-bubble 

gloom, the Ministry showed its deeply embedded anti-Keynesianism and its desire to keep 

control of policy in its own hands as far as possible by resisting prompt fiscal stimulus that 

might have attenuated the balance sheet shock.13 As it did in causing the bubble to arise 

and in setting out to crush it, so in the aftermath did the Ministry of Finance rely on 

monetary policy -- interest rates -- as its preferred tool of macroeconomic management.14 If 

a budget allocation for the express purpose of eliminating bad loans was ruled out, 

budgetary expansion for the indirect facilitation of bad loan elimination by economic 

growth was adopted only reluctantly over the entire decade.  

                                                  
13 Okonogi Kiyoshi, Zaisei Kouzou Kaikaku, Iwanami Shoten, 1998; Taggart Murphy, The 
Weight of the Yen: How Denial Imperils America’s Future and Ruins an Alliance, W. W. 
Norton, 1996 
14 William Grimes, Unmaking the Japanese Miracle: Macroeconomic Politics, 1985-2000, 
Cornell University Press, 2001 
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Small government and fiscal responsibility were hardwired into the MOF’s 

institutional mission, even as the capacity of other ministries and ruling party politicians 

to extract funds for welfare-state expenditures and public works in the periphery grew 

from the 1970s.15  In the 1990s, the MOF devoted much of its political capital to securing 

an increase in the consumption tax which arguably did a great deal to bring the finance 

system and the economy as a whole into crisis is late 1997.16  Installing the consumption 

tax in the first place, in 1989, had required of the Ministry clever, energetic, and sustained 

political maneuvering. 17  The 1997 consumption tax hike was preceded by a major 

campaign to “manipulate” the mass media.18 The policy of delay was consistent with 

general resistance to deficit financing; it was a means of keeping the absorption of 

nonperforming loan costs within the private, heavily state-managed, banking system.  

Rules and practices within the private sector also played a role in making prompt 

elimination of bad loans difficult. For example, the difficulty of settling accounts with 

troubled borrowers was raised by a critical lack of judicial manpower for handling 

bankruptcies. The lack of judicial involvement meant that in the vast majority of cases 

banks and even hopeless borrowers were forced to work out restructurings as best they 

                                                  
15 Noguchi Yukio, Zaisei Kiki no Kouzou, Toyo Keizai Shimposha, 1980. 
16 Yanbe Yukio, “Kozokaikaku” to iu Genso: Keizaikiki kara Dou Dasshutsu Suruka,  
Iwanami Shoten, 2001, esp. pp. 42-62. 
17 Junko Kato, The Problem of Bureaucratic Rationality: Tax Politics in Japan, Princeton 
University Press, 1994. 
18 Fumitoshi Takahashi, “Manipulations behind the Consumption Tax Increase: The 
Ministry of Finance Prolongs Japan’s Recession”, Journal of Japanese Studies 25:1 (1999), 
pp. 91-106. 
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could. If banks had legal rights to foreclose, borrowers had legal means of resisting 

foreclosure, and the unavailability of a court to adjudicate the competing rights meant that 

in many cases neither the bank nor the borrower could hope for enforcement of a final 

settlement in its interest.19  

Meanwhile, even if a court could be brought into the dispute, the rights and 

obligations of the interested parties were likely to become hopelessly confused. Because the 

bank generally lent not for a specific project but simply to the firm, and a troubled borrower 

would likely have debts to multiple banks, it was difficult for any bank to identify the loans 

for which it should be held responsible and to foreclose on only those loans.20 The 

borrower’s collateral would thus be pledged collectively to its various creditor banks, who 

would somehow have to work out a distribution of losses among themselves. These two 

difficulties were part and parcel of the “main bank” system, widely condemned in the 

business press of the 1990s, whereby one creditor bank was generally recognized as having 

a special responsibility to monitor and to bear risk of a given borrower on behalf of all the 

creditors.21 

The inability of the MOF and the banks to work out a solution meant that a 

                                                  
19 Takagi Shinjiroh, Tosanhou no Kaisei to Unyou, Shojihomu Kenkyukai, 2000. See 
especially pp. 41-51.  
20 Takatsuki Akitoshi, Furyou Saiken Ryudouka Taisaku:Nichibei Hikaku, Kin’yuu Zaisei 
Jijou Kenkyuukai, 1994, pp. 2-52 
21 The justly standard reference on the “main bank” system is Masahiko Aoki, Hugh 
Patrick, and Paul Sheard, “The Japanese Main Bank System: An Introductory Overview” 
in Masahiko Aoki and Hugh Patrick (eds.),The Japanese Main Bank System: Its Relevance 
for Developing and Transforming Economies, Oxford University Press, 1994, pp. 1-50.  
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decision would have to be taken by Japan’s parliament, the Diet, which was famous for 

leaving substantive policymaking to the better-informed bureaucracy. But in the 1990s, the 

stability and predictability of one-party rule under the Liberal Democratic Party gave way 

to chronically unstable and fluid multiparty competition. The Liberal Democratic Party, 

which had ruled continuously since 1955, lost its upper house majority in 1989, then found 

itself in opposition after a break-up of the party and its poor electoral showing in 1993. For 

ten months in 1993 and 1994, two coalition governments confronted intense coordination 

problems inevitable given their constitution: Comprising the preexisting non-Communist 

opposition parties, two new parties composed mainly of Dietmembers who had just bolted 

the LDP, and a major new party composed mainly of people elected to the Diet for the first 

time in 1993 and led by ex-LDP parliament members, the non-LDP coalition might have 

had great trouble deciding on a comprehensive approach to the banking crisis even if it had 

had more time and not been distracted by other problems. The coalition was hindered by 

jockeying for power among its constituent parties and their respective leaders, which added 

to the difficulty of melding the ideologically distinct and internally divided parties into a 

body capable of taking hard collective decisions. Moreover, it is not clear that the coalition 

parties fully understood the need to do so. Ozawa Ichiro, the politician most responsible for 

engineering the LDP’s fall, seems to have looked forward to further LDP defections and 

even a split in the Socialist Party as resources for consolidating under his control a party 

capable of contending with the LDP on even terms.   
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The LDP’s return to government in 1994, in coalition with the socialists and a 

small new party, Sakigake, did little to reestablish stability and predictability. For the 

Japan Socialist Party, the price of power turned out to be near death. The decision of party 

leaders to abandon the clearest mark of the party’s identity, opposition to the US-Japan 

security relationship and to maintenance of Japanese military forces, alienated many of 

the party’s supporters and Diet members. Their decision to stand behind an extremely 

unpopular bad loans elimination scheme (discussed in chapters 5 and 6) drove a stake 

through the party’s prospects as a serious political force. Most of its members in parliament, 

and most of its voters, abandoned the party. Anti-LDP votes thus migrated to a newly 

compact Diet opposition. This development offered some hope of the formation of a stable 

two-party system, but the largest opposition parties have since been internally unstable, 

comprising ex-LDP members, ex-Socialists, and members who had been elected to 

articulate an alternative to both the LDP and the JSP. And among the biggest beneficiaries 

of voter discontent with the LDP-led coalitions were the Communists, who were neither 

looked to as a promising coalition partner nor likely to vote with the rest of the opposition 

on the question of what to do about bad loans.22 

The problem was not simply that party names no longer attached to any stable 

group of politicians, but that for voters, choosing one party or another signified an 

                                                  
22 The best account of the Diet parties’ struggles to reorganize themselves in the 1990s is 
perhaps Gerald L. Curtis, The Logic of Japanese Politics: Leaders, Institutions, and the 
Limits of Change, Columbia University Press, 1999. 
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increasingly less clear choice among basic alternative policy profiles. As Ohtake Hideo 

argues, the primary issue that structured politics under the 1955 system, the US-Japan 

security relationship, did so increasingly poorly, and no other “axis” on which parties could 

be stably aligned had emerged. In particular, the parties failed to create a clear choice for 

voters on basic economic policy that could yield ratification of a basic policy direction 

comparable to the Reagan revolution, Thatcherism, or even France’s state-led corporate 

restructuring drive.23 As Ohtake demonstrates, if the socialists had never been very 

successful in articulating a basic difference with the LDP on economic policy, the new, 

fragmented opposition did not do much better.  

Non-LDP party leaders in the post-1993 years, Ohtake shows, tried to do so on 

many occasions. Hosokawa Morihiro, the first post-LDP prime minister, clearly positioned 

deregulation as part of his change agenda, as did the leaders of his coalition partners 

Sakigake and Shinseito. To a lesser extent, so did leaders of the JSP. The agenda of 

“structural reform”, however, was divisive for all the non-Communist parties, and adopting 

a coalitional consensus on it was further hindered by differences among the parties on the 

needed content of reform, by the jockeying for power in the post-LDP order, and by the 

power of the foreign relations question to divide even parties intent on forming a common 

front on economic policy. The non-LDP parties thus mirrored, in opposition and in 

                                                  
23 Ohtake Hideo, Gendai Nihon Seiji no Tairitsujiku: 93nen iko no Seikaisaihen no naka de, 
Chuokoron Shinsha, 1999. 
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government, the LDP’s difficulty in settling on a clear change of course. Prime Minister 

Nakasone had certainly moved the party in a neoliberal direction in the 1980s. Hashimoto 

moved it further with his Big Bang financial reform initiative of 1996, but did so in spite of 

a clearly stated and perhaps sincerely held view that protecting the weak, by 

competition-forbidding regulations where necessary, was the more important task of 

politics. 1996 also marked the first run for the LDP presidency of Koizumi, but his time had 

not yet come. Hashimoto’s successor as prime minister, Obuchi, was not a man from whom 

leadership of that sort was expected.     

Unable to form clear and stable party identities capable of mobilizing broad and 

stable constituencies, the parties in the 1990s moved within a narrow range of positions on 

major economic questions, their tactical steps never tracing a choice among basic policy 

directions. The great trend of the 1990s was the steady growth of the “floating vote”, voters 

who identified themselves as not supporting any party. The LDP retained a public support 

level over twice as high as that of any other party, but by the mid-1990s LDP supporters 

were greatly outnumbered by people who supported no party in particular.24  

The lack of a clear general will in the Diet tended to throw difficult policy 

questions back to the Ministry of Finance while at the same time making it difficult for the 

Diet to endorse any comprehensive solution to the bad loans problem which the Ministry 

                                                  
24 Zenichiro Tanaka, General Elections in Japan 1946-2003 (Nihon no Sousenkyo 
1946-2003), University of Tokyo Press (2005), p. 179. 



 23

might devise. If the Ministry of Finance had had some confidence that it could secure 

agreement on substantive policy, it would still have faced the problem that the Minstry’s 

authority to regulate the finance system was itself up for negotiation. Scandals of the 

late-bubble and post-bubble years led in 1992 to a law establishing within the MOF a 

quasi-independent body to inspect securities firms, in 1996 to a law establishing a fully 

independent agency to inspect banks, and in 1998 to a set of laws removing finance market 

regulation authority from the MOF altogether.  

 

The Pempel-Gao synthesis 

There were thus many actors and institutionally induced perverse incentives that 

contributed in some way to the apparent chaos of policymaking powerfully symbolized by 

inaction on nonperforming loans. But unless this conjunction of obstacles to good 

policy-making is to be seen as an accident, one stands in need of some theoretical basis for 

understanding their interconnections. Masterly summations of the economic, political, and 

institutional dynamics involved are provided by T.J. Pempel and Bai Gao. Synthesizing 

many of the phenomena noted above, and many others as well, Pempel and Gao offer 

largely consonant views of an entire political-economic system facing a basic difficulty 

reproduced in miniature at a large number of sites within the machinery of policy-making.  

Pempel describes the Japanese political economy of the 1990s as in the midst of a 

“regime shift” that had not “yet reached a new point of equilibrium with clear outlines and 
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well-institutionalized processes”.25 For Pempel, a mark of this painful process, which had 

been unfolding and accelerationg since the 1970s, is a loss of state capacity to coordinate a 

strategic basic approach to economic policy in line with the challenges of the time; and this 

loss of capacity is largely driven by a progressive divergence between two major 

constituencies, internationally competitive firms and weak firms ever more dependent on 

state action to shield them from the late-20th century’s market forces. 

General agreement between these two sectors had been an essential pillar of the 

postwar regime. The conservative ruling party ratified it; the bureaucracy articulated and 

managed it, making the policy decisions that gave it substantive content. As this 

constituent consensus broke down, so did coordination in the institutions of government, 

and this loss of coordination fed back into the relationship between strong and weak firms. 

The private-sector constituencies, even if inclined to recapture their former harmony on 

broad economic strategy, became increasingly unable to pursue anything beyond defense of 

their particularist interests.  

Where Pempel speaks of regime shifts and regime “breakdown”, Gao reveals an 

essential “dilemma” at the heart of all contemporary policy-making problems.26 This 

dilemma, too, is structured by the diverging interests of weak and strong firms. Gao sees a 

basic policy commitment of the 1950s and 1960s embodied throughout the entire range of 
                                                  
25 T.J. Pempel, Regime Shift: Comparative Dynamics of the Japanese Political Economy, 
Cornell University Press, 1998. 
26 Bai Gao, Japan’s Economic Dilemma: The Institutional Origins of Prosperity and 
Stagnation, Cambridge University Press, 2001 
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economic policy-making institutions. He characterizes this as a once productive tension 

between “control” of capital by its owners and “coordination”, the latter a dense complex of 

restrictions on “control” that imparted needed stability to the dynamic of productivity 

growth through fierce competitition.27  

The “dilemma”, always present but increasingly acute as the early postwar period 

of rapid economic growth gave way to end-of-century slow growth and structural change in 

the world economy, was that intensified control necessitated intensified coordination and 

vice versa. By itself, coordination, which Gao also refers to as institutionally-imposed 

“stability”28, yields economic stagnation; greater control is absolutely necessary because 

without it a necessary transformation of industrial structure cannot be effected. But as this 

process is painful and destabilizing, it intensifies demands for coordination -- political 

demands especially, and especially among weaker firms.  

The bubble, in Gao’s account, was one means of trying to straddle the horns of the 

dilemma. The opening and expansion of speculative markets gave strong firms a chance to 

expand their scale and range of profitable activities without impinging directly on weak 

firms’ protected markets or slimming their own production networks. At the same time, the 

rapid expansion of credit made possible by the rise in asset prices created demand for 

industrial investment that compensated weak firms for the erosion of their markets by 

                                                  
27 Ibid, pp. 29-39 
28 See, e.g., ibid, pp. 39-47 
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trends such as transfer of manufacturing activity abroad.29  

This accommodation of the contradictory imperatives of control and coordination, 

however, intensified the contradiction. With the bursting of the bubble, the demand for 

control returned with redoubled force, as firms responded to market forces by attempting to 

restructure. One result of this movement was a sharp increase in bankruptcies. This, and 

the intense market pressure of the period more generally, called forth demands for 

government action to ensure stability. The political system proved all too inclined to 

attempt to meet these demands, resulting in a “sudden reversion of (sic) the institutional 

logic of coordination” which “led the Japanese economy into a long stagnation.”30   

  As explanation of the state’s failure to resolve the nonperforming loans problem 

quickly, Gao’s and Pempel’s theses offer a great advantage over the other works cited above. 

Grounded in a much stronger account of conflicting interests of broad constituencies, they 

reveal that policymaking dysfunction resulted not from this or that odd feature of the 

policymaking process but from a structural rift running through all sites in that process.   

Such a grounding is particularly important for situating and exploiting theses 

focused on the role of the Ministry of Finance. It forces us to see that though the MOF 

enjoyed tremendous policy discretion, this discretion was bounded by basic goals that could 

be adopted and realized only through the interaction of an array of power centers that 

                                                  
29 Ibid, pp. 152-202 
30 Ibid, p. 21. 
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collectively channeled broad socioeconomic forces into intelligible policy biases. This is 

particularly obvious in connection with MOF fiscal policy, where violations of 

counter-cyclicality always depended on demand from outside the Ministry. When the MOF 

expanded or contracted public spending, it did so with strong support of major 

constituencies. The truism also applies, however, to the MOF’s bank-regulation functions.  

The Ministry had a good reason for protecting weak banks, over and above its desire to 

keep such banks in its corner: the overriding purpose of bank regulation, embedded in the 

basic political consensus of the post-occupation era, was to ensure plentiful ready credit for 

industrial development, not to make banks very selective in their lending, either for safety 

or for profit margins. Any desire for more arm’s-length regulation had to contend not only 

with the desire of bankers and regulators to keep their relations mutually agreeable, but 

with a more broadly held understanding that the purpose of bank regulation was to keep 

banks motivated to continue expanding credit in line with industrial policy. By the same 

token, limits to what the MOF could do for weak banks were also imposed by an 

overarching balance of political forces embodied throughout the entire apparatus of 

economic policymaking. Were this not the case, it would be hard to imagine why the MOF 

should not have treated weak banks more leniently than it did: if what these banks got was 

forebearance, what they needed was deliverance. It simply was not in the Ministry’s power 

to offer that. The predicament of the MOF was a predicament of the larger political order.  

A similar point can be made about all the institutions that stood in the way of a 
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decisive response to the nonperforming loans problem. They were not free-floating 

obstructions to good policy, but existed and persisted because of widely shared beliefs about 

what the banking system and banking policy should accomplish. They expressed a political 

consensus that had been broken but not replaced. Whatever they stood for, or against, they 

rested on the demands of large constitutencies. In Pempel and Gao, all sites in the policy 

process feed back into a divided center. Studies of discrete sites within the policymaking 

apparatus thus find their places in a comprehensive framework that reveals underlying 

conditions of their functioning as they did, while the general framework is enriched by 

analysis of how those underlying conditions played out at those sites.  

 This synthesis supports and sheds light on a broad array of major works. It adds 

something, for example, to a literature on Japan’s industrial policy provoked by Johnson’s 

famous formulation of the “developmental state.” This literature, exemplified by Okimoto, 

Uriu, and Calder, demonstrates that the developmental logic Johnson described was 

always yoked within basic economic policy to a less glamorous sort of interest-group politics. 

While some MITI bureaucrats were busy guiding Japanese industry to new frontiers of 

productivity, the political price of such forward-looking policy was pervasive accomodation 

of backward economic sectors who sought exemption from the requirement to rationalize 

operations and become globally competitive. Uriu frames this phenomenon primarily as 

frequent state failure to persuade mature industries to incorporate the relevant state 
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guidance more successfully applied to “infant” industries.31 Okimoto emphasizes more 

clearly the state’s spotty record of “picking winners” in economic sectors that were, or might 

have been, selected for developmental priority.32 Calder captures both of these aspects of 

the limits of the developmental state in a framework that divides the actors and channels 

of policymaking largely devoted to “strategic” 33  policy from ever-widening “circles of 

compensation” 34  that tied private sector constituencies and alternative institutional 

channels together in a more strictly distributional politics. Such mapping of the spaces 

within the political economy which Johnson’s developmental logic failed to penetrate fits 

neatly within Gao’s and Pempel’s analytical frameworks.  

 Pempel’s and Gao’s frameworks are also fully consistent with another valuable 

approach to explaining an apparent shift of state effort from building national economic 

competitiveness toward protection of firms and sectors left behind by market developments. 

Ulrike Schaede argues that with a loss of state capacity through the 1980s and 1990s to 

regulate big business, due to a combination of deregulation and a loss of ability to 

formulate policy suited to trends in the world economy, big business came largely to 

                                                  
31 Robert M. Uriu, Troubled Industries: Confronting Economic Change in Japan, Cornell 
University Press, 1996, pp. 3-41. 
32 Daniel I. Okimoto, Between MITI and the Market: Japanese Industrial Policy for High 
Technology, Stanford University Press, 1989.  
33 Kent E. Calder, Strategic Capitalism: Private Business and Public Purpose in Japanese 
Industrial Finance, Princeton University Press, 1995.  
34 Kent E. Calder, Crisis and Compensation: Public Policy and Political Stability in Japan, 
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regulate itself, through a variety of forms of trade association.35 This thesis agrees closely 

with the findings of Masahiko Aoki, who devotes particular attention to a loss of interest 

among large and highly competitive firms in the coordination of corporate finance provided 

by the state under the “main bank” system.36 These works tend to reinforce, and to find 

their ultimate political significance in, Pempel’s and Gao’s frameworks: if one of the central 

constitutencies of the postwar economic policy regime decides that the services offered by 

the regime are of little value, it is perhaps natural that the bias of the regime should shift 

toward rewarding those who still need it, resulting in a loss of regime capacity to balance 

demands for efficiency and stability.    

 

III. A problem: delay on bad loans remains anamolous. 

Together, the works cited above give us a foundation for explaining delay in 

resolution of bad loans. It makes sense to see the failure to resolve the crisis quickly and 

decisively as stemming from the fracture of the mid-century consensus on how to 

accommodate or synthesize weak and strong firm interests in a general economic policy 

strategy.  

However, positing the breakdown of an institutional order founded or dependent 

                                                  
35 Ulrike Schaede, Cooperative Capitalism: Self-Regulation, Trade Associations, and the 
Antimonopoly Law in Japan, Oxford University Press, 2000.  
36 Masahiko Aoki, Information, Corporate Governance, and Institutional Diversity: 
Comptetitiveness in Japan, the USA, and the Transitional Economies, Oxford University 
Press, 2000. See especially pp. 76-94. 
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on a basic consonance of interests among its core constituencies raises an essential 

question: how do those constituencies and their interests influence policy after they have 

ceased to do so by agreeing? This question need not be answered, perhaps, to make the 

point which these studies forcefully make: From the absence of a guiding consensus, one 

can almost deduce that adoption of a basic policy reorientation will be difficult, as such a 

reorentiation is likely to require a guiding consensus; and in the absence of a coherent, 

definite policy orientation, policy is likely to prove incoherent, with discrete policies 

running at cross purposes to each other.37 But an explanation of why policy is bad may not 

be an explanation of why one bad policy is chosen over another, and a distinction between 

consensus and its absence does not exactly capture all possible modes of interaction among 

non-identical interests.  

These truisms matter to the case at hand. The mere fact that the interests of 

Japan’s world-beating manufacturers and other firms most likely to survive the struggles 

of the 1990s and the interests of firms more dependent on state indulgence became 

increasinbly incommensurable does not in itself explain a failure to spend money on bad 
                                                  
37 This point, incidentally, was made clearly by Johnson. In proclaiming the power of his 
“developmental state”, he also posited a number of its limits. One of these he explained as 
follows: “[T]he plan-rational system [i.e., a system like the “developmental state”] depends 
upon the existence of a widely agreed upon set of overarching goals for the society, such as 
high-speed growth… [W]hen a consensus does not exist, when there is confusion or conflict 
over the overarching goal in a plan-rational economy, it will appear to be quite adrift, 
incapable of coming to grips with basic problems and unable to place responsibility for 
failures… Generally speaking, the great strength of the plan-rational system lies in its 
effectiveness in dealing with routine problems, whereas the great strength of the 
market-rational system lies in its effectiveness in dealing with critical problems.” (Johnson, 
p. 22.)  
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loan elimination. Neither does the progressive fracturing of economic policy into 

uncoordinated policies designed to pay off discrete constituencies. Still less does a shift in 

policy emphasis from strategic industry promotion toward protection of business resources 

from stronger domestic competitors. In fact, the more one sees the state as inclining to 

weak firm protection in disregard for the need for strategic policy – the sort of policy firms 

best adjusted to the global market realities of the 1990s would support -- the harder 

inaction on bad loans becomes to understand. There was certainly no technical obstacle to a 

bailout richly rewarding for firms threatened by insolvency in an economic environment 

marked by heightened bank unwillingness or incapacity to extend credit.  

It is generally recognized that the obstacles were political, not technical. Now, if 

major policies are somehow shaped by an interaction between interests of strong, efficient, 

highly self-reliant firms and interests of inefficient state clients, it makes little sense to 

attribute inaction on bad loans to excessive solicitude for such clients or to a disjunction 

between policies formulated on behalf of one of these constituencies from those formulated 

in the interests of the other. The possibility thus arises that on bad loans, the long-familiar 

policymaking routines based on consensus or mutual tolerance between business 

constituencies were replaced by a political dynamic based on disagreement – i.e., by more 

or less conflictual bargaining.   

This possibility is, in fact, highly intuitive. After all, if Aoki and Schaede are right 

that big business interests have largely exited from the protective regulatory regime or 
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ceased to demand its services, this exit should, all else being equal, have enhanced the 

leverage at their disposal for demanding policies they actually want. The possibility of a 

polarized bargaining dynamic replacing a big-tent business coalition consensus also follows 

from some of the most solidly established findings of public choice theory. As Hinich and 

Munger explain, for example, the famous “median voter theorem” does not hold when 

politicians see the distribution of preferences among their prospective supporters as 

multi-peaked.38  

In any case, assessing this possibility or, more broadly, exploring the changing 

relations among business constituencies and state policy makers in the post-bubble period, 

obviously requires enquiry into the role of strong firm interests in the policymaking process. 

Yet on this question, many of the best works on contemporary Japanese economic 

policymaking are oddly silent. In all of these works, political resistance to sound policy 

comes mainly from economically weak interests. Most of Pempel’s examples of 

“politicization” of policy are attempts by uncompetitive firms, sectors, or regions to shape 

state action in such a way as to limit the threat posed to their interests by strategic policy. 

This in spite of his basic formulation of coordination failures resulting from efforts by 

strong and weak firms to secure policies on which they cannot forge consensus, and in spite 

of occasional references to strong firms’ attempts to define the national interest as their 

                                                  
38 Melvin J. Hinich and Michael C. Munger, Analytical Politics, Cambridge University 
Press, 1997, pp. 37-46.  
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own. Similarly, when Gao approvingly quotes Pempel’s discussion of “politicization”, he 

explicitly reduces it to a matter of demanding intensified “coordination”, which, not 

withstanding his formulation of a coordination/control dilemma, he ultimately makes the 

cause of Japan’s economic “stagnation”. Where business constituencies’ demands enter 

Amyx’s story, they are almost entirely demands by weak firms; demands of strong firms for 

greater opportunity to make themselves more profitable do not hinder efforts to build a 

more effective policymaking apparatus except by going unmet. This does not really follow 

from the logic of network relations she lays out, but the effects of network relations which 

she cites are overwhelmingly a matter of protecting weak firms from decisive policy.39 In 

Horiuchi, the equating of system dysfunction with weak firm protection is more explicit 

and insistent. His single-minded focus on authorities’ excessive protection of weak firms 

would lead him in 1999 to come as close as possible to advocating “shock therapy” and 

“market fundamentalism” as the appropriate reforms for the Japanese economy.40 Studies 

focused on the Diet are to some degree exceptional in their appreciation of the weight of 

leading firms’ and sectors’ preferences in the political process; indeed, as I argue in the 

                                                  
39 This does follow from her characterization of all the major banks as belonging effectively 
to a weak economic sector. As will be explained later in this chapter, this characterization is 
valid, but one-sided.  
40 Horiuchi Akiyoshi, Nihon Keizai to Kinyu Kiki, Iwanami Shoten, 1999, pp. 1-5. Horiuchi 
himself advances these terms to explain his recommendations. The only reason he offers for 
not firmly endorsing “shock therapy” is that the Japanese “ancien regime” is not quite so 
hopeless as some Soviet-controlled systems were. His grounds for not advocating “market 
fundamentalism” are that no such body of thought exists outside the naïve imagination of 
some journalists, as almost all economists hold some state role in rule creation and 
enforcement to be appropriate.  
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concluding chapter of this dissertation, a focus on the Diet seems in itself to be a valuable 

step in addressing the problem of balance in theory construction. Even here, however, the 

evident prevailing assumption is that policy failure ultimately amounts to state officials 

failing to do the experience of those firms that have most successfully met the challenges of 

the late twentieth century suggests should be done.  

Applying such reasoning to the bad loans case yields the paradoxical conclusion 

that precisely those people most in need of a publicly funded bad loans resolution were the 

people who blocked it. The problem here is clear: the solicitude of an outmoded economic 

policy regime for weak firms simply would not have lead, by itself, to inaction on bad loans. 

To be sure, inaction on bad loans involved attempts to help such firms; these amounted to 

giving them some breathing room, encouraging them to wait out the harsh business 

conditions of the post-bubble years. But the more forgiving policy would have involved a 

bailout, an assumption by the state of costs of removing the burden of bad loans from the 

banking system. Inaction thus speaks to the presence of a contending force in the policy 

process. If inaction was a sop to interests out of step with the demands of late 20th century 

capitalism, this can only mean that the more generous sop of a bailout framed in defense of 

those interests was politically infeasible. What made it so requires elucidation.  

 

IV. The underappreciated force behind delay: demands for market restructuring 

This dissertation explores the conditions that made a rapid and easy bailout 
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infeasible. It does so by focusing on the basic tension described by Pempel and Gao with an 

emphasis on the side of that tension which Pempel and Gao, together with most of the 

relevant literature, ignores or underplays. Relying on a readily available public record of 

positions taken on bad loans and closely related policy issues by actors inside and outside 

government, it argues that demands for greater “control” -- demands for replacing the 

broken weak firm/strong firm consensus with a political commitment less protective of the 

weak and more rewarding of the strong -- acted as a political force militating against swift 

resolution of the crisis. Advancement of an agenda of pressuring weak firms was made a 

condition of consensus to resolve the worsening crisis.   

This thesis takes us outside the terms of the composite standard narrative 

sketched above. How so? What it describes is not a political process whereby pursuit of 

orthogonal interests stands in the way of forming a new basic economic strategy, but one in 

which demands for a new basic strategy stand in the way of resolution of a narrow policy 

problem. The standard thesis may stand as an account of what is wrong with post-bubble 

Japan, but the attempt to cure what was arguably a more basic malady than the bad loans 

problem was itself part of the decision not to treat that highly salient and dangerous 

symptom of the disease.  

This is not to say that advocacy of strong firm interests is the explanation for the 

government’s delay on bad loans. To assert that would be to replace the bias of existing 

studies with another: just as weak firms had no reason to derail a bailout plan framed to 
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meet their demands, advocates of replacing the commitments of the old regime with a 

general economic strategy more to their liking would undoubtedly have jumped to approve 

a bailout designed in line with their strategic vision. What this dissertation demonstrates 

is merely that they did not jump to support the narrow objective of ending the crisis and 

instead worked consistently to ensure that any resolution of the crisis advance their 

broader agenda.  

It must also be said that the strongest advocates of a regime shift in the interests 

of the strong were not, until 1998, the ultimate deciders of policy. Through 1997, the 

decision to delay was taken in the final analysis by ruling Diet parties and bureaucrats, 

who made the interests of weak firms a justification, increasingly annoying to their critics, 

of their lack of firmness. The strongest advocates of jettisoning weak firm protection 

commitments of the old regime were found in opposition Diet parties and among writers in 

the business press. At no point prior to 1998 did they have the authority to decide policy. It 

would be a mistake to conclude from this, however, that their positions did not influence 

policy outcomes. These positions were also well represented in the LDP and the 

bureaucracy, though more strongly balanced there by the demands of constituencies within 

the broad conservative coalition more highly dependent on state protection. It is also 

important to recognize that throughout the 1990s, the LDP and the MOF steadily lost 

control over policy. As noted above, the Ministry’s jurisdiction was repeatedly narrowed as 

it came under attack for its incompetence and its toleration of and participation in finance 
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sector corruption. As for the LDP: After 1993, it lacked the votes to pass any legislation on 

its own; in 1995 and 1996 it refused for months to push a modest bad loans elimination 

budget measure through the Diet, seeking consent of the opposition in addition to the 

consent already secured of its coalition partners; and in the Fall of 1998, it gained Diet 

approval of expanded bad loan cleanup measures only by publicly withdrawing its 

legislation and accepting an alternative plan put forth by the Diet opposition.  

More generally, in the distinctive conditions of the post-bubble years, opposition 

parties enjoyed great capacity to set the terms of politically feasible action, and this fact 

gave business press writers a channel for pressing demands which was not available to 

them in the decades of uncontested LDP rule. Having presided over the bubble and the 

beginning of its collapse, the LDP and the Ministry of Finance had very little credibility on 

banking issues, which happened to be among the most politically salient issues of the day. 

Those whose hands were relatively clean, who could speak about causes and solutions of 

the problems produced and revealed by the bubble and its aftermath without putting 

themselves on trial, thus had at least as good a chance as responsible officials to define the 

debate on bad loans. They also had every incentive to do so: the act of saying what had gone 

wrong and what needed to be done was simply good populist politics, because everything 

that had gone wrong could ultimately be traced to the LDP’s sins of commission and 

omission. Those in power were, of course, free to ignore truth-tellers as long as they had 

enough Diet votes, but they could not do so without putting themselves ever further in the 
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wrong and thus risking loss of the Diet seats that gave them immunity. The LDP and the 

MOF remained the primary agenda setters through 1998, but opposition parties, with the 

help of expert opinion, were in a better position to declare what the public, and thus the 

political system, would accept.  

When in the government, the LDP acted as if it knew this. Though always very 

slow to make substantive concessions, the party was also slow to stand on its Diet 

majorities in ignoring opposition parties. It consistently went to great lengths to secure 

opposition party consent to its decisions, or at least political cover for them.  

Moreover, even if opposition parties and expert commentators should be seen as 

having had no influence whatsoever, it would still be worthwhile to study what they said 

should be done. The record of their policy positions indicates that those political actors with 

the least stake in the competition-restraining, inefficiency-rewarding policymaking regime 

were as willing as anybody else to tolerate delay. Indeed, the story of bad loans policy is to a 

surprising extent a story of what members of the elite lacking decision authority demanded. 

The distance between what the government did and what many of its harshest critics 

argued it should do was at several key moments surprisingly short.  

And what did they demand? Seldom did they demand more aggressive use of 

public money and power to bring the problem under control than the government proposed.  

The business press ran slightly ahead of the government on this score, non-LDP parties 

(with some minor exceptions) slightly behind. Generally, the out-of-power elite focused 
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more on articulating conditions that must be met for such spending to be legitimate. There 

is, of course, nothing wrong with this; but it is worth bearing in mind that anyone eager to 

postpone the reckoning that an acknowledgment of the necessity of using public funds 

would bring about was able to rely on broad elite tolerance of delay.  

 This, however, was not the only way in which elites outside of authoritative 

decisionmaking positions contributed to delay. The conditions they articulated of a 

legitimate resolution to the bad loans problem also contributed. The government’s 

strongest critics made a fateful choice of standards to which they would attempt to hold the 

government responsible before the public.  

The pressing of certain demands held promise of attracting public support for a 

bailout. These can be described as demands for legal and moral accountability: a full 

accounting of errors and misdeeds that had fueled the bubble; safeguards for ensuring that 

public funds would not be used to shield those guilty of illegal, corrupt, or grossly 

irresponsible lending and borrowing decisions; and the construction of a credible regime of 

banking regulation under which regulators would be obligated by law and in fact to force 

banks in a timely way to cease corrupt activity and activity pointlessly threatening to 

finance system stability. To some extent, opposition parties and expert commentators (as 

well as some ruling party Diet members) did press such demands. They consistently placed 

at least as much emphasis, however, on demands for accountability of a different sort, 

which can be described as accountability to market preferences.  
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Critics of the government enthusiastically bought in to a theory that the 

fundamental problem revealed by the bubble and its collapse was not the impunity with 

which bankers had engaged in reckless and corrupt activities unjustifiable under any 

economic theory, but rather an absence of market freedom that had led bankers into such 

activity. Under this theory, the necessary condition of doing a bailout was that the bailout 

be designed to reward competitive strength and intensify pressure on weak firms to become 

stronger or to drop out of the market. If what the bubble showed was that lenders and 

borrowers worried too little about the profitability of activities they were financing and 

about the need to build up balance sheet strength that would sustain them in times of 

market change (“creative destruction”), then addressing this systemic deficiency in the 

country’s economy required demonstrating that even if the state should move to guarantee 

stability of the finance system as a whole, the strong would get stronger and the weak be 

punished.  

Though one may be sympathetic to this argument, one must note that it hindered 

the building of public support for a bailout in a number of ways. First, it drew a line 

between firms who could expect to benefit from a bailout and firms who could not, limiting 

its attractiveness to much of the business community. Secondly, by its very nature it called 

into question the idea that a bailout was actually worth doing: by an attritive process, 

post-bubble market conditions were already enhancing the competitive value of 

profitability and resulting balance sheet strength; was it really necessary or wise for the 
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government to throw its weight behind the process, which, in so doing, it would surely 

distort? More importantly, campaigning on this theory was a remarkably ineffective way of 

garnering support of a broad public. In shifting the focus from misdeeds of the wealthy and 

powerful and casting the scandalous spectacles of the bubble as natural market responses 

to poorly designed incentives, it blunted or detached itself from the popular outrage that 

was its political resource. The demand for punishing the guilty – those who had diverted 

the nation’s savings to corrupt get-rich-quick schemes – was political gold; the alloy 

produced by redefining guilt as inefficiency and economic weakness inevitably appealed 

only to connoisseurs and acolytes of the Schumpeterian religion.  

From a political standpoint, however, this was perhaps not the largest problem 

with the tactic. What is even more striking is that it drew non-LDP parties into a mode of 

politics which the LDP had mastered. The consensus elite theory of what had gone wrong 

was highly convenient to the government, as it tended to absolve officials of responsibility 

for allowing bankers to run riot. Unsurprisingly, the Ministry of Finance and ruling party 

politicians always affirmed the truth of the theory. To be sure, they did so less 

full-heartedly than their critics, pleading a need to balance intensification of competition 

with efforts to give weaker firms, and the economy as a whole, time to adjust to the 

unforgiving realities of market competitition. But this just means that the LDP was more 

practiced and credible in straddling its traditional constituencies. In so far as the problem 

of bad loans could be reduced to a question of the proper balance between policy rewards to 
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strong and weak firms, it was on comfortable political ground. This ground offered no easy 

solution to the bad loan problem, but it made doing nothing politically safer than it might 

otherwise have been.  

It was clear that in order to move aggressively on bad loans, the government 

would need some popular support, and that it could not hope for such support if it did not 

undertake some painful self-cleansing. The public wanted heads to roll, a breaking of 

long-established ties among the LDP, the MOF, and some of their private-sector friends. 

And elites outside that magic circle would give voice to such demands whenever the 

government proposed taxing the public to assume bad loan costs. But as long as opposition 

parties showed themselves to be ultimately more interested in the objective making a 

bailout serve the interests of strong firms, the LDP would wait them out. No self-cleansing 

would be necessary if opposition parties showed that what ultimately concerned them was 

which of the LDP’s long-time constituencies would get how much money. The game was to 

wait for the main opposition parties to drop the mantle of public defender and show 

themselves as advocates of a fragment of the business elite. That day was certain to arrive 

if the crisis kept getting worse, and when it did the LDP merely adopted its rivals as 

partners in crime, brokering deals among claimants for public funds.  

For the LDP, delay was above all else a matter of ensuring that other parties share 

the public opprobrium it had earned. The other parties made it clear that they would do so 

when firms cried loudly enough for a bailout – or, more specifically, when the strongest 
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firms concluded that they could no longer afford to hold out for a bailout more to their 

liking.  

 

V: Organization of the dissertation  

As noted above, the evidence in support of these claims is taken from a public 

record of debate. The sources of this public record used most extensively are 1) verbatim 

transcripts of hearings of relevant committees of the lower house of the Japanese Diet, in 

which representatives of all political parties, officials of the Ministry of Finance and Bank 

of Japan, and private-sector expert witnesses make arguments about what should be done 

about the policy problems (the Kokkai Kaigiroku, available in print and on-line from 

Japan’s National Diet Library); and 2) reporting and editorial pieces found in the 

preeminent organ of the business press, the Nihon Keizai Shimbun (the Nikkei, for short). 

Additional evidence is drawn from two other national circulation newspapers, the Asahi 

Shimbun and the Yomiuri Shimbun; two leading regional newspapers, the Tokyo Shimbun 

and the Hokkaido Shimbun; and a sampling of pieces by expert commentators found in 

journals and book-length works of the popular business press. Data published in two 

periodical compilations of opinion polls from public and private organizations around 

Japan are used to draw some conclusions about public opinion concerning bad loans policy 

in the years 1995 and 1996, when public anger over two controversial government 

proposals for publicly funded bad loans elimination attained great importance as a 
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constraint on government policy. These sources yield a picture of what a broad and diverse 

set of actors capable of negotiating policy directly or using the mass media or the vote 

thought should be done about bad loans from the end of the bubble through descent into 

finance system crisis.  

This evidence is laid out in six chronologically ordered chapters. Chapter 2 

provides evidence of a nearly universal elite consensus active through late-1993 that 

dealing with bad loans should wait until more progress had been made on two policy 

projects that were almost certain to make the problem bigger: forcing down land prices and 

liberalizing the finance system. This universal desire to avoid working on bad loans was 

particularly noticeable in 1991 and 1992, when legislation to advance these more favored 

objectives was being debated in the Diet. But the thinking behind these objectives 

remained a heavy weight on prospects for state action on bad loans in 1993 and 1994. We 

will see that opinion was strong throughout the elite – in all non-Communist Diet parties, 

in the Ministry of Finance, and in the business press – that the weakness emerging in the 

banking system in the wake of the bubble was a salutary development which policymakers 

should not attempt to arrest.  

Chapters 3 and 4 tell the story of a cautious government attempt between 

December 1994 through April 1995 to use public funds to cover bad loans held by two failed 

Tokyo credit unions. These two chapters show that the attempt proved controversial for two 

contradictory sets of reasons. On one hand, taxpayers resisted being made to assume the 
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debts of these thoroughly corrupt enterprises. On the other, the preeminent organ of the 

business press, the Nihon Keizai Shimbun (hereafter, the Nikkei), welcomed that decision 

but criticized the government for not articulating a broader vision of publicly funded bad 

loan elimination in the service of “creative destruction” in the banking system. As we will 

see, the taxpayers’ complaint was taken up earliest and most strongly by LDP members of 

the cabinet, while the complaint of the Nikkei was pressed by the largest opposition party, 

Shinshinto.  

Chapters 5 and 6 cover the climactic controversy over use of public funds for 

paying creditors of seven insolvent jusen, home loan companies. We will see in these 

chapters that tensions revealed in the credit union controversy were intensified and 

brought into sharper relief in this central episode of the years of delay. Once again, the 

government found itself subject to contradictory lines of attack: public rage over its 

apparent plan to use public funds as a shield for knaves and criminals responsible for the 

jusen’s failure, and business press rage over the preference shown weak financial 

institutions in the use of those funds. Once again, the major opposition party channeled 

popular disgust into demands that, if met, would not have addressed the public’s complaint.  

Once again, a government decision to spend a relatively small amount of money cleaning 

up a corner of the bad loans mess failed to yield much momentum toward a broader bad 

loans resolution and rather strengthened incentives on all sides to put the question off as 

long as possible. Setting out to deligitimize the government’s plan and thus to advance one 
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more in line with a market restructuring agenda, advocates of a break with the policy of 

delay overshot their mark, delegitimizing the use of public funds as such.  

Chapter 7 briefly describes the debates of 1998 which ended in emergency state 

action. We will see that the forces of delay revealed in earlier years continued to operate up 

to and beyond the moment in October 1998 when the Diet opposition, now holding a veto 

over government policy by virtue of its majority position in the upper house of the 

legislature, agreed to allow state purchases of shares in the major banks adequate to 

guarantee against immediate finance system collapse. We will see that these forces 

included tenacious efforts by the LDP to cover for a major bank that had used fraudulent 

accounting to hide insolvency brought on by its reckless lending, and the now-familiar 

division of purposes within the Diet opposition. Now in a position to dictate terms to the 

government, the opposition dictated terms not very different from those proposed by the 

government four months earlier but expressing a stronger commitment to consolidating the 

banking system into fewer and more profitable banks.  

 In a short concluding chapter, we consider the question of what lessons should be 

taken from the Japanese bad loans phenomenon for improvement of theoretical approaches 

to contemporary Japanese and comparative political economy. This chapter suggests two 

turns in theory construction that might help scholars to bring the interests of Japan’s most 

competitive factions of capital squarely into focus. The first is the path of reflection: explicit, 

self-conscious engagement with the intellectual antecedents of contemporary studies of 
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Japan’s political economy. It is noted that work on contemporary Japan’s political economy 

remains largely within the terms of analysis set out by Marx and Chalmers Johnson but 

oddly makes little use of these predecessors’ insights into the nature of business-state 

relations in institutional change. The second is a matter of recognizing underexploited 

theoretical potential inherent in recent work. Specifically, I argue that the findings of 

first-rate studies on the Diet parties suggest an essential fact which their authors often 

take pains to discount. Given the consistency and prominence of Diet party leaders’ 

attempts to identify their parties as champions of a neoliberal agenda, I ask whether that 

agenda does not merit treatment as a structural element of the parties’ competition for 

votes and an important constraint on policy outcomes. In so far as Diet parties have in fact 

lined themselves up on the overarching economic policy choices which Curtis and Ohtake 

present them as evading, I suggest, the importance has risen of treating Japan as a 

full-fledged case in the study of post-Cold War parliamentary party strategy. 
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Chapter 2: The Period of Purest Delay, 1991 through Late 1994 

 

I. Introduction and statement of the argument 

The policy of delay on nonperforming loans is found in its purest form in the period 

1991 through November 1994. In December 1994, the government would propose a modest, 

cautious plan for using tax money to write off unrecoverable loans extended by two failed 

credit unions. In June 1996, the government would propose a larger-scale plan to use tax 

money to cover part of the debt owed by seven insolvent home loan lenders. These two 

plans called forth intense opposition from legislators asked to approve the necessary 

budget allocations. The controversy generated by these plans is the subject matter of 

chapters 3 through 6. But the years of high controversy and open conflict, of formal 

government proposals and open negotiation, were preceded by a period in which publicly 

funded state action on nonperforming loans had to struggle merely to reach the agenda of 

debate.  

Through mid-1992, the idea was almost completely off the table; almost the entire 

spectrum of elite political actors was united in not calling for any kind of extraordinary 

measures to speed bad loan resolution. Thereafter, the prime minister, a number of other 

Diet members, and a number of experts writing in the business press did call for some such 

use of public money. As we will see, however, most of these calls were remarkably cautious, 
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tentative, hedged; conveying a distinct lack of urgency, they amounted to advocacy of 

considering some kind of bailout, for some time in the future. And even this level of support 

was far from universal among Diet members or experts. 

 This chapter argues that the government’s decision government not to undertake 

any kind of aggressive, publicly funded action to eliminate nonperforming loans in this 

period was reflective of a consensus that united nearly the entire community of 

participants in banking policy debates. The Ministry of Finance, all Diet parties, and most 

expert commentators speaking through the business press displayed great skepticism 

concerning the value of any kind of bailout, whenever they did not simply oppose the idea 

outright.  

 Widespread elite ambivalence and opposition to the idea of a bailout can in turn be 

explained by the larger banking policy objectives which these actors supported in this 

period. In 1991 and 1992, the notion of a bailout was in strong tension, if not strictly 

incompatible, with two banking policy agendas that commanded nearly universal support: 

tax and regulatory measures to accelerate collapse of the bubble by forcing down land 

prices, and a multi-stage liberalization of the domestic finance market. The premise of 

these two agendas was that the banking system was strong enough to absorb a larger 

balance sheet shock than was inherent in the unwinding of the bubble already getting 

underway. Indeed, state-led bubble deflation and liberalization were explicitly justified as 

salutary applications of balance sheet pressure that would encourage banks to operate 
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more efficiently and to the greater benefit of society. To entertain the argument that 

something needed to be done about nonperforming loans, and bank weakness that had 

emerged to date more generally, would have meant calling that premise into question.  

 After mid-1992, this condition changed somewhat. With the passage of a set of 

finance system reform laws, the government had delivered in some measure on promises 

which it carried from the bubble into the post-bubble period to attack land prices and 

enhance interbank competition. The provisional settlement of these questions, combined 

with visible worsening of banking and general economic conditions, encouraged all elites to 

turn their attention to the question that had been studiously ignored in 1991: what, if 

anything, should be done about nonperforming loans and weakened banks? But though a 

string of prominent people eventually shifted to advocacy of doing something like a bailout, 

the fear present in 1991 remained very much alive. The perceived risk that an aggressive 

bailout would relax pressure on the banking system, needed to effect a long-delayed and 

earnestly desired restructuring, made even advocates of emergency action to stabilize the 

system highly ambivalent in their positions.  

 This interpretation of the forces generating delay on bad loans, though well 

supported by the public record of major actors’ positions on bad loans and intimately 

related policy questions during this period, is one not suggested by most of the secondary 

literature. Studies that locate policy-making dysfunctions in a small number of actors or 

institutions invariably ignore the broad elite consensus that made state action at this time 
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impossible. The same is true of Pempel’s and Gao’s masterful syntheses. There is no need to 

see the decision not to act on nonperforming loans as reflecting a “dilemma” of 

policymaking. Our thesis is consistent with the positing of a dilemma insofar as, with Gao, 

we recognize two broad political commitments in tension with each other: system stability 

and system restructuring. But to posit a dilemma would be to argue that the government 

was unable to advance these two objectives simultaneously, unable to advance one and not 

the other, and thus unable to advance either. This claim would not fit the facts of the case, 

as the government quite visibly advanced the goal of restructuring while, less effectively, 

taking actions to ensure some measure of stability.  

 It would be similarly misleading to attribute delay in this period to a failure of 

intra-elite coordination. Delay did not result so much from a state incapacity to articulate 

broad consensual goals or to translate these goals into concrete policy programmes, as from 

the inherent tension between acting on bad loans and doing what the political system was 

committed to doing in banking and economic policy more generally. A consensus among 

diverse actors with highly divergent interests was formulated and implemented; it just 

happens that there was little space in the consensus for acting on nonperforming loans.  

 More generally, insofar as the literature tends to present obstructions to bold 

policy-making as coming from conservative vested interests who fear bold, 

productivity-enhancing economic strategy as a threat to their comfortable and inefficient 

ways, it misses part of the political force that led to delay on bad loans. To be sure, such 
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backward interests had a good reason for wanting to keep an emergency response to bad 

loans off the table: acknowledging the need for such a response meant speeding a painful 

day of reckoning by acknowledging their mistakes and misdeeds that had made an appeal 

for help to to the public necessary. But treating a desire to avoid such a reckoning as a 

sufficient cause of delay assumes that had all other actors strongly pushed for emergency 

action these conservative vested interests would have been able to hold out. The claim is 

impossible to test because very few people, including those least inclined to argue on behalf 

of such conservative vested interests as the Ministry of Finance, weak banks, and the 

construction industry, were calling for action. The advocates of restructuring faced the 

mirror image of the political problem facing conservative interests: if the banking system 

was in a precarious state, then working to force a restructuring was as risky and foolhardy 

as leaving it to carry on its old ways. Politically, it was much better to ignore 

nonperforming loans and other signs of instability.  

 To put it more simply, the idea that something had to be done was forced to 

contend with widespread belief that moving to facilitate the elimination of bad loans by 

stabilizing the financial system was not justified given economic conditions and the need to 

do other, more important, things. As conditions deteriotated, the argument for action on 

nonperforming loans was strengthened, but even deep into 1993, other objectives simply 

came first. There were grounds for complacency, and reasons for ignoring evidence that 

might have shaken that complacency. As grounds for complacency faded, reasons for not 



 54

acting continued to exert a powerful influence on many actors’ positions. Late 1993 and 

early 1994 saw a flurry of calls for action. Prior to that time, competing objectives held sway. 

And these competing objectives, which counseled against action, remained salient even 

then.   

 

II. The early post-bubble months: 1991 through mid-1992 

II.i Grounds for complacency and their erosion  

 To some extent, it is reasonable to posit that the political system “ignored” 

nonperforming loans and their effects simply because they were hard to see. Through 1991 

and much of 1992, it was arguably not clear that the bubble was a thing of the past. No 

intolerably sharp credit crunch such as arose later in the decade was visible. Banks were 

not failing left and right. The number of corporate bankruptcies was actually lower in 1990 

than in 1989. The volume of unpaid loans held by bankrupt companies rose in 1990, but the 

seven biggest bankrupts were all real estate firms.41  

Bankruptcies in that sector admittedly had spiked sharply in 1990 – a 4.5-fold 

increase in a single year42 -- but that was not entirely a bad thing, as this was the sector at 

the front lines of the real estate bubble. Without a painful correction in that sector, there 

was arguably no hope of returning land prices to reasonable levels or of redressing any 

                                                  
41 Hokkaido Shimbun, March 15, 1991, p. 9. 
42 Hokkaido Shimbun, March 15, 1991, p. 9. 
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demoralizing effects of an economic order in which get-rich-quick financial speculation was 

better rewarded than hard-won advances in productivity.  

 More generally, 1991 and 1992 arguably saw widespread excessive optimism about 

the economy’s prospects, an honest and understandable mistake. With growth failing to 

pick up as expected in late 1992 and 1993, that optimism became harder to sustain.   

Prime Minister Miyazawa’s August 1992 call for public funds to be used to help 

banks write off bad loans43 came early in a period of a long transition to general pessimism. 

In September 1992 the cabinet was predicting strong economic recovery in the 

January-March 1993 quarter.44  As the end of that quarter approached, the government 

declared that it would prove the quarter in which the economy hit bottom, with strong 

growth to come in the quarter beginning in April.45 The government had forecast 3.5 

percent growth for the fiscal year ending March 1993. Growth turned out to be 0.8 percent.  

On June 8, 1993, the director of the Economic Planning Agency stated that he 

would soon officially declare his opinion that the economy had at last hit bottom.46 The 

annual Economic White Paper released in July accordingly declared that the economy had 

entered into a recovery.  It warned, however, that the recovery might be weaker than 

previous recoveries.47  By September the cabinet was rushing to promise rapid and large 

                                                  
43 See Nihon Keizai Shimbun, August 31, 1992, p. 1 
44 Nihon Keizai Shimbun, September 10, 1992, p. 5 
45 Nihon Keizai Shimbun, March 25, 1993, p. 1 
46 Nihon Keizai Shimbun, June 8, 1993 (evening edition), p. 1 
47 Nihon Keizai Shimbun, July 27, 1993, p. 1 
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new economic stimulus measures.48 At just this time, the most influential big business 

“peak association”, Keidanren, announced results of a survey of its members showing that 

70 percent thought economic recovery would not start before Spring the following year and 

that 90 percent considered rapid economic stimulus necessary.49 Meanwhile, a panel of 

elite state and private-sector economic forecasterts convened by the Nikkei agreed 

unanimously that the economy was not improving but getting worse.50 And on the very 

same day, the Nikkei reported that the banking sector as a whole had just recorded its 

lowest ever month-on-month increase in loans extended (0.8 percent), after a year in which 

the rate had fallen steadily from over four percent to under two percent.51  

 

II.i.i Worsening of economic conditions did lead, eventually, to business support for a 

bailout. 

Protraction of post-bubble economic stagnation, which it had been possible to see 

as a cyclical or otherwise untroubling adjustment to the overheating of the bubble years, 

made more plausible the suggestion that something was seriously wrong with the state’s 

basic economic approach, including its approach to the banking system. Eventually, this 

resulted in numerous calls for action. 

                                                  
48 Nihon Keizai Shimbun, September 9, 1993 (evening edition), p. 1; September 11, 1993, p. 
2 
49 Nihon Keizai Shimbun, September 11, 1993, p. 2 
50 Nihon Keizai Shimbun, September 11, 1993, p. 5 
51 Nihon Keizai Shimbun, September 11, 1993, p. 5 
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An iconic contrast can be drawn between two expressions of business leader 

opinion on the use of public funds published about 16 months apart in the Nikkei. In 

January 1994, the Chairman of the Kansai Business Managers Association called for a 

program of 20 trillion yen in state purchases of real estate tied up as collateral for unpaid 

loans.52 In September 1992, two executives of the Keizai Doyukai, a national business 

federation close if not quite equal to Keidanren in prominence and influence, had been 

asked for their views of carrying out such a bad loan resolution plan on a smaller scale. 

Both executives were clearly and explicitly against the idea, with one favoring government 

purchases of a wide basket of company shares instead, and the other simply opposing the 

idea as offering banks relief when they needed rationalization and as threatening to cause 

the rise of a new bubble.53 

The stark difference between these positions traces a major change in objective 

conditions and common perceptions of those conditions. In March 1992, the National Land 

Agency announced that the national average land price had fallen over the previous year 

for the first time in seventeen years. At this time, it was by no means clear to all that the 

fall in land prices, and the resultant accumulation of unpayable loans, were creating 

problems which vigorous state policy should rectify or alleviate. Later in the year, 

“nonperforming loans” would become a well-known phrase. But in March, the phrase had 

                                                  
52 Nihon Keizai Shimbun, January 26, 1994, p. 27 
53 Nihon Keizai Shimbun, September 10, 1992, p. 7 
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not yet even been given its own entry in the alphabetical topic index of the monthly bound 

volumes of the Nikkei.  

In March 1992, a large fall in land prices was widely hoped for news, an event that 

had only been too long in coming. A year later, things were somewhat different. The next 

annual report of the National Land Agency showed that overall land prices had for the first 

time on record fallen for two years in a row.54 Prices had fallen by 16 percent in Tokyo, 

resulting in a 28 percent drop in prices over the past two years.55 Prices in Osaka, which 

had lagged behind Tokyo slightly in the rise of the bubble in the 1980s, fell 17.4 percent, in 

a national drop of 8.4 percent.56   

 Thus, land prices, credit creation, and general economic growth all went down 

together. Up to a certain point, it made sense to regard this correlated movement with 

equanimity, because the rates of credit creation and asset price growth of the late 1980s 

and even of 1990, the year of the bubble-ending interest rate hikes, had been so 

disturbingly high. As it approached and then passed that point, the full range of policy 

makers showed greater concern. 

  

II.i.ii Signs of progress against the bubble, and signs of danger, had been present earlier. 

 It must be noted, however, that even in 1991 maintenance of optimism about 
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general economic conditions and the health of the banking system required ignoring a 

steady stream of well reported evidence. For one inclined to worry, there was good evidence 

supporting the inclination. A range of policy debate participants appear willfully unaware 

of such evidence, driven by highly ideological and pre-chosen policy positions.  

 For example, while it is true that the single most cited indicator of national 

average land prices did not show a fall in land prices until 1992, there was ample evidence 

from even the beginning of 1991 that the bubble was on its way out. As of February 1991, 

land prices in the Tokyo and Osaka areas were rising at under 7 percent annually. The 

bubble had originated in these urban areas, with prices rising over 50 percent in Tokyo in 

1987 and over 50 percent in Osaka in 1989. From their peaks, however, the rate of price 

increase had fallen sharply in each area, nearing zero in Tokyo. There was much talk of the 

bubble spreading from the metropolis to the provinces, but the rate of price rises in the 

provinces as a whole was thus far under 15 percent.57 Prices had even started falling in the 

Kinki region, which includes the Osaka metropolis.58  

There was good reason to think that the provinces would never see price increases 

like Tokyo’s. For one thing, by this point most of the country had become subject to 

monitoring and restrictions on trading triggered by double-digit price rises. These were 

combined with restrictions instituted in April 1990 on bank loans for real estate-related 
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business. (The lending restrictions were circumvented by bank loans to subsidiaries which 

lent on for real-estate investment, leading to a swelling of unrecoverable loans held by 

these subsidiaries and a tax on the public to help repay some of the creditors of the 

subsidiaries when they became insolvent.) The government proclaimed that the system of 

“land price monitoring districts” was working.59 And the editors of the Nikkei grudgingly 

acknowledged that this trigger system and other regulatory measures did seem to be 

working well enough thus far to create a general “dulling” of land price increases.60  

 Trends in land prices across the nation at this time were a complex mosaic. Prices 

were falling in a few small districts, rising at under five percent in 15 prefectures or 

metropolititan areas, rising at double-digit rates in 23 prefectures, and rising very fast in a 

few narrow districts.61 Interestingly, government figures were more likely to overstate 

demand for real estate than to understate it. It was thought that, as an unintended 

consequence of new regulatory and statutory restrictions in place throughout most of the 

country meant to prevent price rises, market players were being hindered in their efforts to 

sell into a falling market. That is, Nikkei reporters thought that the prices at which actual 

transactions were being carried out would be falling faster were it not for trigger 

mechanisms that temporarily locked in prices intended as upper limits.62  
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 The Nikkei remained skeptical that the bubble had truly “burst”.63 But the trend 

was clear. Moreover, while the phrase “nonperforming loans” was not on everybody’s lips 

yet, the phenomenon was clearly recognized before that.64   

 Further, the early unwinding of the bubble took place in a context of clearly rising 

bank weakness and tightness of credit. We have already noted the falling rates of credit 

creation. The effects were not confined to the banks and borrowers who had actually made 

the bubble by plunging into real estate speculation. A broad class of third parties was of 

necessity paying the price. A MITI survey of small business confidence reported in January 

that more small businesses expected the first quarter of 1991 to be worse than a year 

earlier than expected it to be better, largely because of increased cost and difficulty of 

obtaining bank financing.65 By March, MITI would report that 66.4 percent of small firms 

had made net losses in fiscal 1989.66 A month earlier, a state bank that specialized in small 

business finance, supplementing the private banking system when small businesses 

experienced increased difficulty in satisfying their demands for credit there, reported that 

in January 1991, the difficulty of getting sufficient working funds was “intense” 
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(kyuukutsu), though somewhat lower than a month earlier.67 Many cooperative financial 

institutions and small banks were reported to be in a “fight for survival”.68 

The major daily in the large, relatively backward northern island Hokkaido was 

perhaps somewhat more attuned to emerging weakness than the Tokyo-based national 

press. Economic growth had slowed considerably more than thought in the last quarter of 

1990. The results of a regular Bank of Japan survey of business confidence (the Tankan, 

considered one of the best Japanese economic indicators) conducted over January and 

February showed a sharp decline. Particularly notable in the survey’s results were 

companies’ plans to expand plant investment by only 1.1 percent in the fiscal year starting 

April 1991, with the manufacturing sector reporting plans to cut plant investment. Results 

for the fiscal year ending March 1991 were expected to show an increase in plant 

investment of 16.9 percent. The expected drop was thus very sharp, and not concentrated 

within sectors closely tied to land prices, such as real estate and construction, where a drop 

could more confidently be considered a healthy correction of bubble-era conditions. 

Moreover, the Hokkaido Shimbun reported that the fall in planned investment was largely 

accounted for by a fall in companies’ estimates of banks’ willingness to lend.69  

More disturbing news piled up in the next week. The accumulation of signs of 

distress undercut the Bank of Japan’s sanguine interpretation of the results of its tankan 
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that with the Gulf War winding down the underlying strength of business confidence would 

reassert itself.70 It was reported, for example, that a large credit union would carry out a 

merger with one of the smaller top 21 banks, the first such merger of the postwar era. This 

merger retrospectively explained the banks’ new caution in lending. The interest rate hikes 

of 1990 had seriously raised banks’ funding costs and lowered their profits. For credit 

unions, the hit was serious enough to make them look for help to large banks in shoring up 

their capital, and more mergers were expected.71 On March 20, the merger of a large credit 

union and a large second-tier regional bank was announced.72 It would be June before the 

33 credit unions of the large prefecture of Hokkaido announced a plan to plan to form 

themselves into seven “blocs” or regional groups with capital links and shared business.73 

But the trend leading to this circling of the wagons was clear in March. In mid-March, the 

Bank of Japan announced that money supply had grown in February at the lowest rate 

since the BOJ started publishing comparable figures in 1968.74 By March 20, the national 

bankers’ federation was openly and plainly calling for interest rate cuts.75 

 

II.ii Why bad news was inconvenient 

 All of this was somewhat inconvenient for the MOF and the LDP leadership, who 
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were publicly committed to a course of action that would put additional stress on the 

banking system. As 1991 opened, the government was promoting raised taxes on the sale of 

land, a new tax to be levied on the value of land holdings, accelerated liberalization of 

deposit interest rates, and a larger package of finance liberalization that would, among 

other things, encode internationally agreed bank capital adequacy standards in Japanese 

law and allow banks to set up securities firm subsidiaries.  It was more inconvenient for 

the largest opposition party, the Japan Socialist Party, and another major opposition party, 

the Clean Government Party (Komeito). These opposition parties were not only publicly in 

favor of the land tax hikes and finance liberalization; they were fiercely critical of the LDP 

and the MOF for not pushing the land agenda harder and faster.  

In saying that evidence of banking system weakness was more inconvenient for 

the opposition than for the rulers, what I mean is that the MOF and the LDP leadership 

were already straddling demands for more forceful and more cautious approaches to bubble 

deflation and finance liberalization. LDP back-benchers called for moderating the pursuit 

of finance restructuring in light of emerging signs of market weakness. Most of the 

opposition, on the other hand, was committed to exposing the rulers’ lack of credibility and 

susceptibility to pressure from interest groups threatened by necessary structural 

adjustment. The MOF and LDP did not need to change rhetorical track sharply in response 

to economic news; they were credibly committed to moving forward at a pace that could be 

adjusted as warranted. The opposition was committed to a harder line that made less and 
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less sense as economic conditions worsened. 

The business press was much closer to the position of the JSP and Komeito than to 

that of the LDP. It, too, was thus somewhat committed to downplaying bad news. Through 

mid-1992, it is difficult to find anyone arguing that prudence lay in any course but pressing 

ahead. One of the clearest statements to be found of the risks of pushing ahead ignores all 

its own warnings to conclude that the benefits of liberalizing the banking system in the 

midst of the bubble’s collapse would clearly outweigh the costs. Ostensibly writing from the 

perspective of small businesses, Akamatsu Kenji lists six “demerits” of liberalization in the 

post-bubble environment: greater interest rate risk; greater instability in fund-raising; 

higher loan interest; heightened discrimination among borrowers; expanded economic gaps 

among the regions of the country; and a widened gap among large and small companies’ 

economic prospects. The “merits” he cites as balancing these demerits seem highly 

strained: diversification of fund-raising and fund-use methods; increased convenience of 

financial services; greater convenience of international financial transactions; greater ease 

of borrowing; and lower fund-raising costs.76 Very few firms had any chance of deriving any 

benefit from these theoretical advantages in the near future.   

The ideology that justifies this implausible balancing is stated up front:  

Through reflection on the mistakes responsible for the bubble and 
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scandals that have arisen, measures for preventing such occurrences have come to 

be considered. But at this point a policy direction is firming up of not preventing 

them by regulation, but at all costs preventing them by self-improvement of 

financial institutions. Rather than strengthening monitoring and other 

regulations that go against liberalization, it is probably better to do system 

maintenance within the flow of liberalization by financial institutions’ own efforts 

and discipline,… [pursuing] transparency and soundness in line with own-capital 

regulations and liquidity ratios.77 (author’s translation) 

 

II.iii Party and MOF positions at the beginning of the post-bubble period 

II.iii.i The land-tax hikes of 1991 

The positions of the parties and the bureaucracy were laid out clearly in Diet 

committee hearings of December 1990 through February 1991. Perhaps the clearest 

statement of a hard-line position on land prices was provided by JSP member Inoue in a 

meeting of the House of Representatives Land Issues Special Committee. Inoue fiercely 

criticised the government for giving in to pressure within the LDP and proposing a lower 

tax rate on the value of land holdings, and broader categories of properties exempt from the 

tax, than initial press reports had suggested it would. Inoue quoted a private-sector study 

which estimated that the land value tax rate which the government ultimately proposed 
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would result in a fall of nationwide land prices of about 30 percent over ten years. Inoue’s 

point was that 30 percent over ten years was a far smaller and slower fall in land prices 

than could be justified given that it would still leave prices far higher than they were at the 

outset of the bubble.78   

 As conditions worsened in early 1991, the JSP toned down its rhetoric, but 

maintained a harder line than the government. One JSP Diet member, Sengoku, 

proclaimed himself strongly in favor of the new land taxes and argued that any backsliding 

by the government would be a sop to the construction industry, whose campaign 

contributions the LDP should renounce: “These measures are sparking some grumbling 

among the public, but I think this is a good chance to shrink the value of land as an asset 

and to contain land speculation.”79 Here he endorses it even more strongly: “I think the 

current proposals regarding the land value tax and land tax reform are extremely 

important for the future of Japan’s economic structure. I myself hope for prompt approval, 

and ask for future tax administration for a fair society in the public interest.”80 Fellow JSP 

representative Ono was even more positive.81  

  The JSP’s position of strong support for land taxes seems to reflect the 

demographics of its voters. A Nikkei survey carried out in February, after the LDP cabinet 
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formally announced the tax rates it planned to introduce into legislation, indicated that the 

taxes were supported by less than 20 percent of the population, that support was higher 

among people who did not support the LDP, and that it was particularly high among urban 

salaried employees.82 Half the justification offered by the government for the taxes was 

that, by encouraging land prices to fall, they would help advance the goal of allowing young 

people to buy homes in the city for under five times the average annual salary. This appeal 

was far more important to the JSP than to any other party.  

The Komeito, which generally tried to contend with the Japan Communist Party 

for a poorer urban constituency than the JSP, did not join the JSP’s strong endorsements of 

the new taxes. However, the Komeito was unambiguously in favor of the land tax hikes.83 

It also argued that debtors with unpaid loans were receiving unjustly accommodating 

treatment from banks. The Komeito’s leading speaker in the committee, Hikasa, also cited 

a need to get tougher with borrowers. He quoted a remarkable press-conference statement 

by the chair of Nikkeiren (one of Japan’s big business “peak associations”): “For a bank to 

look after companies in cases where multi-hundred billion yen real estate transactions 

have gone bad is a violation of social justice. I want the bubble economy pushed harder and 

crushed.” Expressing agreement with this sentiment, Hikasa called the government’s 
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policy “indecisive, not thorough” (warikirenai).84  

 MOF Banking Bureau chief Tsuchida parried Hikasa’s social justice argument by 

asking him what “decisive” policy he wanted to see, what direction he wanted policy to cut. 

(A literal translation of the term translated here as “indecisive” would be “not cutting 

cleanly all the way through”.) Tsuchida claimed that while banks were appropriately 

moving to secure for possible seizure the assets of troubled real estate borrowers, pushing 

such coercive measures too far would cause bankruptcies imposing pain on many blameless 

people. For example, he argued that as companies with very large debts have often 

borrowed from scores of banks, including quite small banks, small firms take a big hit 

when such a borrower goes bankrupt. Thus, while banks should be encouraged to wind up 

bad loans, incurring losses in the process, he argued, they are also to be commended for 

acting to stabilize the system by preventing the spread of uncollectible claims. There is 

nothing violating good conscience in this, he claimed.85 

Within the LDP, appeals to salaried employers had to contend with appeals to 

small business owners. Thus, for example, Asano of the LDP offered a highly ambivalent 

view of the proposed new land taxation. On the grounds of the overriding need to crush the 

land myth, he approved the legislation, but he raised serious concerns. The fact that the 

land-sale profit tax would be combined with higher tax rates on land value per se, he said, 
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created a double tax burden. Similarly, while endorsing the use of raised land taxes to stop 

speculation on land in both the short and the long-term, he questioned whether raising the 

taxes would have an effect of “locking in” prices at high levels and simply making land 

difficult to sell, defeating the objective of transferring the nation’s land from speculative 

investment to productive use, greenery, and good affordable housing.  

On the same pattern, again, Asano commented on the proposed elimination of an 

exemption on taxation of profits from sale of business land used for over ten years where 

the selling company buys nearby land for rationalizing its operations. This proposal, he 

acknowledged, addressed a powerful cause of the bubble’s spread beyond the major cities to 

the periphery. However, he pointed out that the same tax exemption had served the 

desirable economic policy goal of spreading capital and industrial development from the 

center to the periphery, and argued that the government needed to take some care in 

drawing the line between encouraging speculation and encouraging balanced development. 

And while the provision in the legislation that would raise the tax rate on agricultural land 

to par with that on residential land in designated urbanizing districts was understandable, 

he argued, this would simply be unfair to agricultural producers unless combined with 

strong central government support for local government land purchases, which the 

measure was meant to promote.86 
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The strongest reservations on the wisdom of raising land taxes in the current 

unstable environment, especially as it affected small businesses, were expressed by a 

member of the Minshato, a party that had split from the JSP in 1960 and was generally 

more conservative on both economic issues and the issue of the US-Japan security 

relationship, which had occasioned the split. Given less time in committee hearings than 

the larger opposition parties to question the government, Nakai of Minshato stated that his 

party (for whatever reason) regarded the tax increase as “unavoidable” but accused the 

government of not thinking sufficiently about the shock it would administer to small and 

midsize enterprises.  

The government’s most effective weapon against the bubble, he argued, were the 

quantitative restrictions on real estate lending which the Ministry of Finance had 

introduced in April 1990. These prohibited banks from increasing lending for real estate 

business faster than its overall lending. Further, these, he said, had proved sufficient for 

containing a smaller bubble in 1973; he asked the director of the MOF Banking Bureau to 

explain what the difference in the two land price-spikes was that would justify a different 

approach to this one.  

Nakai argued further that Japan’s current prosperity had been built on the efforts 

of these small firms, and that the ten-year depreciation exemption had been the single 

most effective piece of industrial policy. Eliminating the exemption would lead many small 

companies, not just in dying industries but in highly productive fields, to “lose their desire” 
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and “say, ‘we can’t go on any more; let’s just make the land into apartments, not hire 

anybody, not work, and just live with the wife.’” Nakai expressed special indignation over 

the “transitional measures” which the Ministry of Finance claimed would allow small 

businesses time to adjust their plans to the tax increase. When pressed to say specifically 

what the transitional measures amounted to, the MOF Tax Bureau Director explained that 

they basically amounted an eight-month grace period; the exemption would apply to any 

small business land sale-and-purchase agreements concluded before the end of 1991.87 

The only party to oppose the tax increases, in part, was the Japan Communist 

Party. Masamori of the Communists complained especially bitterly about the provision in 

the law giving holders of agricultural land in urban areas until the end of 1992 to decide 

whether they would convert it to residential land, and thus be subject to higher tax rates, 

or leave it permanently as agricultural land. Even murderers, he argued, generally are 

punished only for a certain fixed period; this amounted to telling farmers that if they 

wanted to produce food they would be tied to their land and status as farmers until death.88  

 

II.iii.ii Finance system liberalization 

 In February 1991, the government presented land taxes and a liberalization of the 
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finance system as two components of an attack on the structural causes of the bubble.89 

Liberalization of deposit interest rates, which had started in the late 1980s, did not require 

new legislation and was carried out in stages through April 1994. A package of 16 laws for 

broader liberalization was presented to the Diet in May 1992 and debated in the House of 

Representatives Finance Committee in May and June. The Committee debated this 

legislative package for approximately seventy hours.  

 Summary of the content of these debates would fill a chapter of this dissertation. 

Here I will only note a feature of these debates that is significant for our purposes. While 

representatives of all the parties expressed serious reservations about the wisdom of 

undertaking an ambitious liberalization in conditions of rising instability in the finance 

system, all but the Communist Party supported the legislation. To a limited extent, the JSP 

and Komeito even criticized the legislation for not doing enough to enhance risk of bank 

failures or to encourage banks to lend more selectively and reduce the weight of loans in 

their assets.  

Either of these lines of criticism would have justified demands that the 

government present liberalization measures only in a package with a clear and forceful 

policy on nonperforming loans, if at all. While not needing opposition party votes to pass 

the measures, the government seemed to desire strongly a firm multiparty consensus. The 
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basic content of the legislation was known at the beginning of the year and had been the 

subject of multiparty talks for several years; it was a bubble-era project being carried out 

after the bubble had started collapsing. If it rested on assumptions about stability of the 

finance system that were no longer valid, this would be a reason for withholding consent 

subject to presentation of a nonperforming loans policy that could ensure stability. Further, 

if a policy of handling nonperforming loans through opaque, ad hoc consultations among 

borrowers, banks, and regulators was inconsistent with the modernizing of the system 

promised by the government, this too would have been a good reason to demand that the 

government present a clear bad loans policy before asking for approval of the liberalization.  

Both arguments were made, the latter in the limited form of calling for greater 

disclosure of banks’ nonperforming loans. But the parties voted the legislation through 

anyway. This clearly demonstrates that for all parties but the Communists the goal of 

advancing liberalization (or not being seen as opposing it) came before doing something 

about nonperforming loans. (The Communists were not necessarily more insistent on 

nonperforming loans, but opposed the liberalization on grounds that it was designed solely 

in the interest of large firms.)   

The parties were closer to each other on this legislation than on the land taxation 

legislation of 1991. The key difference between positions on the finance liberalization 

legislation and positions on the land taxes was that the JSP seemed more internally 

divided on the 1992 measures. Indeed, the positions taken by JSP members in committee 
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on the finance reform legislation were close to mutually contradictory.  

On the one hand, the JSP’s Ikeda criticised the legislation as not doing enough to 

move the finance system from one based primarily on bank loans to one based on “direct 

finance”, stocks and other capital market instruments. Part of what this meant, Ikeda 

explained, was that the MOF must be forced to abandon or greatly curtail its practice of 

discretionary “guidance” for banks having trouble adjusting to the new finance order. While 

the government justified this guidance as enhancing finance system stability by preventing 

banks from failing as far as was possible, Ikeda argued, the new order of direct finance 

required that the failure of a bank be treated as no different from the failure of any other 

participant in capital markets. The state should be only an arm’s-length rule enforcer. The 

failure of individual banks was properly not regulators’ concern. Only a threat to the 

stability of the finance system as a whole should call for more intervenionist state 

activity.90 On the other hand, Watanabe, who split duty with Ikeda as the JSP’s most vocal 

representatives in the Finance Committee on the liberalization package, came close to 

opposing as foolhardy the liberalization package his party was committed to approving. He 

argued that speeding up banking system liberalization made little sense under the current 

conditions of the state’s apparent inability to get a grip on acute stability threats besetting 

the current, less complex and more easily understood, finance system.91   
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Within the Komeito, Higashi criticized the reform legislation as having no clear 

purpose beyond protecting vested interests and facilitating concentration of market control 

within the largest banks and securities firms. He also argued that allowing banks further 

into the securities market would risk undermining the integrity of the latter by subjecting 

it to the strong influence of the interbank market, which, he argued, operates on principles 

fatal to the setting of securities prices governed strictly by supply and demand.92 As 

allowing large banks further into the securities market was a main point of the legislation, 

it is difficult to understand how Komeito could square this criticism with supporting the 

law.  

 As with the land taxes, LDP backbenchers supported the legislation while urging 

the MOF to exercise its discretionary authority more aggressively to ensure increased 

credit provision to small businesses. These positions are in strong tension with each other, 

as the ostensible purpose of the liberalization was to encourage banks to diversify from 

their main business of lending. The tension was particularly strong in the comments of 

Ioku. On the one hand, he praised the legislation for lowering barriers to competition 

between small and large banks, and across the sectoral walls that had divided commercial 

banks, trust banks, cooperative financial institutions, and securities firms throughout the 

postwar era. On the other, he called on the authorities not only somehow to encourage all 
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banks to lend more readily to small businesses, but to encourage them to lend at lower 

interest rates. He emphasized especially the need for caution in formulation and 

application of bureaucratic rules pursuant to the legislation given the fact that the 

economy was in a delicate state of “adjustment” to post-bubble market conditions.93   

The Minshato also tried to straddle the demands of small borrowers and the 

demands for a move away from banking to direct finance. Nakai did this by approving the 

entire set of legislation as an attempt to restore “trust” in the finance system. Allowing 

greater scope for finance business outside the MOF’s discretionary “guidance” powers 

would address this aim, and if the rules to be formulated by bureaucrats after passage of 

the legislation were sufficiently “clear”, then small borrowers should not be hurt, he 

maintained. But the legislation was worrying because such rules were not in place yet. Of 

particular concern, he said, was the legislation’s grant of permission to cooperative 

financial institutions to do more non-lending business. Without “clear” rules, he said, this 

would hurt the cooperatives’ current small business borrowers.94  

All parties demonstrated a high degree of willingness to ignore the question of 

nonperforming loans.  Watanabe of the JSP addressed it most forcefully. He argued that 

one of the clearest signs that the reform was not a good idea under current conditions was 
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that the Ministry of Finance was apparently pressuring banks to disclose only a small 

portion of their nonperforming loans – those over six months in arrears or extended to 

bankrupt borrowers.95 The point was quickly dropped, however, in line with the opposition 

parties’ general tactic of supporting a policy about which they had nothing good to say.  

 

III. The question of nonperforming loans after June 1992 

III.i Widely shared hesitation to propose use of public funds 

This, then, is what the bad loans debate looked like through June 1992. There was 

almost no debate to speak of because the political system as a whole was concerned with 

other matters. This situation was not radically altered, however, simply by the fact that 

with passage of the land taxation and finance system reform laws the political system had 

cleared some space on the agenda. Driving down land prices and making banks reform 

themselves would hold clear pride of place for almost another year and a half.  

Part of the explanation for delay beyond this point is simple resistance by the 

Ministry of Finance. The MOF enjoyed a unique position as a political agenda setter. When 

the MOF moved in December 1994 to formulate a plan for using public funds to cover losses 

of two failed credit unions, bailouts were thus placed permanently on the agenda, in spite 

of the intense controversy they generated. However, prior to that time, the MOF remained 

                                                  
95 Kokkai Kaigiroku, Dai 123 Kai, Shuugiin’, Ohkura Iinkai, Dai 15 Goh, May 20, 1992 
(first session) 
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unwilling to propose any such action.  

When Prime Minister Miyazawa, himself a former MOF official, broke the ice with 

a speech calling for use of public funds, the Nikkei reported that while banks were 

definitely in favor of Miyazawa’s position, the MOF was sticking to its position that no use 

of public funds was necessary.96 A year and a half later, the MOF would issue a major 

policy statement on what it acknowledged was a serious nonperforming loans problem. 

This statement made no mention of any appeal for public funds.97  

But resistance clearly extended far beyond the MOF. For one thing, the business 

press remained unconvinced that moving to ease elimination of nonperforming loans was 

what the government should be doing. As late as August 1993, Japan’s most prominent 

economist was calling for embracing the prospect of land prices continuing to fall. Noguchi 

Yukio argued that despite claims of a credit crunch the current recession was cyclical 

in nature and called for no intervention to strengthen banks. In fact, he argued, the 

immediate cause of the banks' problems, collapsing asset prices, was a benefit the full 

value of which economic policy should appreciate and exploit.98   

                                                  
96 Nihon Keizai Shimbun, August 31, 1991, p. 1 
97 See Ministry of Finance, "Administrative Policy on the Problem of Financial 
Institutions' Non-performing Assets: Further Efforts Needed for Resolution of the 
Problem", ("Kin'yu Kikan no Furyoshisan Mondai ni tsuite no Gyoseijo no Shishin ni 
tsuite: Mondai Kaiketsu ni mukete Isso no Doryoku wo"), The MOF publicly issued this 
statement on February 28, 1994. 

98 Noguchi Yukio, "Baburu Shohmetsu ha Shinki no Juyo wo Kanki Suru" (The 
Eradication of the Bubble Will Call Forth New Demand"), Ekonomisuto, August 23, 
1993, pp. 62-65. 
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There was nothing aberrant in Noguchi’s view. For one thing, it was merely 

consistent with the arguments he had laid out in book form in late 1992. In his preface 

to Baburu no Keizaigaku (Bubble Economics), he assured his readers: “Only now that 

the bubble has started to collapse does a prospect of new economic development open 

up. Japan’s economy is now on the path to recovery of its proper state.”99 Moreover, his 

was not a lonely voice. In the same month, a director of the board of the Fuji Research 

Institute, Saitoh Takeshi, declared that “nonperforming loans are within the range of 

banks’ capacity to resolve them [on their own].” Acknowledging that Japan’s banks “are in 

an extremely difficult situation”, Saito nevertheless argued that “the urgent problem is 

rather to insure against any moral hazard in the treatment of banks that might fail.” He 

does not make clear how banks can be said to be capable of writing off their bad loans if 

enough of them are close enough to failure for the fight against moral hazard to be an 

urgent priority. With no apparent ironical intent, the front page of the article displays a 

photo of a bank run from the great panic of 1927, above a caption reading “compared to the 

1927 panic, the wound from the current accumulation of nonperforming loans is slight.”100  

 

III.i.i From the Diet, another reason not to act promptly: the Land Issues Special 

Committee dream of a comprehensive solution of land-related problems 
                                                  
99 Noguchi Yukio, Baburu no Keizaigaku: Nihon Keizai ni Nani ga Okottanoka, Nihon 
Keizai Shimbunsha, 1992, pp. 2-3. 
100 Saitoh Takeshi, “Furyoh Saiken ha Shori Kanoh no Han’i ni aru”, Ekonomisuto, August 
23, 1993, pp. 66-70. 
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The state of debate in the Diet in 1993 was also not propitious for state action 

to address the nonperforming loans problem. The participants in a House of 

Representatives Special Committee on Land Issues looked forward to a day when the 

state would buy large amounts of land, including land held as collateral against 

nonperforming loans. This would likely do much to remove nonperforming loans from 

the banking system. But before that day, the participants seemed to agree, falling land 

prices and land taxation would have to continue so as to pressure land-holders to sell 

cheap.  

The inaugural meeting of this committee, held January 22, was dedicated to 

testimony by three experts: Izumi Tatsuo, Executive Director of the Japan Real Estate 

Appraisal Association (Nihon Fudosan Kantei Kyokai Riji) and Chair of the Land Price 

Survey Commission (Chika Chosa Iinkai Iincho); Hasegawa Tokonosuke, Director of the 

Construction Economics Research Institute (Kensetsu Keizai Kenkyujo no Jomuriji); and 

Inamoto Hironosuke, a University of Tokyo scholar of comparative law.101 The meeting 

opens with an extended opening statement by each expert. The combined effect of their 

statements is to lay out a breathtakingly ambitious programme.   

The most lurid mass press accounts made the problem seem less daunting. What 

makes their account of the problem, and their corresponding policy ambition, breathtaking 

                                                  
101 The verbatim transcript of this meeting is found at Kokkai Kaigiroku, Dai 126 Kokkai, 
Shuugiin’, Tochi Mondaitou ni kansuru Tokubtesu Iinkai, Dai 1 Goh, January 22, 1993. 
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is not simply the amounts of money they cite, but their reading of the nature of the 

problem. While each of the experts made his own presentation, each covering a different 

aspect of the current land problem, the three frequently referred to each other’s 

presentations and never with a hint of disagreement. For this reason, it makes sense to 

treat them as laying out a common position. It was Hasegawa, however, who laid out most 

of the details. Izumi mainly presented data showing that prices, though falling rapidly, 

were still far too high -- far out of line with pre-bubble ratios of land prices to GDP. 

Inamoto provided the legal-theoretical justification for doing what Hasegawa proposed. 

The policy sketched would involve all of the following: driving down land 

prices (already declining at double digit percentages for two years running) much 

further; having the state spend hundreds of billions of dollars to buy collateral real 

estate; having banks take hundreds of billions of dollars in losses; allowing the banks to 

declare their realized losses over a ten or twenty year period; eliminating the value of 

land as a tradable asset; breaking the link between land values and bank lending; using 

land taxes and tightened restrictions on land use as a way of prying land from owners 

reluctant to sell; subjecting the land acquired to strict urban planning (including the 

planning of so called "new towns", which is Japanese English for bedroom 

communities); and disabusing the populace of the notion that "in principle, one's land is 

one's own, to use or not use as one sees fit". All of this was to be done in the name of 

cheaper and better housing, "effective land use", and greater "added value" in housing.    
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Not a single Diet member participating in the committee on this day expressed 

opposition or reservations. The agenda has to be one of the few on record on which the 

representatives of the LDP and the Japanese Communist Party have ever fully agreed. 

There cannot have been many policy initiatives over the years that synthesized as neatly 

as this one massive state acquisition and reallocation of land (against the wishes of its 

current owners when necessary and without necessarily giving a very full set of 

property rights to its new inhabitants) with an immense windfall to the construction 

industry (which would claim much of that portion of housing costs currently spent on the 

land rather than the housing structure). 

It is not surprising that the parties hesitated to present it in a more visible public 

forum. Nor is it surprising that experts and policymakers who considered it necessary 

should have been unenthusiastic about proposals for action to eliminate nonperforming 

loans in the near future. Their agenda would require several more years of land price 

declines, followed by far larger expenditures and far more intrusive state action than that 

needed simply to remove nonperforming loans as a source of immediate system 

instability.  

All agreed that the indispensable first steps toward realizing this project had been 

those already taken to crush the bubble. In particular, all agreed that the land value taxes 

(land holding taxes for companies, new inheritance taxes for individuals) had been 

essential, though several affirmed that they were "a ruinously afflicting exaction” (“karen 



 84

chuukyuu”).102 

Interestingly, the plan did not call for bankrupting banks. Hasegawa wanted an 

exception written into the relevant laws that would allow them to take the losses involved 

over ten or twenty years. We should note that this would amount to encouraging banks to 

operate with utterly cosmetic capital or reserves, unless the state were to pay far more 

than market value for the assets it acquired, and Hasegawa, when questioned by Murai, 

explicitly rejected that option. 

Another striking aspect of the plan, at least as articulated by Hasegawa, was that 

it made no attempt to discriminate among borrowers. The banks were to "bring 

everything they have" to the state, and after a fully transparent bidding process, a 

local government that found the terms attractive would "buy the asset immediately." 

Why is this odd? Because, in constrast to the 12 trillion yen in bad loans recognized by 

the Ministry of Finance, Hasegawa estimated the "bad stock" needing to be sold at 

between 100 trillion and 150 trillion yen (around a trillion dollars). In other words, what 

he had in mind was not just the worst cases - hopeless golf course developments, whose 

                                                  
102 Hasegawa uses the term after apologizing for discussing this topic strictly as a vulgar 
matter of business. When Murai picks up on the term, he emphasizes its appropriateness, 
and defends the policy on that basis: “There is a sense in the public at large that this is a 
very harsh tax indeed. People say that because of land prices, which rose through no fault 
of theirs, they will become unable to keep the houses handed down to them by their 
ancestors… But as one of the people involved in the introduction of the land value tax, I see 
it as something that promises mid- to long-term results and think that we must not treat it 
as something like a battle order issued in the morning and withdrawn in the evening.” 
(author’s translation) 
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"developers" had disappeared with whatever money they borrowed, and so forth - but 

any properties that would fit into some local government’s “urban planning".  

It is tempting to dismiss this remarkable transcript as an aberration, as the Diet 

records seem to offer nothing else like it. But no Diet members in the committee expressed 

any reservations about the experts’ vision. Moreover, that vision, though extreme, was 

broadly in line with the promises on which the land taxes of 1991 were sold. Also, as we 

have seen, the notion that land prices must be made to fall much further was accepted by 

Japan’s most prominent economist. And continuing rapid drops in land prices were sure to 

create large losses for banks which would necessitate some kind of state-led program of 

land sales and loss taking. For these reasons, the experts’ views seem merely an extreme 

statement of elite common sense of the time.  

 

III.ii The turn to elite advocacy of prompt action 

Even if the Land Issues Special Committee can be seen as a fringe group with 

little chance of influencing policy it is clear that for support to build for prompt action to 

bring the emerging crisis under control, a consensus that things must be allowed to get 

worse had to be abandoned. At the end of 1993, this consensus came to be at least seriously 

questioned. But a widespread conviction that events are on the right track is not easy for a 

political system to abandon quickly. Hence, many calls for prompt state action issued in 

late 1993 and early 1994 remained remarkably tentative and exploratory.  
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To say that these calls were tentative, or lacked urgency, is to imply a 

standard of urgency. Such a standard is provided by two appeals made in early 1994. 

Comparing other prominent calls for a bailout to these reveals the ambivalence of a broad 

range of actors.  

The first of these high-urgency appeals was provided by David Atkinson, a 

frequent contributor to the Nikkei. Atkinshon argued simply that having the state buy bad 

assets from the banks would be the cost-effective and best means of overcoming the 

nonperforming loans problem. Without recourse to public funds, he argued, almost all 

banks would be able to write off their nonperforming loans eventually. But it would take 

until the year 2000 for them to do it, and some major banks might fail in the process. A 

government program would cut the time needed to write off loans by several years, and in 

the meantime powerfully combat the emerging credit crunch and continuing economic 

stagnation caused by banks having to withdraw funds from circulation to build reserves. 

Any money the banks received for their bad loans would work to encourage economic 

growth because banks would naturally extend several times the amount they received in 

new loans. For Atkinson, the strictly utilitarian goal of minimizing pain and maximizing 

general economic benefit dictated a bailout.103  

Few Japanese commentators seemed to consider the matter this simple. The 

                                                  
103 David Atkinson, Ginko: Furyosaiken kara no Dakkyaku, Nihon Keizai Shimbunsha, 
1994. 
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January 1994 call by the Chairman of the Kansai Business Managers Association (see 

footnote 12 above) stipulated that the real estate purchases he proposed must not be turned 

into a plan to rescue the banks, who must be made to write off as much as they possibly 

could by themselves. This was a standard proviso attached to almost all calls for a bailout 

by Japanese. Miyazawa, in his speech cited above, had laid out the same condition.  

The second high-urgency call was made in the House of Representatives Finance 

Committee. A two-hour session of the Committee was devoted to debate on a call by a 

well-known economist, Miyao Takahiro, for emergency action to lower the stress on the 

banking system, including the stress of nonperforming loans. Miyao argued that the 

post-LDP government should be willing to put even its “jewel in the crown”, deregulation, 

on hold for an emergency two-year period to address what he considered an acute crisis of 

the finance system and the economy. He argued for a large income tax cut; eliminating the 

land-value tax created in 1991 and the tax on selling land (which was raised in 1991); 

reinstating a tax break for home trade-ups that had been phased out over the past four 

years; subsidizing companies’ restructuring (by defraying costs of voluntary retirement 

payments and allowing more generous amortization accounting); changing bank 

accounting requirements to have banks record their land holdings at market value, which 

would make them at least seem healthier; and mobilizing large amounts of money from the 

Bank of Japan and the postal savings system to buy collateral real estate at prices that 

would not saddle banks with unsustainable losses and to sell that real estate at a price 
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which investors would readily pay. For the purchase and sale of collateral land, he 

advocated following the model of the US S&L resolution plan.104    

If any committee members found this policy prescription exciting or attractive, 

they did not show it in comments recorded in the hearing transcript. Representatives of the 

parties in the new governing coalition were particularly skeptical. Kurimoto of Shinseito, 

the party of the first post-LDP prime minister, professed himself quite interested in the 

proposals, but made a point of arguing that the US Resolution Trust Corporation 

arrangement had worked "because it presumes that banks can fail" in contrast to the 

dysfunctional Japanese practice of effectively guaranteeing that no banks will fail.105 As 

Miyao's proposal calls for doing almost everything possible to avoid putting stress on 

the banking system for two years, after which the crisis should hopefully have passed, 

Kurimoto’s position seems a statement of opposition framed as support. That is, Miyao 

considered bank failures something to be prevented, at least for the near future, while 

Kurimoto considered them something to be welcomed. 

Fellow Shinseito representative Yamamoto expressed support for Miyao's call 

for bringing real interest to zero, but rejected or expressed serious doubts about his 

other proposals. These doubts, he said, were grounded on a number of considerations, 

including the need for increased fiscal discipline. Yamamoto concluded his criticisms 
                                                  
104 Kokkai Kaigiroku, Dai 128 Kokkai, Shuugiin’ Ohkura Iinkai, Dai 3 Goh, November 10, 
1993 (afternoon session) 
105 Kokkai Kaigiroku, Dai 128 Kokkai, Shuugiin’ Ohkura Iinkai, Dai 3 Goh, November 10, 
1993 (afternoon session) 
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by arguing that Murphy's Law counseled strongly against losing one's head and doing 

anything "too strange" in a dangerous situation.106 Hayakawa of the Socialist Party 

argued that the large-scale public expenditure advocated would be plagued by the many 

dysfunctions plaguing the state's public spending practices already. 107  Kaieda of 

Sakigake-Nihon Shinto asked whether falling prices, the source of the stress on the 

financial system, should not in general stimulate consumption, and whether this wasn't 

precisely the rationale for wide deregulation, which Miyao did advocate pursuing after 

a hiatus for handling the current crisis.108  

Miyao found slightly stronger support from the LDP, now out of power. In 

particular, Ohara strongly supported his call for asset revaluation, offering, in fact, 

more arguments for it than Miyao had offered.109 But neither Ohara nor anyone else 

said anything suggestive of broad support for the general approach Miyao had sketched. 

In particular, nobody spoke in support of the bailout plan. It is perhaps significant that 

Miyao was called on to offer his proposals to the Diet in the first place. Whether the LDP 

would have called somebody from the private sector to advocate at length a plan clearly at 

odds with the MOF’s preference can be doubted. But that is as far as the new government 

                                                  
106 Kokkai Kaigiroku, Dai 128 Kokkai, Shuugiin’ Ohkura Iinkai, Dai 3 Goh, November 10, 
1993 (afternoon session) 
107 Kokkai Kaigiroku, Dai 128 Kokkai, Shuugiin’ Ohkura Iinkai, Dai 3 Goh, November 10, 
1993 (afternoon session) 
108 Kokkai Kaigiroku, Dai 128 Kokkai, Shuugiin’ Ohkura Iinkai, Dai 3 Goh, November 10, 
1993 (afternoon session) 
109 Kokkai Kaigiroku, Dai 128 Kokkai, Shuugiin’ Ohkura Iinkai, Dai 3 Goh, November 10, 
1993 (afternoon session) 
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would go to support the idea. The coalition of new parties and former opposition parties 

seemed as committed to the status quo as the LDP could have been.   

Beneath the level of Miyao’s and Atkinson’s urgency, we find a variety of calls for 

some prompt action. Noguchi Yukio reversed himself to call for a bailout that would use 

postal savings funds to purchase large amounts of land tied up as collateral in 

nonperforming loans. The effects of land taxes, he said, had now gone too far.110 This call 

is fairly strong, but its strength is qualified by three factors.  

First, he states that such a plan would require greater capacity for leadership 

than the multiparty coalition government was likely to be able to muster. Why it should 

have been difficult for this new government to say that it was breaking with the ways of 

the corrupt LDP to address an urgent national problem, he does not say. The claim may 

have meant that the new government would not be able to overcome the resistance of the 

MOF, but as the government showed no sign of trying to do so, that thesis is hard to test. 

If it meant that the government was internally divided, then it poses an odd comparison 

with the LDP, which was itself internally divided on economic questions.  

Secondly, Noguchi’s article offers almost no description of the appropriate 

content of the proposed policy, the terms on which land would be purchased. For Noguchi, 

this is uncharacteristic. He is generally very clear on the policies he advocates.  

Thirdly, the article does not suggest that Noguchi might have been wrong in 

                                                  
110 Nihon Keizai Shimbun, December 1, 1993, p. 3 
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touting the benefits of falling land prices. Prices had come nowhere near their pre-bubble 

levels; if he thought four months earlier that they needed to fall further, it is hard to 

understand why he now thought they had fallen too far. Reading closely, one finds that he 

shifts the blame from falling prices per se to the way in which they had been made to fall. 

The land value tax should have been used by itself, he says, not in combination with 

raised taxes on land sales. Furthermore, he says that the government had unwisely 

changed the tax rules repeatedly since 1991, making the land tax as variegated and 

constantly changing “as a cat’s eye”. This, he argues, had prevented prospective sellers 

and buyers from being able to calculate their tax burdens with any regularity, causing a 

situation in which falling prices did not lead to the new land purchases that were to 

stimulate growth. The effect of this argument is to say that had his prescriptions been 

more faithfully followed, they would have had happier effects and made unnecessary the 

course of action he was now recommending. Given his apparent belief in the importance 

of policy design details, his reluctance to specify what his own proposed action would 

consist of becomes particularly surprising. 

Nevertheless, Noguchi had taken a position clearly in favor of some kind of 

bailout. At a still lower level of urgency, we find advocacy not of doing a bailout, but of 

considering one. A Bank of Japan study of the US S&L resolution scheme is exemplary of 

this literature. While its treatment of the US scheme is highly favorable, it does not 
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actually propose that something similar be tried in Japan.111 This is understandable, 

however; it is appropriate for the central bank to hesitate to prescribe a spending plan that 

must be proposed and approved by budgetmaking authorities. Somewhat more surprising 

is that a series of articles in the Ekonomisuto takes a similar tack. It establishes that a 

number of wealthy democracies have profitably carried out expensive bad loan resolution 

schemes, suggesting that Japan might choose from among several viable models.112   

All of this advocacy of varying shades of urgency, however, is balanced by the 

surprising clear rejection of a bailout by an economist whose support might have made a 

difference. From 1992 through 1994, no Japanese economist’s stock was higher than that of 

Miyazaki Yoshikazu. He was cited several times in Diet debates. In his own presentation to 

the Finance Committee, Miyao was compelled to say where Miyazaki had gone wrong, 

since their policy prescriptions were in stark contrast.  

In a book-length work published early in 1992, Miyazaki had presciently argued 

that the collapse of the bubble would have far graver effects on economic growth than the 

                                                  
111 Bank of Japan, "Beikoku Shogyoginko no Furyoshisan e no taio: Shisan Ryudoka ni 
Shoten wo Atete" ("Response to US Commercial Banks' Nonperforming Assets: Putting a 
Focus on Sale of Assets"), Nihon Ginko Geppo, April, 1994, pp. 45-67 
112 Katsu Etsuko, "Eigin no Risutora kara Manabubeki Mono: Ingurando Ginko no 
Kyusai Yushi ("Lessons from English Bank Restructuring: Bank of England Rescue 
Funding"), Ekonomisuto, November 8, 1993, pp. 132-135; Fukinbara Hirosato, "Ginko 
Kokuyuka mo Jisshi Shita Hokuo no Kyusaisaku (Hobo Kaifuku no Michi ni Noru" 
("Rescue Policy in Scandinavia, Which Went So Far As to Nationalize Banks: Almost on 
the Recovery Track"), Ekonomisuto, November 8, 1993, pp. 136-139; Aizawa Koetsu, 
"Baburu no Hassei wo Osaeta Doitsu no Ginko: Tsuyoi Shueki Kiban to Kenjitsuna 
Keiei Shisef' ("German Banks Held Down a Bubble: Strong Profit Base and Firm 
Management Stance"), Ekonomisuto, November 8, 1993, pp. 140-144 
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government and most economists recognized. 113  His argument that the post-bubble 

recession was not cyclical, but driven by asset prices, made him Noguchi’s “polar 

opposite”. 114  He argued that asset price movements, insufficiently weighted as an 

explanatory factor in government and private sector economists’ models of prices and 

demand, would seriously hinder economic growth by encouraging a credit crunch. He 

advocated generous tax treatment of losses from nonperforming loans as a means of 

combating the debilitating shock administered to the banking system, and construction of a 

broad “global Keynesianism” that would enable governments to take strong actions needed 

to balance the power of capital flows unleashed since the 1980s.  

Given his insistence on the need for state policies that would compensate for the 

shock of the bubble’s collapse, it is surprising that Miyazaki was unambiguously opposed to 

any kind of bailout. The need to remove pressure from the banking system in order to free 

up the credit creation mechanism seems to be essential to his theory. But while castigating 

the government for having “not taken strong action, in spite of the fact that finance system 

instability had arisen,” 115, he made it clear in several articles through 1994 that a bailout 

was not a “strong action” he would support. He was clear that banks should work off their 

losses on their own strength (or with no more help than a tax break on the losses they 

                                                  
113 Miyazaki Yoshikazu, Fukugoh Fukyoh: Posuto-baburu no Shohohsen wo Motomete 
(Compound Recession: In Search of a Post-bubble Prescription), Chuo Koronsha, 1992.  
114 Nakamura Tatsuya, “Daifukyoh wo Rikai suru tame no 10-satsu: Hautsuuteki Fukyoh 
mono wo Yomiayamaranai tame ni”, Ekonomisuto, January 25, 1994, pp. 32-35. 
115 This quote is taken from an interview with Miyazaki: Hokkaido Shimbun, September 
12, 1992, p. 2 . 



 94

incurred).116    

 

Conclusion 

In light of the policy preferences expressed by a broad range of elite participants in 

policy debates on nonperforming loans and intimately related issues through early 1994, 

the Ministry of Finance’s reluctance to argue or accept a need for prompt state action to 

resolve the nonperforming loans problem must be seen as a mainstream position. The same 

must be said of all conservative vested interests who may have feared such action. While 

different actors valued delay for different reasons, a high level of acceptance of delay united 

almost the entire political system throughout this period.  

                                                  
116 See, e.g., Miyazaki Yoshikazu, "Fukugo Fukyo no Shohosen" ("Prescription for a 
Finance Recession"), Komei, October, 1992, pp. 18-33; and "`Fukgo Fukyo' Sonogo" ("After 
the `Compound Recession"'), Sekai, November 1994, pp. 22-56. 
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Chapter 3: The Credit Union Controversy, December 1994 through March 1995 

(Part 1) 

 

I. Introduction to the episode 

From the collapse of the bubble through mid-1994, the state adopted a consistent 

policy of leaving bad loans to be written off by banks with the help of low interest rates, 

freedom from stringent reporting requirements, and such mild encouragements as 

favorable tax treatment on sales of loans to a loan recovery company set up by the banks 

(the Joint Claim Purchasing Corporation) and the establishment of “special purpose 

corporations”.117 In this, the state chose not to throw its weight behind either a hard or a 

soft means of eliminating bad loans rapidly. We have seen that while it was primarily the 

Ministry of Finance that took and defended this policy, the Ministry was encouraged to do 

so by an absence of pressure throughout the polity to implement any policy more forceful. 

To be sure, many called for more forceful, effective policy. But no Diet party made prompt 

resolution of bad loans a condition for consent to anything else, and where economists cited 

in the business press issued calls for state activism they combined these calls with equally 

strong or stronger injunctions against activism of the wrong sort -- activism that would fail 

to root out the people and habits to blame for the bubble's rise.  

                                                  
117 A June 1994 MOF administrative ruling (tsuutatsu) gave the banks right to create such 
SPCs themselves. See Nihon Keizai Shimbun, June 25, 1994, p. 7.  
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Meanwhile, the great mass of borrowers who had reason to desire state activism 

that would bring relief in the form easier credit or forgiveness of debt, had reason to fear a 

bailout created as a means of putting their feet to the fire. What Jennifer Amyx has called 

the "forbearance" policy was thus, in its application to to bad loans, an accommodation not 

only of bankers and their regulators, but of a broad set of political actors who saw as much 

risk as promise in the alternative.  

In December 1994, however, the Ministry of Finance took a step on what the 

business press immediately recognized as a significant change of course, announcing a plan 

under which the Bank of Japan would provide 20 billion yen (of a 40 billion yen total) to 

capitalize a financial institution to be created to assume the business of two failed Tokyo 

credit unions, Tokyo Kyowa and Tokyo Anzen.   

These were not the first financial institutions to fail and have their assets put in 

new hands in the post-bubble period. By the end of fiscal 1991, six small financial 

institutions had been dissolved, with their assets generally allotted to larger banks in their 

respective regions and the deposit insurance system providing small amounts of money to 

defray costs of acquiring their assets and writing some of them off.118 The Ministry of 

Finance had also granted quick approval to mergers of small cooperative financial 

institutions in distress with a small city bank (Tokai) and one of the largest of the 64 

“regional banks” (Kinki) in November 1993. But the credit union plan carried the talisman 

                                                  
118 See Nihon Keizai Shimbun, April 9, 1992 for details on these cases. 
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of "public funds" and was read as institutionalization of state-funded bad loan cleanup.  

For the earlier financial institution failures, existing deposit insurance funds had 

been used to write off bad loan losses and to help other financial institutions to take on the 

failed institutions' assets. With the device of capitalization by the Bank of Japan, the state 

seemed to approach a Rubicon. The Nikkei reported the plan as the first instance since the 

end of the war in which the Bank of Japan had put in capital to establish a bank and the 

first time since the 1965 crisis induced by the near failure of Yamaichi Securities the Bank 

had "put its full credit" behind a project of "financial order maintenance." The Nikkei, 

moreover, distinguished the earlier actions as deposit-protection from this plan, which it 

described as aimed at "final resolution" of the two credit unions' bad loans.119 And while 

the financial institutions whose bad loans were to be resolved were credit unions, the 

Nikkei saw the approach as extending to small and midsize financial institutions more 

generally.120 

One hedges with the word "approached" because, as the legal journal Jurisuto 

                                                  
119 The uncomfortable similarity of the phrase to Hitler’s “final solution” was remarked in 
a Nikkei editorial of 1998, when strong advocacy of final (bad loans) resolution was 
appearing in the paper daily. The phrases were sufficiently close in Japanese as well that 
some Nikkei readers had apparently scratched their heads over why a phrase of such 
sinister resonance should be used for a policy addressing bank-sheet stress that was 
dragging down the economy. A Nikkei editorial took up the theme to argue that while the 
phrase for balance sheet restructuring had not been chosen to conjure the horrific memory 
and did not, by rights, refer to anything remotely similar in intent or effect, the accidental 
resonance would become an appropriate marker of similar meanings if the banks did not do 
their part in the (wholly benign) final (re)solution by carrying out painful restructurings, in 
which case final solution would indeed become a matter of coercive liquidation.  
120 Nihon Keizai Shimbun, December 9, 1994, p. 1. 
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noted, it required interpretation of some delicacy to say whether the plan actually called for 

the use of "public funds". Insofar as the government of Japan owns a bare majority of Bank 

of Japan shares and the Bank of Japan uses its funds not only to strengthen its own 

balance sheet but to accommodate state policy, any money spent by the BOJ can be called 

public money; but unless revenues or funds borrowed by the state as such are transferred 

to the Bank as capital or assets, as might be done to cover a loss incurred by the Bank 

through activity undertaken on the state's behalf, it is perhaps not strictly correct to say 

that public funds have been used.121 In the case of the two credit unions, the Bank of Japan 

was to buy shares in a new bank and extend credit to that bank; should the Bank of Japan 

recover its investment, which the BOJ from the beginning said it would do,122 no drain on 

the public treasury would occur. Moreover, even if the Bank of Japan were to lose some 

money, by, for example, writing off part of what it lent the bank as a way of helping it shed 

bad loans not separated from the new bank at birth, the taxpayers would not be troubled 

directly as long as the BOJ never had to ask the government for an infusion of funds.  

One hedges also because although the Nikkei saw a new approach put in place for 

further use, the Minister of Finance, in announcing the plan, described it differently: as 

"decidedly an exceptional measure, for deposit protection and finance system maintenance" 

and one that "must not be repeated."  
                                                  
121 Usui Mitsuaki, “Kin’yu Kikan no Hatan Shori to Zaiseiteki Shien” (“Financial 
Institution Failure Handling and Public Finance Support”, Jurisuto, August 1-15, 1996 (No. 
1095), pp. 28-37)   
122 Nikkei, January 27, 1995 
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That the state decided to direct money to the problem in this form and to justify it 

solely as an emergency measure indicates the caution with which the Ministry of Finance 

approached the sensitive issue of touching taxpayers to clean up bankers' mistakes. So it is 

that this narrow and relatively small plan, covering but two small financial institutions 

and involving "only" hundreds of millions of dollars, drew such attention; the hint of 

violation of a taboo opened vast vistas of hope and terrror. The state was moving toward 

throwing its weight behind a decisive resolution of the bad loans problem. With this, the 

saliency and intensity of bad loan politics were raised.  

Over the next five years, they would continue to be raised as the scale of failed 

lenders and the amounts of money proposed for dealing with weak and failed lenders 

expanded. The credit union plan generated substantial controversy, but this controversy 

was but a hint of that which would erupt in 1996 over a larger expenditure for dissolving 

home-loan companies. And the money involved in the credit union plan was as nothing in 

comparison to the tens or hundreds of billions of dollars that would eventually be spent 

rescuing and dissolving troubled banks. 

The credit union controversy, however, merits close attention because the bad 

loans debates of the latter half of the decade would follow a pattern that emerged in the 

credit union case. Understanding what people did not like about the credit union resolution 

plan greatly clarifies the difficultly observed in 1996 and 1998 in building political support 

for an aggressive state response to bad loans. The credit union case also retroactively 
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clarifies the inaction of 1991 through 1994. That is, in understanding why the first, 

cautious attempt to use public funds proved controversial, we see why the government 

should have avoided it, and why movement should have remained slow even after the MOF 

and ruling party leaders set off on the path of activist policy. 

 This chapter and the next offer detailed treatment of the credit union case. This 

chapter will focus on the response to the plan of the local government and the main local 

daily paper of Tokyo. Chapter 4 will consider debate carried out at the national level, with a 

special focus on the position of the flagship organ of the business press, the Nihon Keizai 

Shimbun.  

 

II A Three-Player Game? 

The pattern of position taking set in the credit union case can be described as an 

interaction across three concentric circles of actors: an inner circle of banking policy 

comprising the Ministry of Finance, bankers, and ruling party leaders; a circle of sub-elites 

comprising opposition Diet parties, prominent ruling party backbenchers, and opinion 

makers speaking through the business press; and a broad outer circle comprising the 

general public, which rarely speaks for itself.  Through several iterations, the interaction 

among these actors goes through the following set of moves: First, the inner circle offers a 

cautiously framed proposal for using public funds to clean up bad loans on terms 

convenient to its members. The middle circle then appeals to a disgusted populace in 
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exposing the subterfuges embodied in the inner circle's proposals and pushes for a publicly 

funded cleanup plan offering stronger guarantees of accountability against the inner circle, 

those who have made the use of public funds necessary. The inner circle responds by 

making the concessions it must to accountability while arguing, first, that its proposals are 

not far from the second circle's demands -- that all elites are on roughly the same page -- 

and, secondly, that sub-elites' demands imply unnecessary pain for the broad public whose 

anger sub-elites pretend to represent. The inner circle ensures that its proposals are 

realized with little alteration, but pays a political price higher than it bargained for; 

sub-elites are emboldened by small concessions, by demonstration of the inner circle's 

fecklessness, and by continuing public disgust to bargain harder over the next set of 

cleanup proposals; and the public experiences a deepening of disgust even as it gets some of 

what it wants in the form of rolling insiders' heads and measures incorporated into cleanup 

programs for the purpose of cushioning and attenuating the shocks of aggressive bad loan 

elimination. The net effect is to keep policy on the course observable shortly after the 

bubble's collapse: cautiously laying the political and technical framework for large-scale 

publicly financed cleanup, while deferring as far as possible the question of what such a 

cleanup should accomplish and managing the slow unwinding and reshaping of the 

bubble-era finance system by ad hoc means.  

Whence arises this stability? We may see it as reflecting an ambiguity in the 

notion of "accountability", the most powerful rhetorical weapon used in the debate on bad 
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loans throughout the decade. At all three dramatic junctures between 1994 and 1998, the 

government sought credit for taking action to defend the stability of the finance system and 

offered little in the way of punishment for those responsible, which the populace seemed 

strongly to desire, and less in the way of institutional reforms that would provide credible 

safeguards against recurrence of the gross recklessness that created the bubble. The 

absence of guarantees of accountability was cited enthusiastically by opposition parties, 

the Nikkei, and even some prominent ruling-party Diet members who sought to 

disassociate themselves from MOF-cabinet policy. Given the public's belief that the feckless 

were committed to rescuing themselves in any rescue of the finance system, it would have 

been simple negligence not to cite evidence supporting it at every opportunity. But 

alongside this notion of accountability, a quite different one also figured prominently in 

debates. We might call this latter notion "market accountability."  

Simple accountability might have been pursued by a number of measures: 

vigorous use of the police, detailed requirements for evaluating credit-worthiness and 

reporting on bank lending behavior to the Diet, regulatory rules seeking to dampen 

reckless lending for speculative activities by limitations, for example, on the rate of 

increase in the valuation of a real-estate asset accepted as collateral, enshrining in statutes 

of "quantitative limits" on real-estate lending, expansion of the ranks of obtrusive bank 

inspectors, and many other institutional changes including a decisive subordination of 

bank regulators (with or without a breakup of the Ministry of Finance) to the 
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constitutionally unambiguous sovereignty of Diet and people. Market accountability was 

another matter. For its advocates, building real accountability into Japanese lending 

required a consolidation of the banking industry -- fewer banks, less lending, and indeed, a 

multifaceted, thoroughgoing overhaul of the post-War finance system which had functioned 

well as a means of mobilizing scarce capital desperately needed for industrial expansion 

and equitable growth of wealth, but was hopelessly ill-suited to efficient allocation of 

Japan's savings in the post-Bretton Woods, globalizing, post-modern world.123 Too many 

banks systematically directing money to the wrong people, for the wrong purposes, in the 

wrong ways -- eliminating the basic structures encouraging these dysfunctions was, for 

many participants in bad loan debates, what real accountability required.124 This position, 

                                                  
123 This position is expressed, for example, by Kaneko Eisaku in his 1994 work 
Saiken/Fudôsan Ryudoka no Susume (Advance of Transferability of Loan Claims and Real 
Estate). In the concluding remarks to this generally sober account of legal and technical 
considerations involved in counting and working out bad loans, Kaneko ascends to visions 
of the sublime social values that will be realized in the sloughing off of mechanisms that 
shield current borrowers from their reckoning: "The ‘collusion’ among politicians, 
bureaucrats, and big business is not the only kind there is. Anyone who reflects on realities 
close to home will see that he derives benefits from the current system. Though there is a 
tendency to feel that one’s own benefits are small, nobody can throw away the 
compensation one receives. This is the logic of the economics of overcoming poverty. It is not 
easy to resist this logic by intellectual labor… One frequently hears talk of ‘valuing 
consumers’ or ‘valuing ordinary people’ (seikatsusha). But this still smells somehow of the 
economics of overcoming poverty. What asset circulation means, in a word, is valuing 
‘investors’, and ‘investors’ are the people of the nation and the institutional investors whom 
they delegate… [As] the third postwar generation will retire from the scene in the latter 
half of the 1990s… the economics of overcoming poverty may pass away without 
resistance.”  
124 In his 1999 work, Horiuchi, author of the widely cited Kin'yu Shisutemu no Mirai, did 
not shrink from advocating "shock therapy" to effect a decisive break from the distinctive 
postwar Japanese finance system in favor of the far more rational and efficient 
Anglo-American model.  
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of course, was far from novel. It was the core of Noguchi's arguments, supported differently 

by Noguchi's "polar opposite", Miyazaki, and the promise on which the Finance System 

Reform Law of 1992 was sold. It had always mattered, and as acute crisis made the appeal 

to do something more urgent, appeals to "do the right thing", and not to follow the path of 

least resistance, also grew in intensity.  

Simple accountability was an ambitious goal in itself, in so far as many bankers, 

the Ministry of Finance, and Diet party leaders who had presided over the bubble and 

post-bubble obfuscation had little reason to welcome outsiders nosing around their books. 

But anyone calling for it had a deep well of popular resentment to draw on.  In contrast, 

market accountability was an agenda with less hope of attracting broad public support, as 

it offered nothing in the near future to most people and called for the disappearance of a 

large number of small banks and borrowers. Introducing widely painful economic 

restructuring as an essential guarantee of accountability blunted the political force of 

sub-elite rivals to the inner circle, allowing the inner circle, for all its clearly demonstrated 

faults, to claim to be representing the numerous weak against reckless, Wall 

Street-designed experiments in shock therapy.  

Moreover, while deepening of the finance crisis gave advocates of market 

accountability a platform on which to make their case and to bargain with the inner circle, 

whose less thoroughgoing approach had obviously failed to restore the banking system to 

health, this same deepening created incentives within the sub-elite, generally in favor of 
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the market accountability agenda, to defect and cut a deal. If they did genuinely want 

public money used “responsibly” and did wish to extract as much as they could, politically 

and in pursuit of a market restructuring, from the state’s desire to spend, they also, at the 

end of the day, wanted the state to spend.  

Sub-elites frequently attempted with some success to fuse the notions of 

accountability at work in a position of opposing "bank rescues." People with visions of a 

twenty-first century Japanese financial system freed from the social policy commitments 

that had weighed down the postwar system, and people who simply wanted bank directors 

and their friends to be punished, rather than rewarded, for behavior unjustifiable under 

any theory of banks' role in society, were often able to agree that government proposals for 

addressing bad loans were steps in exactly the wrong direction. But the tension in their 

objectives gave the inner circle the chance to follow consistently a simple strategy of 

triangulation, offering just enough protection and transformation to keep advocates of each 

interested in compromising their common demand for simple accountability.  

If one likes, one may see the entire history of bad loan policy as illustrating the 

basic structural dilemna of crisis: Crisis provides the impetus for changing basic structures 

which persist through normal times thanks to general indifference, but at the same time 

puts a premium on speed, on doing something easier than a change of basic structures. But 

to identify a dilemna is to suggest an impossibility of moving either to change basic 

structures or to adopt a policy that resolves the crisis while leaving basic structures in 
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place; and what we have in the present case is not a perfect immobility of this sort but a 

series of compromises between the two imperatives. In the real world, political actors 

sometimes play with dilemnas, building them up and relaxing them as their readings of 

conditions change. As the crisis intensified, actors first hardened their positions to bring 

the dual imperatives into collision, then declared the dilemna soluble after all.    

 

III The credit unions 

III.i The Nikkei approves, Tokyo balks 

As noted above, the Nikkei immediately welcomed the credit union plan as 

overturning the taboo against the use of public funds for bad loan cleanup. Interestingly, it 

also accepted the government's claim that something like the plan proposed was made 

absolutely necessary by the severity of the trouble at the two credit unions and the risk 

which failing to intervene with public money would create of wide credit system 

disturbance. This argument had the purpose of deflecting criticism of the plan. Coolly 

considered, the argument does not make a great deal of sense. Any of a range of 

interventions would have served the need of averting immediate system disturbance. These 

troubled institutions, which had survived several years of falling land prices and growth of 

non-performing loans with support from a large bank, Chogin, became unable, when 

Chogin withdrew support in July 1993, to meet their debts without resorting to desperate 

and futile measures, such as exceptionally high deposit interest rates, expanded loans to 
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troubled borrowers for the purpose of giving them money to make loan payments, and loans 

to friends immediately turned into deposits. As long as the state was willing to put up 

money in some form, the credit unions should have been able to continue lending and 

borrowing, with the many actors connected to each other through the credit unions trusting 

that sufficient funds were available to keep the cycle of transactions in motion. 

Alternatively, if the two credit unions were to be eliminated, there was no technical reason 

why the Bank of Japan or the government could not simply have provided the deposit 

insurance system enough money for these credit unions to be handled in exactly the same 

way as the earlier cases had been. A rich backer was enough to keep the financial system as 

stable as it had been before the announcement that the credit unions would fail; if the state 

was ready to put up the money, any number of approaches might have satisfied the 

objective of ensuring finance stability.   

In any case, we have seen that the Nikkei did not in fact regard the credit union 

plan as a one-off emergency measure but pictured it as a precedent for handling numerous 

future failures. That the paper was initially quite mild in its criticism of the plan thus 

suggests that it saw the precedent as a favorable one. Though the Nikkei did note the 

possibility of moral hazard arising in bank managers' easy recourse to public funds, it 

contented itself initially with describing the formulation of standards for preventing moral 

hazard and "ensuring that bank managers be made to take responsibility" as issues that 

would have to be addressed in future.   
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The local daily Tokyo Shimbun, however, took a much harsher tone. One of the 

elements of the plan was for the municipal government of Tokyo to provide "funding 

support" that would help the new institution to write off the bad loans it would inherit. As 

the Tokyo government did not have a body like the Bank of Japan to turn to, this funding 

support would require a budget allocation, an expenditure of taxes paid by Tokyo residents. 

Moreover, while the plan called for Bank of Japan money to be used to purchase capital in 

the new institution, which theoretically could be recovered once the new institution was 

functioning well enough for the Bank of Japan to sell its stake, Tokyo was asked to lend 

money at low interest to a fund that would purchase government bonds and use the profits 

to write off the unpaid loans over time. The national government would acquire an 

ostensibly valuable asset; Tokyo would simply be giving away money.  

While the Tokyo Shimbun did not deny outright the legitimacy of using public 

funds for such a purpose, it harshly questioned the fairness of the plan on the grounds that 

it imposed a burden on Tokyo taxpayers while failing to hold accountable those responsible 

for the credit unions' failures. The day after the government's announcement, the paper 

asked "why our tax money must be used" for a plan that apparently imposed so little pain 

on the credit unions themselves that an employee interviewed on her lunch hour could say: 

"I heard about the plan, but it's not as if we're going to lose our jobs. It seems that things 

are OK."  From the morning after the government's announcement, expressions of disgust 

quickly escalated into downright opposition and spread throughout the political system.  
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The resolution plan had plainly been crafted with a view to spreading costs and 

responsibility widely. Money for writing off the credit unions' bad loans and running the 

new bank to be created would be provided by the national government, the local 

government, and other private financial institutions. The show of consensus-building 

intended to insulate the plan from political resistance backfired. While the mayor of Tokyo 

publicly accepted the plan, the Tokyo municipal legislature balked at appropriating the 

funds. Legally, the national and municipal governments were jointly responsible for 

monitoring of credit unions, with primary responsibility resting with the city. The city's 

credit institution monitors should have seen problems with the failed institutions first and 

called on the Ministry of Finance for resources and guidance. It made perfect sense, 

therefore, for the municipal government to accept its share of responsibility and put up 

money for cleaning them up. However, the legislative problem which the Ministry of 

Finance had avoided in the Diet was if anything harder at the municipal level. The Diet 

ruling parties were not ruling parties in the Tokyo legislature; in the city, they lacked a 

majority of seats, were not in coalition, and were free, in any case, to condemn the plan as 

accepted only by the executive branch (the mayor). 

On January 11, the Tokyo Shimbun revealed on page 1 that an inspection by the 

municipal government had shown that Tokyo Kyowa Credit Union had made loans in 

excess of the legal limit of 800 million yen to a single company run by the credit union 

director, without board approval. The same article stated that the municipal executive had 
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decided on a 20 billion yen support package for the resolution plan. The same day, a small 

article on the credit union plan in the Nikkei said nothing about the Tokyo government. In 

fact, the Nikkei seems not to have reported on the discussion at the municipal level until an 

article on January 21, which stated that the Tokyo government had decided on its budget 

for the plan and did not even mention the fact that the plan would require municipal 

legislature approval.  

On January 12, a Tokyo Shimbun headline asked, “Why are Tokyo residents’ blood 

taxes125 to be used to cover the damage from reckless management?” The subtitle cited 

“voices of protest being raised in the city legislature and among interested parties” and 

proclaimed that “putting in a large amount of taxes cannot be accepted when responsibility 

for the problem has not been made clear.”126 The article went on to quote the Policy 

Research Chairs of the Komeito and Shinshinto Parties in the Tokyo legislature and the 

Secretary of the Japan Consumers’ Association. While all three blasted the plan, they gave 

slightly different reasons for doing so.  

                                                  
125 “Blood taxes” is a literal reading of the two-character compound which the paper used to 
express the notion that tax money is not just money but the very substance of the people’s 
livelihood, equivalent to the physical substance expended in working to accumulate it and 
donate it for the public good. 
126 The call for “responsibility to be made clear” requires a brief note on translation. This 
English translation and the Japanese original may be said to carry the same range of 
meanings; but what is primarily meant in the Japanese in most cases is not what the 
English calls to mind first, at least to this American English speaker. In most cases, the 
Japanese term means something like “culpability” and “taking responsibility” accordingly 
means resigning, committing suicide, or otherwise affirming the justice of some penalty. 
“Identifying responsibility” is thus seldom strictly an intellectual exercise.   
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The Komei representative, Ohkida Mamoru argued as follows: “Can we use tax 

money to remedy damage caused by actions taken for speculative purposes? Even if it is a 

financial institution we are talking about, you can’t give assistance without clear rules or 

standards. What will they do if similar cases arise? Managers’ responsibility must be made 

clear.” This is a call for criteria in the use of public money to defend the financial system: 

punishment or accountability for managers, different treatment for problems caused by 

speculation and problems caused by less purely speculative activity, clear rules, and not 

making a precedent of cases not satisfying these criteria. Let us recall here that the Nikkei 

liked the plan precisely because it set a precedent and promised to serve as a model for 

future cases; it showed little interest in subjecting expenditures to the sorts of criteria 

Ohkida raised.  

The Shinshinto representative, Koga Toshiaki, gave a different reason:  

 

The soundness of a market economy is maintained precisely by holding managers 

responsible. This [plan] goes against the flow of finance liberalization... Using tax 

money is a matter of balance against the damage that would result from not doing 

a rescue. The legislature must perform a function of checking the appropriateness 

of assertions by the MOF, BOJ, and so forth, who say that this is for preventing 

credit instability. If you ask whether this [proposed measure] is good or bad, I have 

to say it’s bad.  
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In one sense, this is a stricter position than Ohkida’s; not only is holding managers 

accountable necessary, so is not hindering finance liberalization. On the other hand, Koga 

says nothing about clear rules and seems to express a greater tolerance for measures that 

don’t stack up well on accountability criteria but would advance the goal of financial 

stability. If the MOF and BOJ are telling the truth about the purpose of the proposed 

measure, he suggests, the plan might be acceptable. And he casts his opposition as a result 

of weighing the likely damage of not acting against the lack of transparency and 

assurances of management punishment.  

The consumer association Secretary, Mizuhara Hiroko, offers a third argument:  

 

You can talk about deposit protection [the ostensible narrow purpose of the 

government’s plan], but the depositors are companies who, knowing the credit 

unions were in bad shape, went for the high interest offered. There is a mountain 

of places one should put the budget resources [called for], like day care centers and 

other welfare projects in bad shape… In the US, even a financial institution is 

crushed [dissolved] if it fails. By that means, depositors come to put in their money 

after making sure what kind of management the financial institution is carrying 

out. Isn’t that how you get real depositor protection? 
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This is a stronger opposition stance than that of either politician. It calls for 

making banks fail rather than using public funds, and it calls for holding bank managers 

accountable by holding other companies accountable for letting the managers use their 

funds. At the same time, it calls for attending to the needs of individuals both as depositors 

and as people who require the services of the welfare state. It also strongly casts doubt on 

the legitimacy of using public funds to intervene in the finance market, even for the 

purpose of defending system stability. In Mizuhara’s tolerance of the prospect of allowing 

banks to fail and letting their large depositors fend for themselves, one sees a possible 

linkage with the Shinshinto campaign for financial liberalization, but she does not raise 

liberalization as a goal and certainly does not suggest that it be publicly funded.  

An odd editorial gloss further complicates the mix of views expressed: 

Immediately after quoting her, the writer characterizes Mizuhara’s statement as “once 

again, hitting the nail of ‘excessive protection’ on the head.” For a consumer representative 

to complain about excessive protection as such – applicable to consumers and ordinary 

citizens -- would be strange; what she seems to complain about is excessive protection of 

companies who try to make easy money by financial speculation. This position would put 

her on the side of Komeito and against Shinshinto, though the Komeito policy criteria are 

themselves inconsistent with hers.  

Two days later, Tokyo Shimbun ran an article under the headline “Public funds 

injection without a convincing explanation.” The primary explanation it considered missing 
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was an explanation simply of why public funds needed to be used. The MOF and the BOJ 

were using the “fine phrase ‘maintaining the finance system’” to justify the plan and 

explaining that the plan did not call for a “bailout of the banks on easy terms”, the paper 

noted. It noted further that Bank of Japan Governor Matsushita stressed that “the credit 

unions are to be dissolved and managers will take responsibility.” Moreover, the paper 

acknowledged that the MOF and BOJ were demanding that Takahashi, the director of one 

of the credit unions, who had brought the other into trouble as well by getting it to lend a 

majority of its money to the same group of companies closely tied to himself, put personal 

assets toward covering the credit unions’ losses. For the Tokyo Shimbun, however, these 

statements would not explain why the national regulators, thought to have known about 

problems at the credit unions years earlier, had let things go; whether rumors of “political 

involvement, including politics-related deposits made on Takahashi’s recommendation”, 

were true; what the rules for using public money were to be; or why the measure was “truly 

necessary for system maintenance.”  

Interestingly, the article quoted an unnamed “city bank executive” as saying, “in 

principle, I am in favor of finance system maintenance, but it is probably hard for ordinary 

people to understand why public funds are being used here.” This seems to have been a way 

of leaving some wiggle room in the paper’s editorial position. It suggests that a good 

explanation, which the people of Tokyo would find satisfactory, might be offered, and that 

experts had such explanations in mind and merely needed to present them to the public. 



 115

The quotation also signals what the Nikkei had reported in 1992: that city banks wanted to 

see a bailout plan adopted (a fact that, incidentally, complicates efforts to explain the 

failure to adopt one as attributable to collusion between the banks and their regulators).   

The claim that the necessity for the use of public money had not been sufficiently 

explained was central to arguments opposing the plan. The claim was always somewhat 

odd, as the reason for using public funds was clear enough. Indeed, the reason was implied 

in Mizuhara’s complaint quoted above. Generally, the very meaning of a bank failure is that 

it has been officially recognized as unable to pay all its depositors. While deposits up to 10 

million yen could be considered insured by the deposit insurance system, and by the public 

in the last instance, a decision to pay out deposits over that amount would require 

additional funds. The argument for doing so was simply that not guaranteeing that these 

deposits would be paid out would heighten the risk of bank runs at other institutions.  

In March, after Tokyo Kyodo Bank had started operating, the Nikkei lamented the 

fact that the government had been unable to offer this explanation for fear of provoking the 

very bank runs which the guarantee of deposits was meant to prevent. Whether the 

government at the outset declined to offer the explanation for this reason, or because 

raising the issue of large depositors would have fanned the flames of criticism, is unclear. 

But nothing would have stopped a newspaper from offering the explanation if it wanted to; 

a phone call to almost any economist would have yielded a cogent statement of the 

argument.  
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Moreover, we may note that government officials did in fact make the argument 

quite publicy in mid-February, just as the Tokyo legislature was beginning its formal 

deliberations on the plan. On February 15, a top executive (riji) of the Bank of Japan 

responded as follows to a Nikkei interviewer’s question, “Why didn’t you do payoff via the 

deposit insurance system?”:  

 

A finance system is based on trust, on psychology in a sense. It thus has a special 

risk of chain reaction credit uneasiness. Financial institutions are connected in a 

net, holding liabilities and assets in relation to each other. If one financial 

institution becomes unable to make payments, it’s easy for a chain reaction to 

occur. How much this will actually happen depends on the circumstances of the 

moment. At present, we are in an extremely difficult situation, with the overhang 

from the bubble collapse in bad assets. There was a fear that if we did payoff 

[paying out deposits only to an insured limit] depositors in other financial 

institutions would have doubts and withdraw their money.127  

 

Similarly, in a February 17 interview, MOF Banking Bureuau Director Nishimura 

offered two arguments for the necessity of substantial public spending:  

 

                                                  
127 Nihon Keizai Shimbun, February 15, 1995, p. 5 
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We thought about payoff via deposit insurance [which would guarantee deposits 

only up to the insured limit or some higher specified limit], but judged that the 

shock would be too great in Japan [where the expectation of financial institution 

failure and less than full protection of deposits is not institutionalized]. I cannot 

agree with the argument that there would have been no bad effects from [such] a 

payoff. Even if the chance is ten percent, we cannot take the risk…. If handling by 

the old method [use of deposit insurance funds and contributions from local banks] 

is extremely difficult [as it was judged to be in this case because of the large scale 

of unrecoverable loans, 110 billion yen] it is necessary to get support from as many 

financial institutions as possible. We considered that having the BOJ as the 

nucleus would make it easier to gain banks’ understanding, vis a vis concerns 

about shareholder lawsuits.128  

 

This is not absolutely explicit, but a line of explanation or a follow-up question 

would have made it so. In a Nikkei interview, published on March 6, after the Tokyo 

government’s decision not to provide the requested funds, Richard Koo, one of the most 

prominent economic analysts in Japan, provided a few extra sentences that made the point 

clearer:  

 

                                                  
128 Nihon Keizai Shimbun, February 17, 1995, p. 5 
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Banking is an extremely special business.. In other industries, it’s your own 

responsibility, and if you fail, that’s the end of the story. With banks, that’s not the 

end of the story… For now, no bank runs have happened. BOJ and MOF put their 

hand in and averted a financial crisis. So people start to say, “Hah, no crisis is 

going to occur; there’s no need for publicly funded rescue.” The criticism starts 

from the assumption that no crisis will occur… But what would happen if big 

depositors became aware that they would not be protected? Big depositors would 

flee at the least sign of trouble. The BOJ can cover flight of small depositors, but 

would be powerless if big investors fled. The finance system would instantly 

collapse. You want depositors not to flee but to be stuck in, but if you say “we’re not 

going to protect you” the appeal makes no sense.129  

 

Nevertheless, all responsible officials treated the call for not guaranteeing all 

deposits as legitimate, claimed that they had seriously considered that option until the 

very last moment in formulating the credit union resolution plan, and professed a desire to 

build the necessary rules and public understanding for application of this option to future 

cases of financial institution failure.130 As it happens, with weakness deepening in the 

                                                  
129 Nihon Keizai Shimbun, March 6, 1995, p. 37 
130 See, e.g., Finance Minister Takemura quoted in Nihon Keizai Shimbun, February 15, 
1995, p. 5, Nihon Keizai Shimbun, February 19, 1995, p. 1, and Nihon Keizai Shimbun, 
February 21, 1995 (evening edition), p. 2; and MOF Banking Bureau chief Nishimura in 
Nihon Keizai Shimbun, February 17, 1995, p. 5. 
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banking sector, the government explicitly declared in 1996 that all deposits would be 

guaranteed through March 2001 and the argument for not guaranteeing them virtually 

ceased to appear.  

In the same issue, the paper ran an article criticizing the secrecy with which the 

Ministry of Finance and Bank of Japan had apparently formulated the plan. Not even the 

municipal government knew about the plan, it said, until shortly before the national 

government’s announcement. Even more strongly than in the other article of the same day, 

the paper blasted the government’s use of “fine phrases, like ‘depositor protection’ and 

‘removing market anxiety’”, declaring that “the reality is that they are using tax money to 

cut away the cost of reckless management.”  

Tokyo Shimbun continued to express skepticism and outrage after the Tokyo 

government announced the specifics of its planned budget allocation on January 20.  On 

the 21st, the local paper reported more of what inspectors had found. More than half the 

unrecoverable loans extended by the two credit unions had gone to roughly thirty 

companies connected to the real estate developer EIE, which was run by Tokyo Kyowa 

director Takahashi. Loans to these companies accounted for roughly 30 percent of all loans 

extended by the credit unions, and less than 20 percent of the money lent to these thirty 

was likely to be recovered. Almost all unrecoverable loans were extended for real estate 

purchases or development. (p. 23) The local paper also reported in January that the Tokyo 

government’s plan called for the credit union support funds to be taken largely from 
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deposits which the government held in state banks for underwriting loans to small 

companies.   

 

III.ii Ripples of the dispute disturb the center 

If the Nikkei was not picking up the voices of dissatisfaction in Tokyo, it did pick 

up murmurs of discontent from banks, reporting on December 15 that some regional and 

second-tier regional banks had criticized the government’s plan for requiring all the 

nation’s banks, including banks with no business relations with the two credit unions, to 

put money toward the establishment of a new bank and the writing off of loans extended by 

the credit unions. It reported further, on January 27, that some major banks had also 

complained, even while accepting the burdens allotted to them.  

In any case, the brewing disturbance in Tokyo quickly rippled up to the national 

level. Sensitivity in the Diet was high enough that in a January 17 cabinet meeting, 

Minister of International Trade and Industry Hashimoto and Minister of Home Affaris 

Nonaka asked the Minister of Finance for an explanation of the reasons for adopting the 

credit union plan. These two ministers had concluded, they said, that they did not receive 

sufficient explanation when they requested it in December. This the Nikkei recognized as 

news, reading it as a sign of “some friction remaining about ‘rescue policy in the new 

financial system’”.131 Having reported this much in the evening edition of the 17th, the 

                                                  
131 Once again, we note the interesting fact that for the Nikkei, this was not simply a hastily 



 121

paper added details the following morning. It added the name of Kato Koichi, Chair of the 

LDP Policy Research Council, to the list of those raising questions. It reported that the 

Finance Minister, Takemura of the Sakigake Party, was peeved by the questions, asking 

“why are you re-boiling this dish?” It also summarized the criticisms raised by the three 

LDP heavyweights as follows: Large deposits (over the 10 million yen deposit insurance 

limit) would be protected; it was unclear whether the “understanding” of Tokyo residents, 

who would be taxed, would be secured; and the “responsibility” of the credit unions’ 

managers had not been made clear. It also reported that Chief Cabinet Secretary Goto had 

brokered the dispute in the meeting by instructing the Finance Minister to “explain more 

fully on another occasion.”  

The Nikkei thought that “discovery of surprisingly many large deposits” since the 

December announcement of the plan, and the possibility of “large deposits being linked to a 

politician”, was the “background” for the new expressions of skepticism in the cabinet. (The 

truth about “large deposits linked to a politician” turned out to be that the former labour 

union of Prime Minister Murayama was one of at least 39 organizations with deposits in 
                                                                                                                                                        
developed response to a single problem case, but a model or beginning of a paradigm 
change. As we have seen, this is not what the authorities claimed the plan amounted to. In 
June, 1995, the MOF would explain that the policy for handling financial institution 
failures in a new financial system would make payoff only to the insured limit an option 
justified by much fuller disclosure of banks’ conditions, and that while this system was 
being deliberately built, slight improvements over the expedient adopted in the credit union 
case – that is, reliance on private bank support, deposit insurance funds, and emergency 
BOJ funding where necessary, combined with full deposit protection – would have to do. 
(See Umemori Tetsu, “‘Kin’yu Shisutemu no Kino Kaifuku ni tsuite’ no Gaiyo”, Kin’yu, 
Volume 580 (July 1995), pp. 24-30.)  
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Tokyo Kyowa at least ten times the insured limit.132 The Prime Minister denied any 

knowledge of the deposits, and, more remarkably, strengthened his rejection of the notion 

that the deposits might have had anything to do with the government’s plan by disavowing 

any involvement in the formulation of that plan!133 The labor union explained that it had 

withdrawn most of its deposits in the fall of 1995, when these term deposits came to 

maturity.134) The paper then added some background reporting. Such repeated criticism at 

high levels of the party was unusual, it said, and would lead the Ministry of Finance and 

the Bank of Japan to be more cautious. Indeed, it reported that sensitivity in the MOF was 

already high, with the Banking Bureau director having told executives of Tokyo Kyodo 

Bank (the bank which was created in January to take over assets of the failed credit unions 

but which would not begin operations until March, after receiving the promised capital 

from governments and private banks) to “be extremely careful, as there is a high level of 

interest” in the new bank.  

The Tokyo legislature would ultimately decide in March not to approve the 

mayor’s budget request for the 30 billion yen for supporting the resolution of the credit 

unions.135 The newly elected governor made the question moot by declaring that he would 

                                                  
132 Nihon Keizai Shimbun, February 10, 1995 (evening edition), p. 1. 
133 Nihon Keizai Shimbun, February 8, 1995 (evening edition), p. 2. 
134 Nihon Keizai Shimbun, February 8, 1995, p. 2. 
135 The legislature’s decision was not quite so clear as this makes it sound. The decision 
took the form of a resolution which the LDP legislators interpreted as putting the money in 
a special account and leaving the decision to the governor to be elected in April. The largest 
opposition parties, Komeito and Shinshinto, interpreted the resolution as a firm decision 
not to spend the money.  
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not allow the Tokyo government to spend “one hundredth of a yen”. The new governor, a 

“writer, actor, multitalented man”136 with no experience in government, soundly defeated 

the candidate endorsed by the ruling Diet coalition. However, before Tokyo had made its 

decision or even begun formally debating the budget allocation, the House of 

Representatives Budget Committee hearings opened its own hearings on the government’s 

plan. At the end of January, the scene of debate and focus of news coverage thus shifted to 

the Diet.    

                                                  
136 Nihon Keizai Shimbun, April 10, 1995 (evening edition), p. 2.  
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Chapter 4: The Credit Union Controversy (Part 2) 

 

I. Introduction 

As we have seen, controversy over the credit union plan arose first at the 

municipal Tokyo level. This was natural, as it was the people of Tokyo who would be taxed 

and as party discipline would not get the budget approved in the municipal legislature. As 

the depth of resentment in Tokyo became apparent, however, the early murmurs of 

discontent in the cabinet were followed up by broader controversy in the Diet.  

As noted in Chapter 3, the Nikkei was slow to report on objections to the plan that 

would imperil budget approval by the Tokyo municipal legislature. It picked up bankers’ 

and national legislators’ objections, however. From late January, 1995, it was thus in the 

thick of debate, serving as an excellent record of positions and as a major participant in the 

debate.  

As the debate proceeded simultaneously through March in the Diet, the Tokyo 

legislature, and the Nikkei, the themes we have seen thus far continued to gain sharpness, 

to be linked to each other provisionally in rhetorical positions, and to run up against each 

other. We see the Ministry of Finance stick to its position that the plan, with its 

acknowledged imperfections, is necessary in defense of finance system stability. We see the 

private banks continuing to support the position in words and with money, while reserving 



 125

the right to complain about the plan’s imperfections and the imposition of costs on them by 

the Ministry. The Nikkei remains committed to the plan and indeed steps up its advocacy 

as it pushes for a wider spending plan while growing increasingly impatient with 

politicians’ attempts to play its deficiencies to their advantage. At the same time, it 

acknowledges calls for stronger pursuit of accountability as a condition for approving public 

funds use, and attempts to leverage these rhetorically in favor of a broader 

market-restructuring agenda. And we see mainly opposition party politicians objecting 

with increasing force on divergent grounds that come to an uneasy alliance around the idea 

that finance institution failures untouched by state spending are necessary for the pursuit 

of accountability. 

The actors seemingly most discomfited in the rising controversy were the writers 

of the Nikkei. This chapter devotes a great deal of attention to editorial positions staked 

out over time by the Nikkei as a window onto the tensions in objectives that made 

formation of consensus on bad loans policy difficult. The Nikkei was clear that the plan 

simply must be implemented, in the interest of moving toward larger-scale public funds 

use; this put it on the side of the government. Nikkei writers, however, expressed a hope 

that the objectives of future bailouts would be changed; this put it on the side of the plan’s 

opponents in the legislature. Big business thus found itself supporting the government 

against the public and much of the public against the government.   
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II: Positions taken by national government actors as more details of malfeasance at the 

credit unions come to light 

On January 31, BOJ Governor Matsushita acknowledged under questioning from 

Kusakawa of Shinshinto that over 90 percent of all deposits in the two credit unions were 

held by depositors with deposits over the insured limit, but said that individuals and small 

businesses were among the large depositors. Matsushita also promised that the “direction 

for the future [was] to have large depositors take responsibility for themselves”. He cited 

the decision of all private banks, including those with no connection to the credit unions, to 

provide the requested support as proof of the importance of adoption of the plan for 

“maintaining the base of our country’s credit order.” Kusakawa professed himself 

dissatisfied and stated that he would demand documents from the MOF showing details of 

the credit unions’ borrowers and depositors. On January 3, the Nikkei reported that private 

banks had decided to provide 30 billion yen to the new bank in the form of a gift, explaining 

that giving in this form offers a tax advantage over loans as such contributions can be 

immediately recorded as losses. The article added, however, that “some in the banks” had 

expressed concern over the possibility of shareholder lawsuits resulting from this use of 

bank funds.  

On February 3, Nonaka and Hashimoto expressed their doubts on the credit union 

plan in full session of the Budget Committee. Nonaka called the government’s handling of 

the credit unions “abnormal” and added that “as an individual citizen I am made to feel a 
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certain lack of confidence by the fact that the son of former BOJ Governor Mieno is 

employed by the Long Term Credit Bank of Japan” (Chogin), the major bank which had 

triggered the crisis by withdrawing support after itself having lent large sums to EIE. 

Hashimoto was less confrontational. Asked about his publicly reported comments of 

January, he said simply that he had “expressed my doubts about whether other prefectural 

and municipal governments would be able to extend low-interest loans as the Tokyo 

government is to do.” In other words, Hashimoto was now not opposing the plan as such, 

but merely questioning the feasibility of using it as a model for other cases. In the same 

session, LDP back-bencher Sakurai called for the credit unions’ settlement books and the 

reports by the Tokyo inspectors to be submitted to the Diet.  

On February 7, the call for documents got a boost from Kuwasawa’s raising the 

question whether the 2.9 billion yen in total deposits to the two credit unions by 

Murayama’s former local-government labor union had not led the government to “take 

extraordinary measures” for them. The Committee decided to invoke the Diet’s 

constitutional power to demand the documents from the MOF and the Tokyo government. 

Interestingly, however, the Nikkei apparently found this fact less significant than the 

(regrettable) heating up of the parties’ mutual accusations of corruption. The February 8 

headline on the Budget Committee hearings read “Ruling and opposition parties sending 

up fireworks over ‘Tokyo Kyodo Bank’ – Shinshinto attacking fiercely, signs of war of 

accusations.” The demand for documents was buried deep in the article. The article led by 
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noting “LDP moves to reveal the full truth around suspicions that Shinshinto politicians 

are involved”, casting Kuwasawa’s questioning as tit for tat. Toward the end of the article, 

it reported a comment made by Nonaka in the Committee on the third which the paper had 

not seen fit to report on the fourth: that “a Hosokawa cabinet member was living during his 

time in the Cabinet in an apartment owned by Takahashi.” As we will see more clearly in a 

moment, for the Nikkei, the Diet was engaged less in legitimate oversight and deliberation 

on policy than in an unproductive blame game. (For the record, while I have not seen 

confirmed Nonaka’s claim about an apartment, it was reported shortly after Nonaka’s 

claim that companies connected by blood and personal friendship to the Labor Minister 

under the non-LDP Hosokawa government had borrowed about 4 billion yen from the two 

credit unions, or about 2 percent of the credit unions’ total loans. This former Labor 

Minister, Yamaguchi Tsutomu, was now a high official (Undersecretary, Kanjichoudairi) of 

the largest opposition party, Shinshinto. While the party claimed that Yamaguchi was 

never involved with any of the companies as an executive or shareholder and never asked 

Takahashi to arrange loans to his friends or acquaintances, Yamaguchi promptly resigned 

his party post.)137 

The Chief Cabinet Secretary and the Ministry of Finance both expressed 

reluctance to release the information demanded by the Budget Committee, citing privacy 

concerns and possible immediate business impact on those named and on other innocent 

                                                  
137 Nihon Keizai Shimbun, February 14, 1995 (evening edition), p. 1. 
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parties.138 The Nikkei, however, in an unexplained feat of investigative reporting, obtained 

a list of 559 depositors with deposits over the insured limit, and reported a little of its 

content, including the fact that non-banks affiliated with the Long Term Credit Bank of 

Japan (Chogin) held 8.7 billion of the 50.2 billion yen in large deposits discovered. Asked to 

comment about these deposits, Chogin stated that it had “intended to remove the deposits 

in cutting support” for the EIE family of companies but kept them in compliance with “the 

request of the authorities".139   

Perhaps spurred by this Nikkei scoop, and surely pressured by the ruling and 

opposition party agreement on the disclosure, the MOF and Tokyo submitted a list of large 

depositors, with real names excised, to the Budget Committee on February 15, with the 

Budget Committee having stated that it would make the documents public. They also 

released the twice-yearly statements of accounts for the credit unions from the past two 

years and summaries of the results of inspections conducted by the Tokyo finance auditors. 

The disclosure of real names remained a sticking point, but what was released added to the 

evidence of illegality and failure of regulatory oversight. The Nikkei wrote:  

 

the documents bring into relief illegal large loans and opaque transaction 

settlement continued [over a significant period of time]… and inadequacies of 

                                                  
138 Nihon Keizai Shimbun, February 8, 1995 (evening edition), p. 2; Nihon Keizai Shimbun, 
February 10, 1995, p. 3.  
139 Nihon Keizai Shimbun, February 10, 1995 (evening edition), p. 1. 
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supervision… In analyzing the documents, one can see that loans increased to 

Takahashi-related companies after Chogin cut off support in July, 1993. After the 

Chogin cut-off, Takahashi used the credit unions as ‘fund-raising institutions’… 

There is also a strong flavor of fraudulent reporting, as they used future loan 

payments to keep themselves in the black on paper…. The weakness of 

supervision can be seen in the documents. Based on their 1993 inspections, the 

city authorities ordered improvement in operations, rectification of their tilt in 

lending to particular firms, elimination of violations of the law, restraint in 

lending, and other things, but there is no sign they tried to improve.  

 

The paper quoted an unnamed city bank executive stating that the documents 

“clearly show the limits of the system of inspections by prefecture authorities” and calling 

for “the Diet to extend the scope of its deliberations to cover the frameworks necessary for 

maintaining the finance system.” This position was highly disingenuous, as it was revealed 

in 1998 that throughout the bubble period, the major banks had themselves ignored 

absolutely clear warnings and recommendations from MOF and BOJ inspectors calling on 

these banks to avoid, undo, or guard against the risks they had taken on by concentrated 

lending to highly speculative firms and sectors. The suggestion that a jurisdictional change 

would improve oversight is undercut by the fact that the Ministry of Finance showed the 

same inability or unwillingness to make banks behave responsibly as its weaker 
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counterparts at the municipal Tokyo level. And as Nonaka, Minister for Local Government, 

argued publicly (as in Budget Committee hearings on February 17), the MOF had the 

authority and responsibility to discipline, in the final instance, financial institutions under 

the regulatory jurisdiction of local governments. 

On February 18, the Nikkei reported that the government’s Accounting and 

Auditing Office, had asked the BOJ for documents and started an investigation of the 

circumstances of the establishment of the Tokyo Kyodo Bank. The little-known government 

body, the paper reported, regularly inspects the BOJ twice a year and inspects BOJ 

documents every month. But the new inspection, which the Accounting Auditing Office 

would not confirm or deny was underway, was to probe in detail the establishment of the 

new bank to determine whether it was justifiable under existing rules and as economical 

and efficient economic behavior. Should it find the capital injection inappropriate, the 

paper reported, it would be impossible to use this public funds use method in future. It 

apparently did not. It may be that no one expected it to do so, and it is possible that the 

inspection was a preemptive measure to forestall attacks on the credit union resolution 

plan, including the dreaded bank shareholder lawsuits.  

The announcement may also have been meant to pressure the Tokyo government 

into putting up the money. With the national government having already established the 

new bank and firmly committed to following through with the state and private capital 

contributions, the Tokyo legislature was quite free to withhold funds in what the central 
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government regarded as irresponsible grandstanding. As the government waited for the 

Tokyo legislature to provide the funds, BOJ loans, separate from the BOJ capital injection, 

were being used to keep the credit unions, insolvent and having lost a fourth of their 

deposits since the December announcement, operating. The intention in raising the issue of 

the appropriateness of BOJ actions may have been to tell Tokyo that failure to provide the 

funds would in fact imperil the plan to create Tokyo Kyodo and thus make Tokyo 

responsible for any shock to the finance system.  

Pressure of this sort was, in fact, applied by or through the banks, who were 

quoted several times over the next few weeks as stating that the rationale for their capital 

contributions would fall apart if the Tokyo government did not put up the funds. The 

Nikkei noted that the contracts under which the banks had agreed to put in capital had a 

clause allowing the banks to back out should any serious hindrances to realization of the 

plan arise. The Nikkei reported, further, that it was thought that the Tokyo failure would 

amount to such a hindrance.140 While the federations of national and regional banks 

denied any plans to reconsider funding commitments141, individual bankers raised the 

issue. Meanwhile, a Nikkei article reported that a memo from the regional banks’ peak 

association, marked “urgent” and circulated to all regional banks with instructions to 

                                                  
140 Nihon Keizai Shimbun, February 22, 1995, p. 3. 
141 See, for example, the Chairman of the Bankers’ Federation statement of February 15 
denying any change in plans for support of the new bank: “It’s a management judgement by 
each bank to respect the authorities’ judgment that this is necessary for stability of the 
finance system.” (Nihon Keizai Shimbun, Febrary 16, 1995, p. 3.) 
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“ensure that the bank President read it first thing in the morning”, urged the banks to put 

up their allotted capital shares without fail and told the banks what to say in response to 

any skeptical questions. The Nikkei read this as suggesting de-facto coercion by the peak 

association against member banks poised to revolt.142 In any case, the fact that the 

question was taken up in this formal way is an indication of how sensitive the entire public 

funds question was. 

On February 19, a Nikkei headline read “Credit union ‘rescue’ in trouble”. The 

quotation marks around “rescue” reflect the fact that politicians and some news 

organizations continued to use the word. State authorities continually (and correctly) 

insisted that the credit union resolution plan was not a “rescue”, as the credit unions would 

cease to exist, their managers would be punished (the management of the new bank had 

made clear that intended to pursue the directors in civil and criminal court143), and their 

shareholders had lost their investments. The long news analysis article opens: “The crisis 

is expanding, with criticis of ‘dirty institutions saved by tax blood’ sinking the MOF/BOJ 

campaign for ‘credit order maintenance’.” After listing various reasons why the plan had 

encountered such difficultly in spite of there being at least two recent precedents of 

prefectural governments contributing money to resolutions of failed credit unions, the 

article frames the problem as one of “efficiency or order”. “Where argument diverges’, the 
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author writes, “is on the question of whether the credit unions should not simply have been 

made to go bankrupt. Some say that this would not lead to runs at other financial 

institutions and is in fact necessary for raising efficiency… The ultimate question where 

the merits of this rescue plan are considered is the choice between taking risk right down to 

the wire in pursuit of greater efficiency, and emphasizing credit order maintenance, 

avoiding the danger of confusion.” Returning briefly to specifics of the gravity of the 

situation (continuing outflow of deposits indicating an incomplete trust in the BOJ’s 

capacity to provide sufficient liquidity) and the prospect of the Tokyo legislature actually 

refusing funds, the article introduces another frame for summarizing the state of affairs: 

“The finance scene is dominated by hopes for responsibility-taking by management and 

depositors. The reaction is thus an excited ‘public opinion’ looking at rescue as taboo. 

Caught in the gap as we are, the seeds of danger that will eat through the substance of the 

finance system are sure to spread to agricultural cooperative financial institutions and the 

jusen. But the authorities and financial institutions are both paralyzed with fear. The price 

of the long-continued warm bath of the MOF/BOJ convoy system has caught up with us.”  

The position this article stakes out seems at first either subtle or confused. On the 

one hand, it suggests that “public opinion”, or what is being made to pass for it, is 

unreasonable, mistakenly sure that the plan is a shady deal being “done in somebody’s 

interest” and ignoring the simple amounts of money involved and the precedents backing 

up the necessity of some kind of plan like the one on offer being carried out. On the other 
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hand, the people are right to be angry with the authorities, for having let Takahashi engage 

in his reckless “privatization” of the credit unions for so long, and at Chogin for having also 

taken a hands off approach and then precipitated the crisis. The public might also justly 

criticize the authorities for failing to “provide information appropriately” to the private 

banks whose support they are asking. But all of that is secondary to the basic (and 

apparently legitimate) disagreement, between advocates of “efficiency” and advocates of 

“order.” And one way or another the cause of the whole mess is having stuck with the 

“convoy system” for too long.  

But perhaps the position can be described more simply. The unnamed author of 

the piece considers it unfortunate that demagoguery has intruded the question of whom to 

blame into the consideration of what should be done, but welcomes the dispute insofar as it 

can be harnessed to or contained in a clear-headed consideration of how much disorder 

should be risked to improve efficiency, and contributes to the debate by arguing that the 

convoy system, the epitome of a low-risk, high-order preference, is no longer an option and 

has, in breaking down, created the need for such a revaluation of risk. Further, recognizing 

as soon as possible the need for going beyond the convoy system is itself necessary because 

beyond the two credit unions lies the problem of the jusen, which will require substantial 

public funds and a consolidation of the agricultural coops who lent the jusen more than did 

any other financial sector. So it is that the author can be simultaneously upset with the 

delay in the credit union resolution and welcoming of the playing with bankruptcy which 
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contributed to that delay. Nowhere does the author entertain the notion that the debate 

needed might be how to make regulators discourage bankers in a timely manger from doing 

illegal and grossly reckless things that threaten the finance system. Nowhere does he 

consider the possibility that what has caused a breakdown of the convoy system is simply 

lax regulation, itself not a logically necessary part of the convoy system, that has caused 

the losses to be covered to balloon to a size not easily handled by a passing of the hat 

around the financial institutions.  

To return to chronology: On the 20th, the Nikkei revealed more ugly details from 

Tokyo credit union inspections, reporting that 27 of 55 Tokyo credit unions inspected in 

1993 had extended loans larger than allowed by law and 35 had taken deposits above the 

legal limit from non-members, with loans above the legal limit amounting to about 8 

percent of all the loans of credit unions in violation. The article further reported that the 

Tokyo government immediately called on the credit unions in violation to rectify the 

situation but admitted that little improvement was made. An article the next day put this 

in perspective: Tokyo Kyowa and Anzen credit unions were in a class by themselves, with 

over 75% of loans above the legal limit and 75% of all loans to 4% of all borrowers just 

before their failure, and had together ignored seven administrative orders to clean up in six 

years.  

A February cabinet meeting led to more public opposition from Nonaka, who said 

in a press conference afterwards that it was “the responsibility of the Diet” to “make clear 
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whether the credit union plan had the value necessary for a rescue using public funds.” 

Takemura also spoke to the press after the cabinet meeting, insisting that the Tokyo 

legislature would not refuse to provide support for the new bank as “the stance of the Tokyo 

government [i.e., the mayor’s stance] was the basis for the discussion.”144 

The next day, the Nikkei reported that the Socialist Party had decided to form a 

team “for pursuing the truth in connection with credit union failures and lists of big lenders 

and depositors”. (As we have seen, the Diet had the list, but without real names listed.) The 

paper reported, further, that the LDP had also decided to discuss “what the rescue formula 

for ailing financial institutions should be.” A separate article the same day reported on 

debate in the Tokyo legislature. To readers of the Tokyo Shimbun it had been clear since 

January that the Tokyo legislature was unlikely to provide the requested funds. The fact 

was apparently now becoming clearer to the Nikkei. Chief Manager Okubo of the Tokyo 

Government Labor and Economy Bureau argued that “if the city goes outside the 

framework [of the plan] great difficulties will arise”, but this argument carried little weight 

with the legislature. The LDP pursued the question of why the city had not shut down the 

credit unions earlier; the Komeito and Shinshinto had decided “to take a basically opposed 

stance”; and the smaller parties – Socialist, Social Democrat, and Core Tokyo – who had 

shown more understanding than Komeito and Shinshinto, were likely to “intensify 

jockeying for position.” In light of this opposition, the national government claimed to be 
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considering a “payoff” option (protecting deposits only up to the insured limit) even at this 

late date. The Nikkei helpfully added, however, that this would be unfair as depositors who 

had pulled out after the December announcement of the plan would have received their full 

deposits while those who had helpfully held on to their deposits would be penalized. On the 

same day, the paper also continued following the hearings of the Tokyo legislature Budget 

Committee, in which the executive admitted that 25 billion yen in indirect loans to EIE 

companies, funneled through golf-course ventures, had been discovered, and that there 

were other “weak” credit unions in Tokyo, which it hoped to consolidate through mergers. 

The LDP again sought admission of mistakes without suggesting opposition to the plan. 

The Socialist Party limited itself to probing weakness and violations of law at other credit 

unions, which did not amount to declaring opposition but suggested possible opposition on 

the basis of concern that if the Tokyo government went ahead with this plan it might put 

out more money for other unworthy institutions. Shinshinto was blunter: Nakayama asked 

Okubo “whether you will do support [for the credit union plan] even if the former directors’ 

liability is confirmed”. This was not a call for accountability as a condition for public 

support; the Shinshinto position was rather that managerial recklessness should rule out 

the use of public funds. This hints at the hard-line position which the national party would 

adopt in the Jusen debates a year and half later: straightforward bankruptcy over 

managed forms of dissolution. Okubo answered that the budget proposal for depositor 

protection and credit order maintenance was a separate matter from criminal liability.  
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The Nikkei on February 27 carried a long interview with Ohkida. His position had 

hardened and changed slightly since January: 

“I simply cannot understand why we have to spend [30 billion yen] to rescue 

credit unions that were engaged in fraudulent management. And I cannot explain 

it to the people of Tokyo… Final responsibility lies with the MOF. Tokyo also bears 

responsibility, but the city’s finances are in very tough shape. Companies consult 

with us who are being driven into bankruptcy by being unable to borrow a million 

or two million yen to tide them through the March settlement. We get a lot of 

criticism for turning around and supporting the two credit unions… Under this 

plan, to provide 30 billion yen, we will put up 18.1 billion in funds for small 

business support. With that 18.1 billion, we could lend 100 billion. Also, there are 

many disaster-readiness measures we have to take… Personally, I am against the 

Tokyo supplementary budget… [and] the party will certainly decide on opposition 

at our March 1 plenary.”  

 

Here we see Ohkida adopting a version of Mizuhara’s local people’s needs 

argument, and hardening his line with the knowledge that the party would back him up. A 

paragraph later, he would adopt some of the original Shinshinto position:  

 

The finance structure that lasted 50 years is approaching a great change, and the 
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two credit unions may become a chance [to advance] that change… The MOF 

keeps saying ‘this is a special case.’ Now the Finance Minister says ‘this case is 

special, but in general it’s OK if financial institutions fail.’ Why is it special, and 

how special is it? No matter how much they explain, there is no coherence in the 

administrative direction, so we can’t understand. They go ahead and liberalize 

finance, and then reject liberalization with this measure… What is this 

attempting to make Tokyo spend the money with threatening talk [about finance 

system collapse]?... Restructuring of the finance market must be further advanced. 

There are also legal things that should be improved. The authorities ignored all of 

that, and now the day that was sure to arrive has just arrived a bit early.  

 

Ohkida’s original emphasis on clear rules as such has almost completely disappeared.  

The national government had not given up, however. On the 24th, Takemura said 

he was “not thinking at all” about the possibility of Tokyo refusing to provide the funds. 

Matsushita engaged in even more forced optimism, saying that he “firmly believes the plan 

will be realized”, reiterating the completely ineffectual argument that “Tokyo support is the 

key to the whole thing” because primary supervision responsibility rests with the city. An 

unnamed MOF official is quoted as saying “Tokyo support is the precondition that made the 

new bank scheme possible”; the article also claims that the Ministry and the Bank of Japan 

“think that if the city refuses it will be hard to get private support.” In the next sentence, 
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the paper shows this “belief” of the authorities to be purely formal:  

 

They see the situation in the Tokyo legislature as delicate, with Komeito making 

its opposition clear. Beneath the surface, they are preparing responses… BOJ 

tide-over funding is the strong candidate to replace the funds that were to come 

from Tokyo… They think that if BOJ provides loans the private banks will go 

along. If they continue with this approach in spite of rejection by a legislature, 

local though it may be, they’ll invite strong criticism. The finance authorities are 

in a tough position.  

 

III: Four Nikkei pieces: Rhetorical mobilization to get the plan approved and to shape 

future uses of public funds 

Over the next five days, the Nikkei ran four editorials on the plan, each taking a 

different tack. The editorial of February 28 confined itself almost entirely to the sort of 

litany of blameworthiness which the paper generally deplored. Nonaka might have written 

the headline: “Do thorough pursuit of the true conditions of the out of control credit unions 

and of responsibility.” Who was to blame? First, “Takahashi et al”: “Their threatening the 

credit order in this way cannot be tolerated by society. To prevent recurrence, civil and 

criminal responsibility must be strictly pursued.” (Takahashi was eventually sentenced to 

six years in prison.) “We must also take careful note of the fact that this happened at credit 
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unions, which are set up to work in the spirit of mutual assistance with small businesses.” 

Next, the Tokyo executive, which “cannot deny that a lack of seriousness in its judgment of 

how the out of control management at these institutions would affect the Japanese finance 

system as a whole.” Politicians and national bureaucrats also deserved criticism: “It must 

be questioned whether MOF and BOJ responses were adequate, as they have responsibility 

for smooth running of the system as a whole. The relationship between Takahashi and 

MOF officials is seen to be a problem.” (It had been revealed that Takahashi had 

inexplicably paid airfare for a trip to Hawaii by a non-career officer in the Budget Bureau, 

and Takemura, having always stoutly denied that political pressure by the credit unions 

had influenced the formation of the dissolution plan, was forced to begin an official 

investigation. It turned out that Takahashi and the bureaucrat had also cooperated on a 

diet drink venture.) Meanwhile, “the intimate relations between politicians and interested 

parties that comes to the surface every time these incidents occur is a problem we cannot 

overlook. The suspected politicians should lay the whole truth before the public. The police 

authorities should also pursue this collusion that peeps out from the background to this 

case.” (It may be worth noting here the quite sensible argument made by BOJ Executive 

Director Oshima in the February 15 interview cited above: “There can’t possibly have been 

any political pressure… The treatment the managers are getting is precisely the harshest 

treatment. The director resigns, money to the EIE group stops, collection on debt starts. 

Takahashi is also putting up his private assets, and criminal investigation gets undertaken 
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in a concentrated way with the resignation of Takahashi and the other directors. Who 

would ask a politician to secure this outcome for him?… In fact, there was no pressure.”) 

The article almost reads as proof of the cliché , Japan as a musekinin (no-responsibility) 

society; at least in some interpretations of this oft-lamented Japanese social malady, none 

are to blame precisely because all are to blame. The only note struck in this editorial that 

was not struck repeatedly by the Tokyo Shimbun or politicians seeking to express the 

public’s anger, was snuck in and logically subordinated to the message of blame: “In the 

background of this problem was the fact that the clothes no longer fit the body.” It is not 

entirely clear what this means. Its immediate purpose, judging simply by its placement in 

the piece, is to introduce the Tokyo government’s claim that it “had no effective means” to 

make the credit unions fly right, a claim which the following sentence rejects. It may be an 

amplification of the point immediately preceding it, that the credit unions had departed 

from their original social purpose of supporting small business, and may suggest that the 

great bubble surplus of funds to lend had swollen many credit unions to such a size that the 

“clothes” of their small-scale operations no longer fit. Or it may be meant to make the 

larger point that the whole postwar regulatory system no longer “fit” the “body” of actual 

market operations.145  

In any case, having nodded to all appeals for simple accountability as criteria for 

adopting the resolution plan, the editors in their March 1 editorial returned to their stance 

                                                  
145 The editorial is found at Nihon Keizai Shimbun, February 28, 1995, p. 2. 
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of supporting the plan. Portentously entitled “The Seriousness of Tokyo’s Choice on Finance 

Rescue”, it urges Tokyo to “separate strictly in its deliberations the issue of holding people 

responsible and the issue of after the fact treatment for protecting the stability of the 

finance/credit system.” “Exposing the full truth is necessary for holding people 

accountable”, the writer allows, and “ample argumentation on just that, putting the system 

maintenance aspect to the side, is a precondition.” The article proceeds to suggest, however, 

that the need for the truth should not stand in the way of coming up with the money: 

But isn’t the Tokyo legislature headed in a direction of making that a political 

tool? The Diet discussion is becoming the same sort of thing, as people look toward 

the upcoming elections. ... [W]hat is crucial now that the legislature is faced with 

this decision of whether to provide the 30 billion yen in low interest loans is to 

discuss calmly, strictly separating accountability and system maintenance… 

There are arguments that the punishments for improper loans should be harsher, 

that the deposit insurance system should be strengthened…, and so forth, but the 

question this time around is simply what is the best thing to do under the current 

system… The Tokyo legislature’s decision will affect future acts of other local 

governments. For this reason, too, things must not get carried away in the flow of 

political conflict.  

 

As was the February 28 editorial, this one is all of a piece, except for a single 
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change of topic: “Even if we say that the worst period of dealing with the legacy of the 

bubble collapse is over, attaining soundness will still take time. As it will take time, 

attending to finance system stability is all the more important.”  

This stray remark is interesting for two reasons. First, it reveals that 

authoritative opinion believed the corner on bad loans to have been turned. Strange as that 

may seem given later events, the belief was consistent with, for example, bank analyst 

David Atkinsons’s assessment. Atkinson thought that the bulk of the losses that would 

have to be borne by the banking system had come into view in late 1994, and that, with the 

exception of some weak banks, the banks would be able to write those losses off by 1998 or 

2000, even under the woefully inefficient Japanese legal and policy environment.146 While 

it is impossible to measure precisely, the effect of this general understanding of the 

situation may have powerfully shaped the debate; actors may have felt free to play for their 

own preferences in part because the cost of not cooperating seemed fairly small, no worse 

than the continued sluggishness of attritive working off of bad loans.  

The remark reflects more than complacency, however. As we have seen, the Nikkei 

used the need to address the jusen as a reason for moving quickly on the credit unions. The 

reference to a long time ahead reflects the working out of a long-term plan. An unusually 

long article of February 12, “Scenarios: Settling the Jusen Problem the Key”, had laid this 

                                                  
146 David Atkinson, Ginko: Furyo Saiken kara no Dakkyaku, Nihon Keizai Shimbunsha, 
1994, p. 5. 
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out. As the writer of this article saw it, the first of three stages of a final solution was 

nearing completion with banks starting to compete with each other to write off bad loans 

quickly and with the “building of the necessary system environment”, including the Credit 

Cooperative Purchasing Corporation.147 The article quotes an MOF official comparing the 

Sumitomo Bank decision to take losses in March 1995 that would put it officially in the red 

to a breach of “the second circle” of a castle’s defenses. In other words, more aggressive 

loss-taking by the banks would complete a second stage, comparable to the aggressive 

restructuring of US banks in the late 80s and early 90s. But taking the castle would require 

cleaning up the jusen; in fact, without a plan for rapidly eliminating losses on loans to the 

jusen, the general bank effort to write off bad loans quickly would stop in its tracks. This 

would require money and a political battle to realize “the common sense of the finance 

community” that agricultural financial institutions must be consolidated. As we will 

explain later, what this somewhat euphemistic expression meant was that agricultural 

coops with large volumes of loans out to the jusen would have to be forced into bankruptcy 

or mergers undertaken to avert bankruptcy.   

In light of these perceived requirements, the rationale of the Nikkei’s earlier 

position statements comes more clearly into focus. Acclimating the political system to 

                                                  
147 This was a body established in January 1993. Funded by the banks themselves, this 
body purchased loans from banks at a discount. All losses on the loans purchased were to 
be borne by the selling banks, with “primary losses” (the difference between the loans’ face 
value and the CPCC purchase price) taken immediately and “secondary losses” (the 
difference between the purchase price and the money eventually collected by the CPCC 
borne after the CPCC had sold the loan or its collateral assets.   
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financial institution failures was valuable, but must not be pushed so hard as to turn the 

relatively minor problem of the credit unions into a source of delay on the bigger project of 

public funding to eliminate bad loans to the jusen.  

The third editorial is not labeled as such, but its hortatory structure makes it more 

than the news analysis it purports to be. This March 3 article makes the point above more 

explicitly. Its title is itself striking: “This Won’t End with Just Two Credit Unions – Be bold 

in reconstructing the finance system – Hesitation will make the wound grow.” While an 

MOF official complained that “it is bitter meat that this most excellent framework [for 

resolving the credit unions] had to be applied to these most awful financial institutions”, 

the deeper problem, this article held, was “the structure of mutual undercutting” in the 

policy debate:  

Private financial institutions, while seeking public funds for jusen, did not hide 

their displeasure over the capitalization and revenue contributions for Tokyo 

Kyodo Bank. There were also attempts among the politicians to undercut each 

other, starting with attacks in the coalition on Takemura. The ruling parties did 

not come together in crisis awareness, understanding that if the plan crumbles the 

whole Murayama government will be in trouble, until just before the Tokyo 

legislature decision. The lack of a power holder in the Diet was an unexpected 

brake on plans of the finance authorities.” Another anonymous Ministry of 

Finance official is quoted: “We were unable to get out of the 1955 system.  
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Pempel, of course, would say that the state was outside the 1955 system and 

proved unable to respond effectively for that reason. But if the article situates the official’s 

quote in a context that is not misleading, the suggestion is that the distinguishing 

characteristic of that system was just this lack of a “power holder in the Diet” who could 

take decisions on questions not answerable by bureaucratic routine or discretion. This 

raises a point which we will face squarely in discussing the jusen. Before we leave the 

credit unions, however, we must cover just a few more rhetorical moves.  

The fourth editorial, from March 3, adds nothing to the debate. It merely steps 

back into the position that the credit union plan simply must be respected and 

expeditiously carried forward, regardless of the plan’s many flaws. But a rare signed article, 

a news analysis by Fujii Hiromu, member of the paper’s editorial board, sets out to make 

sure that nobody will misunderstand what is at stake: “Tokyo Kyodo Bank Issue in 

Confusion – Limits of “the 1940 system” – The all-in-a-row system that impedes 

liberalization – Disclosure will give birth to a new order.” The convoy system is to blame for 

the political difficulty encountered by the plan, and the point is not that liberalization of 

finance is causing stress but that the convoy-system-like aspects of the credit union plan 

are impeding liberalization. So much of the author’s argument is evident in the title. But 

the argument attains gravitas with the citation of Noguchi and Okazaki’s notion of the 

“1940 system.” The phrase is one to conjure with. The substantive thesis it represents is 
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simply a matter of historical documentation: the distinctive institutional devices, biases, 

and routines of the postwar finance system were formed in and for the wartime 

mobilization of resources under the state. So far, so good. This was, after all, Johnson’s 

thesis before it was Noguchi’s. But the phrase and the thesis derive their rhetorical power 

from the tangy suggestion of menace: lifetime employment and the “bank-based indirect 

finance system” are means by which sinister forces control the Japanese economy, 

Japanese life. Hence the claim that the Japanese economy has not yet had a “postwar” 

period: the bureaucrats continue to have “complete control of the reins [operating as they 

do] within the old formula based on everyone lined up and responsibility of the whole 

(zentai sekinin).” This “responsibility of the whole”, note, is an invocation of the deep 

cultural and institutional sickness known by educated opinion to have brought the country 

into the moral and physical disaster of the war. It is the other side of the coin of 

“no-responsibility” (musekinin) – where all are responsible, none are responsible.  

What of the third subtitle of the piece, on disclosure? The article calls for fuller 

disclosure by cooperative financial institutions of their bad loans and their books more 

generally. The article quotes an MOF official (with Fujii’s gloss in parentheses) warning of 

the dangers of forcing more disclosure in the current environment: “If you make someone 

with a cold (bad loans) shower in cold water (disclosure), he’ll get pneumonia (go 

bankrupt).” Though this problem “cannot be denied”, Fujii argues, it is also true that 

“informing depositors of the social cost of credit order maintenance will cause them to be 
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aware of their own responsibility.” He goes further: “Ensuring disclosure, you make rules 

for the framework of finance system maintenance (safety net rules) suited to financial 

liberalization… They are rules for removing from the system financial institutions that 

don’t fit in terms of social cost.” And you thought that the finance market was to be less 

engineered than under the developmental state! (Granted, the rules are to be enforced by 

bureaucrats without discretion, themselves ruled by rules requiring financial institution 

transparency, “like the [US] SEC”. The regulatory power must be taken from the MOF. But 

is this the SEC’s function – “removing institutions that do not fit in terms of social cost”?)   

In passing, we should note that the importance of disclosure of bad loans as a way 

to ensure market discipline is easily overstated. Ordinary individual depositors are not 

likely to know what a bank discloses, or to be able to understand a bank’s risk of failure 

even if it discloses copious information on its bad loans. This is generally recognized as 

justification for deposit insurance, and indeed of the watchdog state. People allocating 

millions of dollars for companies and other organizations may perhaps reasonably be 

expected to know, but if all they know is a bad-loans number, without information 

providing more context, they will not meet their fiduciary responsibilities very well, and 

the other information may make bad loan figures fairly insignificant. In a recent time of 

less thorough bad loan disclosure than is required today, a good number of highly readable 

and informative works were published that give advice on how to distinguish healthy from 

sound banks based on a host of other data. Much higher interest rates than everybody else, 
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especially where the gap grew over a short period of time, volatility in deposit amounts, 

deposit ratios, unrealized asset gains, and Moody’s ratings (for the Japanese banks 

operating in the US) are among the easily grasped factors which can help spot a bank in 

trouble. Tsuji Hideo explains their significance and graphs them for all the country’s 

financial institutions in How to Spot a Dangerous Financial Institution (Abunai 

Kinyukikan no Miwakekata).148 Yasuda Ryuji’s 1996 work The Age of Choosing Banks 

(Ginko wo Erabu Jidai) offers more thorough explanation, and a large number of graphs 

showing the soundness distribution of financial institutions within and across sectors in 

terms of a variety of factors, including, to take two at random, ratios of known bad loans to 

reserves plus unrealized asset gains, and return on assets.   

It is also a well-known problem that expanded disclosure of bad loans and other 

devices for making a bank more sensitive to weakening of its balance sheet may cause, as a 

perfectly rational bank management response, effects exactly the opposite of those 

intended. A bank that has taken a foolish risk and suffered a large increase of bad loans 

that brings its soundness into question may not do anything to make itself sounder in the 

sense of less likely to repeat the mistake or better able to withstand its effects, but may, on 

the contrary, double its bet, expanding loans and deposits as fast as possible, and possibly 

collecting on its good assets, in order to make its bad loans smaller relative to deposits, 

total assets, reserves, and capital. And the market may reward it for this. If it raises its 

                                                  
148 Wave Shuppan, 1995 
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deposit rates, even savvy players may choose to take the higher deposits, knowing full well 

the heightened risk of failure they reflect. Raising dividends to bring in more capital may 

also work, with precisely the smartest investors rushing to buy the stock first.  

These possible effects are not a problem, however, if one’s goal is to remove the 

bank from the market by leading it to bankruptcy, especially if one does not mind tapping 

the public treasury to pay off part or all of the bank’s debts. Everything depends on what 

one means by “social costs”. If the social cost to be avoided is reckless misallocation of funds, 

especially through cronyistic arrangements, the preferred means of avoiding it may involve 

extremely intrusive regulation and even a collective discipline on banks imposed by the 

state whereby all banks are made aware that they will bear losses created by one of their 

fellows. If the cost to be avoided, however, is simply the continued existence of banks who 

don’t have enough money to cover by their own power whatever losses they make, then 

prompt disclosure of all loans in trouble may be the most efficient instrument.    

The latter preference seems to motivate Fujii’s piece. For Fujii, the prevalence of 

indirect (i.e. bank-loan) finance is a bedrock problem, part of the “1940 system.” The convoy 

system is in turn a problem because it helped lock in the bank-based finance system by 

keeping it orderly and stable. So an argument against the convoy system is necessary.  His 

first argument is that “this ‘order’ was an order for the finance world, which derived profits 

from the everyone-in-a-line stability of the system, and for the MOF and the BOJ, who 

controlled it.” This argument ignores the fact that the convoy system, on Fujii’s own 
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reading, was adopted not for the benefit of the convoy members but for industrial policy; 

the fact that in addition to ensuring profits it imposed collective discipline in the form of 

collective losses, imposed responsibility on the government for performance of the system, 

and restrained convoy members’ profit-seeking; and the fact that after the bubble the 

problem with the banking system was not excessive stability or excessive government 

control, but instability and an apparent inability of the government to control it properly. 

Fujii also has another argument against it, however: reading further, we find that the 

problem is that the convoy system has run up against limits imposed by liberalization. 

Especially with liberalized interest rates, banks create losses that cannot be handled 

internally by the convoy. The convoy system is a problem because it doesn’t work. This 

argument makes more sense but assumes that the merits of and problems raised by 

liberalization are not open to question. The convoy and liberalization are in conflict, so the 

convoy must go. So great a problem is the convoy system, in fact, that Fujii finds it an 

imperative of public policy not to exploit the capacity that remains in the convoy for finance 

system stabilization: “the call to private financial institutions for cooperative funding 

support” are a highly disturbing feature of the credit union resolution plan as it “does not 

differ at all from [the approach used in] the past.” With resort to the convoy thus ruled out, 

direct recourse to the public treasury is evidently necessary; since banks have acquired the 

freedom to make great losses, the public should pay them. This, however, is a political 

non-starter, so Fujii takes care to make clear that the purpose of public funds use is to 
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eliminate the weakest banks within a new institutional framework that makes this the 

mission of regulators. Doing anything else would mean maintaining the military regime.      

The perspective buried in Fujii’s argument, intuitively obvious to all but those 

deeply engaged in the policy debate, is expressed clearly by the irrepressible Richard Koo. 

In the March 6 Nikkei interview cited earlier, Koo makes a common-sense point that was 

almost never advanced in debates on the troubled banking system: “The more you 

liberalize, the more people and resources you have to put into supervision. For example, 

suppose a bank raises money by offering a slightly high deposit rate. The authorities have 

to investigate how it is that the bank can offer the higher interest. Did it find an excellent 

opportunity? Or is it in trouble? You have to look into the core of this, and if it is a 

disguising of trouble, quickly make the bank stop. If you neglected the monitoring and a 

problem arises, the authorities bear half the responsibility.” 

 

IV: Summary 

In reviewing the imbroglio over this first step in the project of applying tax money 

to the cleaning up of bad loans, we can see a variety of dysfunctions in the policy-making 

process. If one looks for reliance on MOF-centered networking meant to facilitate smooth 

formation of consensus but having the opposite effect, one will find it. We also see what 

looks like simple collusion between regulators and weak financial institutions; regulators 

plead with financial institutions engaged in reckless and illegal behavior, and even order 
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them to stop, but neglect to penalize them for non-compliance. And as the problem slips out 

of control of the narrow banker-regulator circle of friends and into view of all political 

actors, the political system finds it difficult to coordinate a unified and effective response. 

But we also see that this failure of coordination is no cause for wonder: The public of Tokyo 

saw a swindle, the local legislature sided with the public, a parliamentary opposition made 

a political resource of their anger, a cabinet member whose formal constituency is local 

government expressed serious reservations, and the business press rode the public anger to 

call not so much for regulatory reform that might require regulators to punish 

rule-breakers as for an expansion of public expenditures that would leave banks with large 

non-loan assets freed of their bad loans and eliminate the weaker banks. The objectives in 

play were not such as to be resolved without a fight.  
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Chapter 5: The Jusen Controversy, Late 1995 through June 1996 (Part 1): The Angry 

Public  

 

I. Introduction to this chapter and the next 

I.i. Introducing the case 

As noted in the preceding chapter, debate on the government’s plan for resolving 

the two failed Tokyo credit unions anticipated a larger scale use of public funds for bad loan 

elimination. One of the reasons the Nikkei gave for supporting the imperfect credit union 

plan was the need to move to a broader use of public funds. Of particular importance in this 

regard, Nikkei writers said, was resolution of the “jusen”, eight home lenders known to be 

or expected to become insolvent. The Nikkei had described the jusen problem as the “castle 

keep” of the bad loans problem and looked forward to a policy assault on it.149 And the 

Ministry of Finance was said as early as April 1995 to be “considering use of public funds 

for jusen resolution” in the context of “an aggressive resolution covering, among other 

things, the jusen problem, which is thought to be the most difficult question.”150  

Cautious moves by the MOF to broach the issue continued in early June. 

Following a call by the minister for “public involvement” in bad loan resolution, the MOF 

issued a set of guidelines on bad loan resolution policy which went only as far as 

                                                  
149 Nihon Keizai Shimbun, February 12, 1995, p. 35. 
150 Nihon Keizai Shimbun, April 15, 1995, p. 1. 
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mentioning emergency Bank of Japan loans and use of deposit insurance funds, but the 

Nikkei presented this as an “opening move toward aggressive use of public funds”.151 

In July, the MOF convened a commission of experts as a subcommittee of the 

Financial System Research Council (Kin’yu Seido Chosakai) to discuss the merits and 

means of using public funds for bad loan resolution, with a special focus on the jusen.152 

The Financial System Research Council was a particularly important MOF advisory 

council (shingikai), with a history of articulating major MOF policy initiatives, such as the 

1992 finance market liberalization, before their working out as concrete legislative 

proposals. Meanwhile, the three ruling parties had announced an agreement that would 

open the way to presenting legislation for publicly funded bad loans elimination in the Fall 

or at the beginning of the following year, forming a “Project Team” that would deliberate on 

a decisive policy for resolving the jusen.153 Later in July, Sakigake, the party holding the 

finance ministry, issued a plan calling for use of public funds to settle all jusen debts and 

claims within three years.154  

In late September, the Finance System Research Council subcommittee and the 

minister of finance independently announced the conclusion that using public funds was 

unavoidable, not only for cleaning up failed deposit-taking financial institutions, but in 

some cases for preventing failures at such institutions that would otherwise result from 
                                                  
151 Nihon Keizai Shimbun, June 9, 1995, p. 3. 
152 Nihon Keizai Shimbun, July 4, 1995, p. 5. 
153 Nihon Keizai Shimbun, July 4, 1995, p. 5. 
154 Nihon Keizai Shimbun, July 19, 1995, p. 2. 
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resolution of their bad loans. Both the minister and the subcommittee called for 

deliberation on a publicly funded jusen resolution in this context.155 Finance minister 

Takemura called for formal deliberations to be held in the ongoing Diet session,156 an act  

one step short of calling for passage of the necessary legislation before the end of the year.   

At the highest levels of government, then, including the foot-dragging Ministry of 

Finance, the jusen were positioned by mid-1995 much as they had been by the Nikkei: as 

the key to a breakthrough on the bad loans problem as a whole. In a sense, this was odd. 

According to the Ministry of Finance’s optimistic estimates of the time, bank loans to the 

jusen amounted to about 19 percent of banks’ bad loans157, a large portion but not so large 

as to make or break the banks’ ability to get out of their bad loan troubles. Moreover, as we 

have already seen, it had always been widely suspected that MOF bad loan estimates were 

too low; the higher the true bad loans figure, the less significant, in purely numerical terms, 

resolution of the jusen would be. What made the handling of the jusen so important, 

however, was its potential to set a precedent of using public funds to eliminate bad loans 

held by financial institutions that had not failed and might not fail, including the largest 

and strongest banks. Unrecoverable loans to the jusen that were not written off by the 

jusen’s creditors would be covered by government borrowing.    

The attempt to spend money for this purpose, however, did not go smoothly. As a 

                                                  
155 Asahi Shimbun, September 28, 1995. 
156 Ibid. 
157 Nihon Keizai Shimbun, June 9 1995, p. 3. 
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body, the Ministry of Finance would not announce plans to budget for a jusen resolution 

scheme until the end of November. It was December when the government announced a 

concrete, detailed plan. Ironically justifying the government’s caution in approaching the 

issue, this plan sparked protracted and consuming controversy. Not until the following 

June would the Diet approve the government’s plan. Diet approval left important details 

undecided; over a year later, the body set up to acquire and collect on the jusen’s assets still 

tussled with the former jusen creditors and the Ministry of Finance over who would bear 

what portion of the ultimate costs of the resolution. 

Resolution of the jusen was perhaps the most salient political issue as early as 

September 1995. By December, it was close to the sole issue of political debate. In no month 

between December 1995 and June 1996 did the Nikkei run fewer than three articles per 

day exclusively devoted to the jusen issue. In peak months, such as February, it ran over 

six per day. The country was up in arms, with almost 90 percent of opinion poll respondents 

opposing the government’s proposed allocation of 685 billion yen for covering jusen debts, 

and with protests in front of the Diet, some involving thousands of people, being 

prominently covered in national newspapers. Budget committee hearings concerning the 

jusen funds allocation and a larger package of legislation for facilitating bad loan 

elimination were disturbed by a boycott by Shinshinto, the largest opposition party, in 

February. In March, they would come to a complete halt for several weeks as Shinshinto 

staged a sit-down strike to block entrance to the committee room. This strike was lifted in 
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April only after the ruling parties agreed to “freeze” the funds allocated for jusen resolution 

pending public hearings in a special Diet committee set up to discuss the jusen issue. The 

end of these hearings, in mid-June, allowed passage of the government’s legislation, but 

this, as noted above, did not completely settle the central question of who would pay how 

much.  

The jusen episode was thus an instance of delay in defiance of strong interest in, 

and even an MOF commitment to, breaking out of delay and pursuing activist bad loan 

elimination policy. More importantly, the fact that the government’s December plan was 

ultimately implemented with no significant change did not mean that the forces of delay 

had been conquered. In fact, the episode seems rather to have strengthened incentives for 

all central policy actors to avoid proposing state involvement in eliminating financial 

institutions’ bad loans not directly connected to the jusen. No further prominent efforts to 

use public money for this purpose were made until November, 1997, when the failure of a 

major bank and one of the “big four” securities houses persuaded almost the entire elite of 

the need to spend larger amounts than required for the jusen merely to avert collapse of the 

finance system.  

The jusen controversy made almost everybody involved look bad, and made 

alternatives to delay look bad to almost everybody. Bankers, who had publicly welcomed all 

government suggestions of a willingness to spend public funds158, saw the effort to spend 

                                                  
158 For example, the president of Fuji Bank, then the chair of the national bankers’ 
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them result in intense public criticism of themselves, and in a plan that fell far below their 

expectations. For the Ministry of Finance, the controversy proved mortally damaging. At 

the height of controversy, LDP leaders parried public anger by calling for legislation to split 

the Ministry up. Even more ominously, the premier big business association Keidanren 

explicitly endorsed MOF break-up as early as February.159 Such legislation was duly 

offered in January 1997. As that legislation left the MOF in control of formulating finance 

crisis response policy, maintenance of MOF authority came more clearly than ever to 

require that the MOF not propose spending public funds on the bad loans problem.  

The ruling parties suffered schism, electoral disasters, and startling electoral 

near-misses as voters voted in droves for opponents of the resolution plan. For its part, 

Shinshinto, which stood to gain even a decisive electoral victory by opposing the plan, 

suffered an electoral defeat after trying to offer a better plan of its own. The only Diet party 

that seemed to profit from the controversy were the Communists, who simply opposed the 

use of public funds as a giveaway to banks, and who, in any case, had no prospect of serving 

in government.    

 If delay through late 1994 was largely a product of a widespread elite 

unwillingness to put alternatives to delay on the agenda for debate, delay in and beyond 

the jusen episode was another matter. It was now the official position of government and of 
                                                                                                                                                        
federation, quickly praised the modest MOF policy statement of June 1995 as “show[ing] 
the MOF’s strong desire to take the problem in hand.” (Nihon Keizai Shimbun, June 9, 
1995, p. 3. 
159 Nihon Keizai Shimbun, February 6, 1996, p. 3. 
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the business press that prompt action was needed. The forces of delay were thus challenged, 

and forced to give up some ground. But if a breakthrough was hoped for, the result of the 

challenge was to rule out any publicly funded action as long as the financial system seemed 

minimally capable of continuing to function without an infusion of tax money. In this sense, 

the jusen episode is the central event in the history of delay. 

 

I.ii. Understanding the controversy: the Nikkei thesis, its value, and its problems  

What, then, were the forces of delay? What made it so difficult to move from 

proposal to implementation of a plan for resolving the jusen loans? What made the jusen 

episode a reason not to pursue more ambitious bad loan elimination policy, rather than an 

ice-breaker that would initiate a flow of political will and public money sufficient to resolve 

the bad loans problem?  

The most cogent answer I have seen to these questions I label “the Nikkei thesis.” 

The thesis holds that the government invited controversy by proposing an illegitimate plan 

for using public funds to resolve the jusen’s debts -- a plan that neither won nor deserved 

the public’s respect. For Nikkei writers, the element of the plan that more than any other 

made it illegitimate was its favorable treatment of one class of the jusen’s creditors: 

agricultural finance coops.  

Under the government’s December plan, this diffuse sector of lenders, which 

collectively held about 45 percent of all loans to the jusen, effectively received a guarantee 
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of the full principal of its loans, agreeing only to make a “contribution” of 530 billion yen 

toward writing off losses incurred in dissolving the jusen. By contrast, banks agreed to take 

about 5.2 trillion yen in losses on the approximately 7.5 trillion yen total of their loans to 

the jusen and eventually agreed to put more money than agricultural institutions into a 

fund for writing off “secondary losses”, unrecoverable loan amounts that would become 

clear only when the body established to collect on jusen assets started doing its work. 

Particularly large losses were taken by so-called “mother banks”.  

Each of the jusen had one or more “mothers”, a bank or banks who had helped 

found that jusen, provided top executives to it, held the largest portion of it shares, and 

bore a certain responsibility, under law and a universal political consensus, for ensuring its 

soundness. And every bank was a “mother bank” to at least one of the jusen. The nation’s 

64 “regional banks” served jointly as the mother to one of the jusen; the 65 “second tier 

regional banks” were “mothers” to another; and the other five jusen covered by the plan 

were mothered by major banks.160 The full amount of loans to the jusen extended by banks 

in their “mother bank” capacity was about 3.6 trillion yen, and these loans were written off 

in their entirety.  

For the Nikkei, this allocation of losses between banks and agriculture was a 

                                                  
160 Smaller than any of the 21 “major banks”, a “regional bank” often carried the name of 
the prefecture in which it operated, in line with its preeminent position in parts of that 
prefecture not connected to one of the country’s great urban congeries. “Second tier regional 
banks” were still smaller and more local, but nevertheless collectively held much more in 
loans and deposits than the thousands of cooperative financial institutions throughout the 
country.  
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“political settlement outside the rules”161, violating the basic principle of accountability 

that a lender should be responsible for its own lending decisions. It had long been clear that 

if public funds were to be used, the public would demand that those who made their use 

necessary be held accountable. From one point of view, agricultural financial institutions 

were more to blame than anybody else: collectively, they had lent the jusen more than 

either “mother banks” or “ordinary banks”.162 But instead of taking the hits they had 

thereby earned, they used friendly politicians and bureaucrats to lay their proper burden 

onto banks and the general public. It was no wonder, the Nikkei reasoned, that the public 

did not accept the necessity of spending its money on jusen resolution. In the next chapter, 

we will consider the Nikkei thesis in a bit more detail. This, however, is its essence.  

There is a serious problem with this thesis: favorable treatment of agriculture is 

not what most of the public objected to. It is what banks objected to. If it made the 

government’s plan illegitimate in the eyes of Nikkei writers and many of their readers, the 

public overwhelmingly objected to the plan as a tax to benefit not agriculture, but other 

interested parties, including the banks. The value of the thesis, however, transcends its 

plausibility. In seeing what is wrong with it, one forms a better answer to the question it 

addresses. In the process, moreover, one sees that the thesis is itself part of the 

                                                  
161 Nihon Keizai Shimbun, December 20, 1995, p. 1. 
162 Though it is worth bearing in mind that these labels did not refer to different banks. 
Interestingly, the Nikkei consistently obscured this fact. By contrast, the Asahi clarified 
the issue in its initial reporting on the December plan, describing the 3.6 trillion yen 
amount as the total of loans made by banks “in their capacity as mother banks”.  
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phenomenon it addresses. The explanation of delay is not that the thesis was not heeded; 

that it was heeded was part of the probem.   

 

II. Structure of this chapter and the next 

This chapter and the next, then, use the Nikkei thesis as a tool for structuring an 

alternative argument. In this chapter we will see that while favorable treatment of 

agriculture may have hindered the government’s drive for support from those actors 

represented by the Nikkei, the anger of the general public must be traced to another source. 

This chapter will argue, first, that the agricultural institutions had a more legitimate claim 

to favorable treatment than the Nikkei allows. After presenting some facts which 

agriculture had on its side in arguing for favorable treatment, we will see -- through public 

opinion poll results, other expressions of citizens’ views, and electoral results -- that forcing 

agriculture to take larger losses would not have addressed the public’s major objections to 

the jusen resolution plan.  

Our brief consideration of electoral results will lead us into the next chapter. The 

electoral results suggest strongly that the Diet party that profited most from the jusen 

issue was the Communist Party, which consistently opposed the use of public funds for 

jusen resolution as a gift to the banks. In the next chapter, we will consider other parties’ 

positions on the jusen resolution plan, with a special focus on positions taken by the largest 

opposition party, Shinshinto. Shinshinto, we will see, chose not to adopt the 
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straightforward populist appeal of the Communists but instead took a highly ambiguous, 

even self-contradictory, position. While attempting to appeal to popular anger, it also 

adopted a somewhat pale version of the Nikkei thesis as a central component of its own 

position. Opposing public expenditures seen as a gift to banks, it pressed for public 

expenditures on banks’ behalf.   

Our discussion of party positions will thus complete a circle, leading us back to the 

Nikkei thesis. After presenting some examples of Shinshinto position-taking, we will look 

at the full-blooded version of the pro-bank position articulated by Nikkei writers. One 

purpose of doing this is to clarify what the Shinshinto position was. Members of the party 

generally framed their demands as a way of minimizing taxes on the public and ensuring 

that these taxes not be used to reward those who had made them necessary. They were 

obviously keen not to be seen as demanding a better deal for banks. But the substance of 

their demands was in key respects identical to that of Nikkei writers’, and the clearest 

statements of the Nikkei thesis made lightening the burden on banks and imposing a 

heavier burden on agriculture the ultimate criteria of legitimate policy. The more 

important purpose, however, is to clarify the ironic role of the Nikkei thesis in promoting 

delay. Nobody advocated the use of public funds, a break with the policy of delay, more 

forcefully than Nikkei writers. When presented with a plan for using public funds, however, 

the Nikkei declared it illegitimate. Seeing a plan that did too much for weak financial 

institutions and too little for the strong, the preeminent organ of big business opinion made 
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itself a megaphone for popular discontent. Affirming the public’s judgment that the plan 

was illegitimate, the Nikkei translated this judgment into a demand for action which the 

public might well have found even less justifiable. The angrier the public got, however, the 

less politically tenable the transfer of public money to banks became. The Nikkei, and 

Shinshinto, thus did their part in creating a political environment in which large amounts 

of public funds could not be used until their use became necessary to prevent outright 

system collapse. Where the public was suspicious of expenditures to help the strong, elite 

actors translated this suspicion into a prohibition of expenditures to help the weak. Upon 

the political task of balancing weak and strong firm demands was thus imposed the 

additional constraint of spending as little as possible at any given moment.  

In relativizing the Nikkei thesis in this way, treating it less as objective analysis 

than as the articulation of a policy agenda, these chapters suggest a necessary correction to 

the predominant tendency of the secondary literature to present delay on bad loans as 

primarily an attempt to protect weak firms from accountability.163 The government’s 

                                                  
163 Amyx, for example, seems to regard the Nikkei thesis less critically than is appropriate. 
She writes: “Painting the banks and the MOF as public enemies, the LDP skillfuly 
deflected public outrage over the use of taxpayer money from itself and the agricultural 
cooperatives – the real beneficiaries of the fund infusion.” (p. 169) This pithy formulation is 
misleading on two counts. It suggests that had the public not been tricked by clever LDP 
politicians its anger would have been directed at the agricultural cooperatives. The 
available evidence suggests otherwise. It seems fairer to say that the LDP sought political 
safety by joining in the public’s condemnation of the banks as far as it could without giving 
up its plan to take the public’s money. Her formulation also suggests that the banks did not 
benefit from the public funds expenditure; but while the banks got less than the 
agricultural coops, they too were beneficiaries. More basically, Amyx suggests here that 
banks deserved a better deal than they got; the grounds for holding that position are 
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attempt to protect especially weak lenders – agricultural finance coops – took the form of 

action on bad loans. The forces of delay, our chapters show, included vigorously represented 

demands that any alternative to delay penalize weak firms and reward the strong. The 

more general significance of this finding is that in seeking a disinterested understanding of 

economic policymaking, researchers should attempt to relativize or contextualize policy 

analysis offered by experts with strong policy preferences.  To the extent possible, one 

must exploit their expertise while seeking a critical perspective on the linkages they draw 

from facts to normative conclusions.     

 

III. Agriculture’s legal case 

In making this argument, it is necessary to anticipate a plausible objection. Was 

the call for a more bank-friendly jusen resolution not simply a call for common sense and 

accountability as such? Is it not clear that by all principles of fairness and regulatory 

prudence, those who had lent the jusen money and collected interest for doing so should 

have borne roughly pro rata shares of the risk of doing so? The banks, after all, were simply 

calling for the application of a basic principle of bankruptcy law – pro rata payments to 

creditors -- to the bankrupt jusen. If we grant this objection, we say that banks and their 

allies, though they made their case in political forums, were nevertheless simply calling for 

                                                                                                                                                        
unclear, and the public needed little persuading by politicians to reject it. Directing public 
anger toward the MOF required even less political skill.   
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the enforcement of existing, universally accepted rules, while agriculture was using its 

political might to block their enforcement.  

The problem with this argument is that agriculture actually had a decent legal 

case. For a number of reasons, the legal principle of pro rata repayment of creditors was not 

fully dispositive. First of all, applying the principle presumed that the jusen would be 

handled through ordinary bankruptcy proceedings; but the entire point of proposing an 

extraordinary state-supported resolution scheme was to avoid costly, time-consuming 

bankruptcy proceedings in which a state contribution of funds would have no role. More 

importantly, the basic principle of pro rata losses notwithstanding, it was far from clear 

that court proceedings would ultimately result in such a distribution of losses. For this, 

there were in turn two reasons. First, banks would be open to lawsuits brought by 

agricultural financial institutions claiming that the banks had manipulated the jusen in 

such a way as to pass costs of bad loans to the jusen and their other creditors. Secondly, the 

agricultural institutions brandished two documents that certainly seemed to prove that the 

MOF and banks had effectively guaranteed the agricultural institutions’ loans to the jusen.  

The prospect of courts requiring banks to pay out more than they would have to 

under the government’s plan was not fanciful. In the period of the jusen debates, 

newspapers presented clear evidence of bank malfeasance in connection with the jusen. It 

was known that banks who were the leading shareholders in jusen had dispatched 

executives to run the jusen. From this position of power, banks had to an unknown extent 
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engaged in practices such as “introduction financing”, whereby the bank would order or 

persuade its subsidiary jusen to lend to borrowers of the bank’s choosing. This was, among 

other things, a way of circumventing the rules effective from 1990 that limited banks’ loans 

to real estate companies and developers, and likely a way of removing problem loans from 

banks’ balance sheets. In Diet questioning, the MOF estimated that 91 percent of bad loans 

held by the jusen was made up of such loans to customers “introduced” by the banks.164  

As of September 1995, the 180 largest borrowers from the jusen owed far more to 

banks than they did to the jusen.165 The very largest jusen borrower, an insolvent real 

estate developer, had used loans from jusen to pay back loans from banks.166 In the case of 

another of the largest insolvent borrowers from the jusen, jusen executives had clearly 

falsified records in order to facilitate an expansion of lending: informed by real estate 

developer Town Kaihatsu that it sought a loan for the purpose of continuing to make 

payments on existing debt, top executives in the jusen had approved a decision to record 

the purpose of the loan as covering a shortage of funds necessary for completing several 

overseas hotel development projects.167 If bank executives were to be shown to have 

participated in or known about this decision by jusen executives, they, and the bank, stood 

to face real trouble, including demands for damages from other interested parties. A large 

number of banks had used inside information to sell a majority of their of shares in a huge 
                                                  
164 Nihon Keizai Shimbun, February 7, 1995, p. 1. 
165 Asahi Shimbun, March 16, 1996, p. 11. 
166 Asahi Shimbun, March 2, 1996, p. 35. 
167 Asahi Shimbun, March 5, 1996, p. 1. 
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jusen borrower during a brief spike in its share price, following a determination by the 

firm’s main bank that it was effectively bankrupt.168 And all of this was separate from 

widely suspected cooperation between banks and organized crime in the development and 

management of the huge sector of “non-bank” finance, of which the jusen were an 

important part.169  

Had the agricultural institutions taken banks to court, there is no telling how 

much malfeasance of these sorts would have been brought to light. Evidence of fraud and/or 

court findings that jusen were effectively extensions of the banks who provided their 

capital and executives might well have put the banks on the hook for larger losses than the 

agriculture-friendly resolution plan advanced by the government, to say nothing of civil 

and criminal liability of bank executives.   

                                                  
168 Asahi Shimbun, March 9, 1996, p. 35 
169 From the early 90s, organized crime had been widely suspected of deep and powerful 
involvement with jusen operations since the collapse of the bubble. A typical, though 
unusually lively, work on this topic is Arimori Takashi, Yakuza Kampani: Nihon Keizai wo 
Ukogasu Shatei, NESCO (1992). For our purposes, what is notable about this work is not 
only its skillful use of detail to evoke a sense of thorough permeation of respectable finance 
by rigidly disciplined underlings transmitting the profits of enterprises up through the 
pyramid of organized crime, but its insistence on banks’ enthusiastic embrace of this 
criminal element: “One would have to say that the ‘respectable’ companies were the more 
ardent side in pursuing the marriage. It can be said that they chased after the prospective 
bride using non-bank subsidiaries of the banks, major retailers, and so forth as 
go-betweens… Though she might be a bit violent, she was a good earner… [T]he groom was 
no doubt grateful. Seeing him pose as the injured party now that things have come out, 
complaining of some minor domestic violence, one must struggle to suppress one’s 
laughter.” (p. 21) How well such a view would agree with the findings of a court was, of 
course, uncertain. But it is worth understanding that a public airing of the banks’ case was 
bound to be shaped to some extent by a well entrenched common sense that the banks 
needed a great deal of chutzpah to blame anybody else for the problems of the jusen. Nor 
was it only the fevered imagination of a popular press that presented         
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Even without exhaustive review of the banks’ dealings with the jusen, banks stood 

to lose. In 1980, the MOF had issued an administrative ruling (tsutatsu) declaring that 

loans to jusen by agricultural financial institutions would be considered (minasu)  loans to 

banks. 170  Some such ruling was necessary for the agricultural coops to lend large 

proportions of their funds to the jusen. The agricultural coops were not legally free to lend 

as much as they liked to whomever they liked. They were chartered primarily to serve their 

local agricultural communities, and loans to banks were a legally approved way of 

allocating the large surpluses of farmers’ deposits over their credit demands that emerged 

throughout the decades of strong and steady economic growth. This arrangement was also 

part of industrial policy, serving as a convenient way of mobilizing credit for high levels of 

industrial investment. In light of this tsutatsu, agricultural coops had a good reason to 

think that their loans to the jusen were backed by the credit of banks. And the impression 

that the agricultural coops had lent freely to jusen on the strength of this guarantee is 

strengthened by the apparent fact that their loans to the jusen made up almost the entirety 

of their bad loans.171  

More politically salient than this public document in the jusen debates was a 1993 

                                                  
170 Nihon Keizai Shimbun, June 29, 1995, p. 7 
171 Nihon Keizai Shimbun, Febrary 3, p. 1. Interestingly, this fact was not reported in the 
Nikkei as such. It rather emerges from an article trumpeting the fact that the agricultural 
institutions held some bad loans other than their loans to the jusen. The headline reads 
“Agricultural institutions have 250 billion yen in bad loans to companies other than jusen.” 
The significance of this is simply that about 95 percent of their bad loans were loans to the 
jusen.  
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“memorandum of understanding” between the directors of the MOF Banking Bureau and 

the Ministry of Agriculture, Forestry and Fisheries Economic Bureau. In appealing for 

agricultural coop agreement to a jusen restructuring plan, under which the agricultural 

financial institutions forgave some of the interest on their loans to jusen, the MOF had 

declared in this memorandum that it “w[ould] guide [the banks] so as not to impose 

burdens on the nokyo institutions beyond the measures taken this time around.”172 

“Agriculture tribe” Dietmembers from the LDP brought the existence of such a memo to 

light in 1995. Forced to acknowledge its content publicly, the MOF maintained that it 

applied only to the 1993 restructuring agreement, which all had since acknowledged to 

have failed. As the restructuring plan was no longer in effect, with the MOF and jusen 

creditors agreeing that the jusen were insolvent, the MOF argued, no promise to guarantee 

agriculture against jusen loan risk could be considered to be in effect.173 This argument 

persuaded nobody, however, and MOF officials quickly dropped it. Spokesmen for the 

agricultural institutions immediately and consistently maintained that the memo was 

nothing less than a guarantee of their jusen loans and that agricultural institutions thus 

bore no responsibility for the jusen’s failure.174  

Agriculture also deployed an argument that did not necessarily have great legal 

force but did point to a possible ethical problem in banks trying to limit their own liability 

                                                  
172 Nihon Keizai Shimbun, August 25, p. 1. 
173 Nihon Keizai Shimbun, August 25, p. 1; p. 7. 
174 Nihon Keizai Shimbun, August 25, p. 7. 
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for the jusen’s failure at agriculture’s expense. In any highly politicized settlement process, 

it might well have proved relevant. It was quite clear that the jusen had gotten into trouble 

by shifting their loan portfolios from individual home buyers to large-volume developers, 

starting in the mid-80s, just as the bubble got underway. They had done this because banks 

aggressively moved into the individual home loan business at this time, effectively stealing 

their subsidiaries’ business. The developers to whom jusen thus expanded their loans 

during the bubble were largely “introduced” to the jusen by the banks. This practice 

amounted to a transfer by banks to their jusen subsidiaries of many of their own high-risk 

borrowers. Between September 1985 and September 1986, the number of home loans held 

by jusen fell over 11 percent, as borrowers shifted to the banks. As the jusen at this time 

depended on the banks for almost all of their working funds, to say nothing of their heavy 

reliance on banks as shareholders, it is entirely reasonable to think that when presented by 

banks with prospective new customers, they had no real choice but to extend these 

borrowers credit; failing to do so would have imperiled their cash flow.  

All of this was reported quite matter of factly by the Nikkei in late 1986, before the 

ultimate scale and implications of the land bubble underway were clear and salient.175 

After the heightened presence of banks in home lending had become politically salient in 

the jusen debate, the Nikkei argued that a government bank, the Housing Loan 

Corporation, had done more than private banks to drive the jusen out of the home loan 

                                                  
175 See Nihon Keizai Shimbun, November 11, 1986, p. 4. 
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market. The argument was straightforward: whereas banks’ share of these loans had 

actually fallen slightly between 1980 and 1990, and again between 1990 and 1994, the 

share of the Housing Loan Corporation had risen from 24.7 percent at the end of 1980 to 

34.5 percent ten years later and to 41 percent at the end of 1994.176  

This choice of comparison years, and the use of shares of “all banks” as a basis for 

comparison, obscure the point at issue. A year by year review of market shares indicates 

that in the crucial years of the mid to late 1980s the large banks, who were “mother banks” 

to six of the seven jusen to be resolved with public funds, expanded their home loans much 

more rapidly than did the government bank. Even this does not quite get at the point at 

issue, whether banks improperly took the good customers of the jusen for themselves and 

replaced them with high-risk real estate speculators. It does suffice, however, to challenge 

the force, and even the good faith, of the Nikkei’s defense of the banks.  

Among the major banks, trust banks and and long-term credit banks expanded 

their home loans only gradually, and their total loans in this sector were small compared 

with those of the commercial (“city”) banks in any case. The city banks expanded their 

home loans early and rapidly. Between December 1984 and December 1985, the number of 

new city bank home loans rose 36 percent and the volume of their new loans rose 47 

percent, resulting in a 9.9 percent increase in their outstanding home loan volume. The 

number and volume of new loans by the Housing Loan Corporation declined slightly over 

                                                  
176 Nihon Keizai Shimbun, January 11, 1996, p. 7. 
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that year.177 Between 1985 and 1986, city banks’ new loans rose 38.7 percent in number 

and 44.4 percent in volume, while those of the government bank rose more moderately, 3.6 

percent in number and 12.3 percent in volume.178 New city bank loans expanded the next 

year by 24.7 percent in number and 41.8 percent in volume, while those of the Housing 

Loan Corporation rose by 14.1 percent in number and 27 percent in volume. With this, the 

volume of outstanding home loans held by city banks came to amount to more than half 

that held by the government bank, and the total for all banks became nearly equal to that 

held by the government bank.179 Three years earlier, city banks had held only 38.1 percent 

as much as the government bank in home loans, and all banks only 74.1 percent as much. 

By the end of 1988, banks held more in individual housing loans than the government, and 

city banks accounted for over 57 percent of the banks’ total. New home loan creation by city 

banks slowed slightly, and new home loan creation by all banks slowed 11.6 percent, in 

1988180, but picked up again in 1989, with city banks accounting for over 79 percent of the 

volume increase for all banks.181  

Private banks extended more in new loans than the government bank every year 

from 1985 through 1990, with the city banks beating the Housing Loan Corporation by 

                                                  
177 Bank of Japan Research and Statistics Department, Economic Statistics Monthly, No. 
477 (December 1986), pp. 79-80. 
178 Op cit, No. 490 (January 1988), pp. 79-80. 
179 Op cit, No. 501 (December 1988), pp. 79-80.  
180 Op cit, No. 513 (December 1989), pp. 79-80 
181 Op cit, No. 525, (December 1990), p. 79 
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themselves every year from 1986 through 1990.182 The government began recovering its 

share only as the bubble collapsed and after the jusen had become almost pure vehicles of 

real estate speculation. Meanwhile, banks began cutting back their loans to jusen in 1990, 

allowing agricultural institutions to make the great mistake of picking up the slack.183       

 

IV. Agricultural coops’ responsibility in the public mind 

IV.i. Introduction 

In taking a hard line against the MOF and banks in jusen negotiations, 

agriculture thus had a strong basis in facts to fall back on. These facts might not have 

helped much, however, if the public had held that agriculture deserved to be forced to bear 

greater responsibility. That the public, for the most part, did not, is the key weakness of 

any thesis that seeks an explanation of delay in the political clout of the weakest lenders. 

Economically backward agriculture revealed its clout as a pillar of the political order in 

shaping the government’s jusen response, but this is not what made the jusen issue so 

politically dangerous.  

 

IV. ii. Public opinion polls 

Public opinion polls are one source of information on the politics of the jusen 

                                                  
182 Op cit, various issues. 
183 Nihon Keizai Shimbun, July 30, 1995, p. 2 
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debates. I have gone through two compendia of polling information for the years 1995 

through 1997: the Seron Chosa Nenkan, an annual publication of the government which 

compiles results of opinion polls conducted by universities, newspapers, the public 

broadcaster NHK, private companies, and other bodies; and NHK Hoso Kenkyu to Chosa, a 

monthly journal published by NHK which mainly comprises articles on opinion studies 

conducted by NHK, with actual survey instruments and results sometimes attached.  

The strongest support for the Nikkei thesis I have found in these sources is a 

Mainichi Shimbun poll conducted in September 1995.184 This poll does not actually refer to 

the jusen issue. Its only questions related to handling of bad loans concern failures of credit 

unions and banks. It provides some support for the Nikkei position, however, in suggesting 

a certain conditional public support for the use of tax money to clear up bad loans, and 

some criteria by which the public was likely to judge policy proposals in that area at that 

time. First, the poll asks respondents whether they think “the recent series of bank and 

credit union failures… is an urgent problem for the Japanese economy”. Seventy-six 

respondents said that they thought it was. Thirty-six respondents answered “yes” when 

asked whether they were “worried that [they] might become unable to withdraw [their 

own] deposits from [their] financial institutions.” Seventy-one percent said that local 

governments should guarantee all or some deposits in the event of the failure of a credit 

                                                  
184 Naikaku Sori Daijin Kanbo Kohoshitsu (editor), Heisei 8-nen’ban Seron Chosa Nen’kan: 
Zen’koku Seron Chosa no Gen’kyo, Okurasho Insatsukyoku, 1997, pp. 492-500 
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union, with 32 percent favoring a full guarantee of deposits, 30 percent favoring a 

guarantee of principal only, and 9 percent favoring a guarantee limited to interest below a 

certain level. Twenty-four percent said that local governments “should not spend tax 

money.”  

How, precisely, do these results support the Nikkei position? First of all, they agree 

fairly well with the position the paper staked out on the 1994-1995 credit union plan, 

suggesting a high level of public awareness that something should be done and majority 

support for spending public funds, with a majority of that majority wanting to see a more 

finely tuned balancing between safety and risk than was attained under the ad hoc scheme 

applied to the two Tokyo credit unions. Most of the public, in other words, seems to have 

been on board for spending public money in connection with bad loan cleanup, at least for 

deposit protection, and much of the public seems to have been receptive to limitations on 

such spending that would mean losses for some interested parties.   

These results also allow a tentative extrapolation to public views of what should 

have been done about the jusen – an extrapolation supportive of the Nikkei position. 

Spending money on jusen resolution with agricultural lenders taking large losses would 

have allowed the spending to be framed as a means of guaranteeing deposits in agricultural 

lenders thrown to or over the brink of failure by those losses. Rather than using tax money 

to guarantee payment to the jusen’s agricultural creditors, and thus letting both creditors 

and debtors off the hook, the government would have spent money for a purpose at least 
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close to one to which the public did not seem to object: responding to failures of 

deposit-taking institutions (the agricultural finance cooperatives) in order to protect 

depositors in those institutions. This argument is the heart of the Nikkei thesis.  

As we will see below, there is good reason to doubt this argument. In the interest of 

giving this thesis its due, however, we should note that it seems to have informed the initial 

jusen resolution plans of the MOF. The September announcements of the finance minister 

and the Finance System Research Commission positioned the jusen resolution within the 

broader framework of public funding for failed financial institutions: Money was to be 

directed immediately to the agricultural financial institutions in recognition of the fact that 

when the agricultural institutions took the losses on their jusen loans their deposits would 

be imperiled.185 The agricultural institutions, for their part, read the proposals as an 

attack on themselves, and initially opposed use of public funds as such for that reason.186 

Leaders of the ruling parties anticipated significant public resistance to the use of public 

funds even for the purpose of handling financial institution failures and were willing to 

propose expenditures only under that rubric. Further, even after the plan was tranformed 

in December into one that would guarantee the loans made by the agricultural sector, the 

government would consistently describe the ultimate purpose of the jusen resolution plan 

as protection of deposits.187  

                                                  
185 See, for example, Asahi Shimbun, September 28, 1995, p. 2. 
186 Asahi Shimbun, September 3, 1995, p. 2 
187 See, for example, the exchange between minister of finance Kubo and the LDP’s Yosano 
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In other words, the entire elite seemed to agree that framing the jusen resolution 

as a guarantee of deposits was important to selling it to the public. Presenting public 

expenditures as designed for this purpose, however, became impossible when agriculture 

made it clear that it would not accept the losses needed to trigger imminent risk of failures 

in that sector. The December plan was a response to this resistance by agriculture. As it 

was the December plan, a plan guaranteeing agriculture’s loans, which the overwhelming 

majority of the public rejected, it is possible to argue, with the Nikkei, that excessive 

solicitude toward the weakest financial institutions is what discredited the government’s 

attempt to spend tax money.  

Obviously, however, as the poll does not ask about any expenditures other than 

deposit payouts, it does not make clear what the public would have thought of any jusen 

resolution plan. Should public money be spent in advance of financial institutions failing? 

Should financial institutions not at immediate risk of failure be helped to cut their losses? 

Should the state do anything to alter or contribute to the resolution of contractual 

obligations other than those assumed towards depositors? All of this was in prospect. 

Pretending that under a plan imposing heavy losses on agriculture the only function of use 

of public funds was protecting agricultural institutions’ depositors presumed that the 

distribution of losses among the jusen creditors was self-evidently just. To the extent that 

                                                                                                                                                        
in the first substantive question and answer session of the lower house Special Committee 
on Finance Issues (Kokkai Kaigiroku, Dai 136-kai Kokkai, Shugiin, Kin’yu Mondaito ni 
kansuru Tokubetsu Iin’kai, Dai 3-go, May 28, 1996 (morning session)).  
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the public doubted this, and saw the plan as a gift to banks, it was politically irrelevant 

whether the formal purpose of spending money was deposit protection.   

Public opinion polls taken from December onward call the Nikkei position into 

question by revealing that favoritism toward agriculture was not the element of the 

government’s plan to which most people objected. An NHK poll taken between December 1 

and December 3, 1995, asked for respondents’ views of the merits of “using public funds in 

connection with the resolution of financial institutions who have failed or hold large 

amounts of bad loans.” The phrasing of the question is unfortunate in that while it was 

meant to refer to the jusen debate, the jusen were not “financial institutions”. It is thus 

somewhat unclear how many respondents were giving an opinion on jusen plans then 

under discussion and how many were taking the question at face value and giving a 

judgment on public funds for deposit-taking institutions. In either case, however, the 

results give little support for the argument that forcing agricultural institutions to take 

large losses would have done much to earn public support for a publicly funded jusen 

resolution. Thirteen percent said that “use of public funds was unavoidable” (yamu wo 

enai), while 27 percent said that “public funds absolutely should not be used.” By far the 

largest number of respondents (47 percent) said that “before use of public funds is 

discussed, management responsibility should be made clear.”188    

                                                  
188 Tsuji Tomohiro and Onodera Keiko, “Yoron Chosa Ripoto: Fukyo to Kurashi”, NHK 
Hoso Kenkyu to Chosa, February 1996, p. 43. 
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For interpreting these results, everything depends on the meaning to be attached 

to “management responsibility.” The banks, the jusen, their borrowers, and the agricultural 

institutions could all be said to have held “management responsibility” for the failure of the 

jusen. It must be pointed out, however, that at this time, the government had not settled on 

a loss burden of 530 billion yen for agricultural institutions. The MOF proposal on the table 

at this time was a plan under which agricultural institutions would bear over one trillion 

yen in losses, and perhaps over two trillion.189 This figure in itself represented a concession 

by the banks and the Ministry of Finance, which had originally pushed for something closer 

to a pro rata loss allocation formula under which agricultural institutions might have to 

write off as much as three trillion yen.190 A one trillion yen agricultural contribution, 

however, was not so small as to provoke the condemnation of the plan which the Nikkei 

unleashed on the plan ultimately adopted. One trillion yen, in other words, was arguably 

enough to satisfy most calls for agricultural institutions’ accountability. This was so, first of 

all, in the sense that it was understood that one trillion yen in agricultural institution 

losses would throw a significant number of these institutions into danger of failure191; and, 

                                                  
189 Nihon Keizai Shimbun, November 28, 1995, p. 1; Asahi Shimbun, December 16, 1995 p. 
11 
190 Nihon Keizai Shimbun, September 12, 1995, p. 3  
191 Nihon Keizai Shimbun, December 19, 1995, p. 3. Under the plan under which 
agricultural institutions contributed 530 billion yen, about 40 percent of the regional 
federations of agricultural financial institutions were expected to fall into the red. Because 
of their low reserves, this expected hit was encouraging the Ministry of Agriculture, 
Forestry and Fisheries to speed up planning for facilitating mergers of these prefectural 
federations with the agricultural central bank Norin Chukin.  
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secondly, in the sense that monetary losses were the only form in which anybody urged that 

agriculture should take responsibility for the jusen problem. Nobody accused agricultural 

institutions of having contributed to the problem in any way other than by exercising too 

little caution in lending to the jusen. All others involved with the jusen were widely accused 

of fraud. For these reasons, it is more plausible to regard these poll results as an expression 

of anger toward banks than as an expression of anger toward agricultural institutions.  

The timing of this poll must also be noted for another reason. The MOF proposal 

for jusen resolution then under public discussion did not call for public money to be spent 

immediately. Loans to the jusen already known to be unrecoverable were to be written off 

by creditors; public money was to be spent to cover “secondary losses”, which were almost 

certain to arise later. Such losses would arise when portions of loans which it was hoped 

would be recovered proved unrecoverable, due, for example, to sales of borrower assets at 

lower than hoped-for prices. The public subsidy for “secondary losses” was an essential part 

of the jusen plan; it did not depend on the size of losses to be taken by agricultural finance. 

It is thus possible that neither the poll question nor responses to it had anything to do with 

the public’s views concerning the responsibility of agricultural institutions. Those 

respondents who believed that a promise to spend public funds should be made, if at all, 

only after more had been done to ensure accountability of “managers”, may have been 

referring only to managers of banks, jusen, and jusen borrowers.  

After the ultimate jusen resolution plan was announced later in December, public 
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opinion only hardened against the government’s wishes. The center-left daily Asahi 

Shimbun frequently cited a figure of 90 percent public opposition to the plan. Some 

confirmation of this figure can be found in opinion polls. For example, an NHK poll taken at 

the beginning of March 1996 found 73 percent of respondents “opposed to spending tax 

money for resolution of jusen bad loans” and only one percent in favor. Twenty-one percent 

said that they would regard “spending tax money [as] unavoidable, if responsibility is made 

clear.”192 Precisely what this last position means is not entirely clear, of course. What 

percentage of respondents in this category thought that “responsibility” would “be made 

clear” once the plan went into operation? What percentage were opposed to adoption of the 

government’s plans under present conditions on the grounds that responsibility had not 

been made clear enough? In spite of such ambiguities, however, an assessment of 90 

percent of the public unalterably or currently opposed to the government’s plan certainly 

seems reasonable.     

This poll also contains a valuable follow-up question: “Which of the following 

parties involved (kan’keisha) do you consider largely responsible for the fact that the jusen 

extended enormous amounts of bad loans? Please choose up to three from the following 

list.” The highest percentage of respondents (62.6 percent) marked “Ministry of Finance.” 

(64.3 percent also expressed agreement with the statement, “The Ministry of Finance, in 

                                                  
192 “’96.3 Kurashi to Seiji’ Chosa: Tanjun Shukei Kekka”, NHK Hoso Kenkyu to Chosa, 
November, 1996, p. 78. 
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which political power is concentrated, should be subjected to organizational reform.” This 

makes strikingly clear the fact that the jusen debate largely sealed the MOF’s fate.) 53.8 

percent of respondents identified the jusen, 48.3 percent jusen borrowers, and 44.4 percent 

“banks such as those who served as the mother-bodies in establishment of the jusen.” By 

contrast, only 11.8 percent put agricultural financial institutions in their top three of 

parties deserving of blame. Only 4.7 percent chose the Ministry of Agriculture, Forestry, 

and Fisheries, which had unabashedly argued the agricultural institutions’ case in public. 

A larger number (5.1 percent) either did not answer the question or answered “don’t 

know.”193 It is hard to square these findings with a claim that favorable treatment of 

agriculture was a powerful cause of the public’s disapproval of the government’s plan.  

Further strong evidence against the Nikkei thesis is found in another poll, 

conducted by the Asahi Shimbun the previous month. Fully 87 percent of respondents 

declared themselves “opposed to spending tax money on bad loan resolution” in answer to a 

question introduced by a statement of the fact that the government had written into its 

draft budget an allocation of 685 billion yen for covering bad loans of the jusen. Asked 

whom they considered “most responsible for the jusen problem”, 27 percent answered 

“MOF and MAFF bureaucrats”, 20 percent identified the “mother banks”, 19 percent 

identified the jusen, 9 percent identified “real estate companies who received loans”, and 

only three percent identified the agricultural financial institutions. Respondents were also 

                                                  
193 Ibid. 
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asked “what most annoyed [them] in connection with the jusen issue being discussed in the 

Diet”. Forty-two percent identified the “air adopted by lenders and borrowers of not bearing 

responsibility”, 14 percent “the reactive approach taken by the government”, and 38 

percent “the forcing onto the people of the [burden of] cleaning up the bubble.”194  

The people do not seem to have been particularly upset about agricultural finance. 

They do seem to have objected strongly to being made to pay for problems caused by others, 

and by “others” they seem to have had in mind less the agricultural institutions than the 

other players and interested parties. (This poll also showed 65 percent of respondents 

favoring “organizational reform of the Ministry of Finance, such as splitting the Ministry 

up.”)   

The opinion poll most focused on the jusen issue was conducted in April 1996 by 

another major daily, Mainichi Shimbun. This poll agrees closely with the Asahi poll’s 

finding of 87 percent public disapproval of the jusen plan: Asked whether they supported or 

opposed “injecting public funds for resolution of jusen bad loans”, 59 percent of respondents 

called themselves “opposed”, 27 percent called themselves “more opposed than in favor” 

(dochiraka to ieba han’tai), and only 11 percent described themselves as in favor or “more in 

favor than opposed”. Respondents were also asked to identify “up to three people or things 

[they] ‘find intolerable’ in connection with the jusen issue” from a list provided. Six percent 

                                                  
194 Naikaku Sori Daijin Kanbo Kohoshitsu (editor), Heisei 8-nen’ban Seron Chosa Nen’kan: 
Zen’koku Seron Chosa no Gen’kyo, Okurasho Insatsukyoku, 1997, pp. 500-01.  
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identified “favorable treatment of agricultural financial institutions” and four percent 

“officials of the MAFF and the agricultural financial institutions”. Considerably more 

people (17 percent) identified “managers at the mother banks”. By far the greatest number 

of respondents (43 percent) identified “real estate companies who don’t pay their debts.” 

The second most complained-of group (36 percent) was “politicians who don’t return 

contributions received from the jusen.” The “presidents of the jusen” and “former MOF 

officials who had taken jobs in the jusen” tied for third place (32 percent). Seven percent 

objected to “the ruling parties, who are taking a hard line in the Diet”, while 11 percent 

objected to “Shinshinto, which cut off Diet deliberations with a sit-down strike.” The only 

targets of anger identified by fewer people than the favorable treatment of agricultural 

institutions were individual members of the cabinet that had advanced the hated plan. The 

plan’s treatment of agriculture seems to have been, almost literally, the least of the public’s 

objections.  

This poll is unique in asking respondents the most relevant question: what they 

thought should be done with the fiscal 1996 budget bill which included the allocation of the 

first tranche of funds required under the government’s plan. Only 10 percent thought the 

bill should be passed in its present form. Thirty percent said that “the government’s bill 

should be revised”, and another 30 percent said that the budget should be passed after 

deletion of the “the 685 billion yen allocation for jusen resolution.” Fifteen percent favored 

the option eventually chosen: passing the budget “with the 685 billion yen allocation for 
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jusen resolution ‘frozen’” (i.e., with an agreement made not to commit or spend any of the 

685 billion yen until certain accountability safeguards had been put in place).195 

Nikkei writers and editors did not discuss opinion polls often. When they did, even 

they had to acknowledge that anger toward agricultural interests was not a major 

component of public anger toward the government’s plan. Seventy-two percent of 

respondents to a Nikkei poll said simply that “there was no need to spend public money.” 

After some dancing around the interpretation of this finding, the editorial reporting it 

eventually attributed it to anger over “big real estate borrowers who will not pay even the 

interest, let alone the principal, on their loans.” “Not forgiving these people who have 

sought to profit simply by borrowing, but making them pay for dancing on the bubble, is a 

precondition of gaining the public’s acceptance of the jusen resolution”, the editor 

concluded.196  

 

IV.iii. Voices of protest 

The evidence above strongly suggests that while most people objected to the 

government spending their money on jusen resolution, few held this expenditure to be the 

fault of weak agricultural financial institutions. That is, the public saw the government 

bailing out not those institutions, but the other interested parties: the jusen themselves, 

                                                  
195 Naikaku Sori Daijin Kanbo Kohoshitsu (editor), Heisei 9-nen’ban Seron Chosa Nen’kan: 
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196 Nihon Keizai Shimbun, January 28, 1995, p. 2 
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jusen borrowers, and banks. This message is reinforced by two other sources of evidence on 

public sentiment: reports on mass public expressions of anger, and electoral results.  

In March, the major newspapers all carried photos of citizens protesting the 

government’s plan outside the Diet building. A Nikkei article on the demonstration quotes 

several of the protesters, and several people coming out of a local tax office who expressed 

disapproval of the government’s plan to levy taxes for jusen resolution. Given the editorial 

position of the Nikkei, it is striking that not one quoted statement by a protester so much 

as mentions agricultural finance institutions. By contrast, the article contains several 

quotations that frame the tax as a payout to banks and other interested parties. “This is a 

problem of banks and jusen. So why must taxes be paid?”, asked a “salaryman from a 

communications-related company.” A seventy-five year old man who claimed to have 

experienced the great financial panic of 1927 said: “There is no need to rescue people who 

flew into real estate speculation.” An association of people from the Hanshin area, site of 

the devastating earthquake of December 1995, chanted “Rescue earthquake victims before 

the jusen!”. A participant from this association said: “The government rejected calls for 

income assistance to victims, on the grounds of fairness. What on earth do they mean by 

fairness? I feel doubly, triply betrayed.” The banner shown in the accompanying photo, of 

an Osaka citizens’ group, called on banks to “take responsibility.”197  

Also in the first week of March, the Asahi Shimbun reported that local offices of 
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the smaller parties in the ruling coalition were taking great heat from constituents over the 

allocation of budget funds for jusen resolution. In this context, the only sign of voter 

dissatisfaction with the favorable treatment of agriculture was a resolution by the Hyogo 

prefecture legislature, which stated that “the government’s plan has called forth mistrust 

because the responsibility of the Ministry of Finance and financial institutions, 

agricultural financial institutions, and real estate company borrowers has not been made 

clear.”198 This noncommital resolution, which pointedly did not go so far as to call for 

deletion of the 685 billion yen budget item, obviously does not single out agriculture as the 

only interest of whom accountability was demanded. It is also noteworthy that the 

resolution lumps banks and the MOF together as a single vested interest. As we have seen, 

no participant in jusen debates was more unpopular than the Ministry of Finance. In 

picturing the MOF as arguing the banks’ case, the resolution seems, if anything, to call for 

accountability more for banks than for agriculture.  

Direct statements from constituents were less forgiving. An executive of the Kochi 

prefecture Social Democrats (the Socialists until early 1996) stated that “every day we get 

three or four phone calls asking ‘why tax funds are to be used for jusen resolution when 

there are borrowers driving around in luxury cars.’”199 Agricultural associations were 

specifically noted as a source of particularly strong criticism. The Chief Secretary of the 
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party’s Toyama prefecture association pleaded with the government “not to engage in vexed 

questions about maintenance of the credit order, but to say forthrightly that [the 

government’s plan] is to protect agriculture.” An executive in the Hokkaido branch of the 

party complained that “even if we want to oppose it, it is not an atmosphere in which we 

can put our two cents in. I feel an emptiness (munashisa) in the current drift of the 

party.”200  

Opposition to the plan in heavily rural Hokkaido was not likely an expression of 

anger toward agriculture. The largest local daily, Hokkaido Shimbun, tended to be less 

harsh toward agricultural institutions than toward the banks. It did complain in an 

editorial that a mobilization of politicians around the MAFF position had made the MOF 

lower the agricultural institutions’ contribution from one trillion to 530 billion yen, thus 

making a lie of the government’s promise not to promise public money without full 

discussion and popular acceptance.201 However, this same editorial went on to suggest that 

the reason the MOF had failed to secure agreement from the MAFF to a 1 trillion yen 

contribution was that its failure to propose a jusen dissolution in 1992 had caused the sums 

outstanding to agricultural institutions to swell and weakened its capacity to demand 

sacrifices of others.202  

The paper certainly did not call for reversing or reconsidering the concession to 

                                                  
200 Ibid. 
201 Hokkaido Shimbun, December 18, 1995, p. 2. 
202 Ibid. 



 193

agriculture. Moreover, its reporting on disputes over the loss shares of banks and 

agriculture generally took a rather different tone from this editorial’s. Both before and after 

the agriculture sector’s contribution was set, it prominently reported on government efforts 

to make banks, especially the largest banks, up their contribution. In this reporting, the 

paper did not suggest that there would be anything wrong with the banks doing this. 

Rather, it framed this as major banks moving off their hard-line “lender responsibility” 

position, gently criticised the major banks for not conceding on this point more 

unambiguously, and attributed the ambiguity to a failure of the MOF and the leading 

banks to lead nation’s smaller banks effectively.203   

Also in early March, 10,000 Shinshinto supporters gathered in the Budokan in 

central Tokyo as a “Central Resistance Committee” demanding “no tax money for the 

jusen.”204 This, admittedly, says nothing about who these supporters thought should bear 

the burden which the government had assigned to taxpayers. This clear statement that the 

burden should be removed from taxpayers, however, must be seen in the context of the time. 

At the beginning of March, the MOF-government tactic for overcoming opposition to its 

plan was to propose that the 685 billion yen budget allocation eventually be balanced 

mainly by taxes on bank profits to result from future restructuring. Shinshinto had 

mobilized its supporters to express and back up its resolve not to allow the government to 
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paint this proposal as a concession to the opposition.205  

As both newspaper reporters and a man on the street pointed out, this proposal 

did not actually mean an increase in taxes on banks; if cutting personnel and other costs 

were to result in higher bank profits, banks’ tax payments would naturally increase. It was 

not proposed that they pay a special tax, but only that they continue paying their corporate 

taxes at an unchanged tax rate. This proposal was itself something of a concession to 

banks; senior members of the LDP were calling for getting the banks not to record their 

jusen loan writeoffs as losses, and for taxes on the writeoff amounts to be put into a special 

fund for paying down jusen resolution costs. 

Quotations from street protesters are available also from April. Demonstrations in 

front of the Diet buildings were intensified when, on the tenth, in exchange for a ruling 

party promise to “freeze” the funds allocated for jusen resolution and to set up a special 

committee in the Diet to discuss all jusen-related issues at length, Shinshinto dropped its 

opposition to bringing the government’s budget to a vote. Many protesters blasted this as a 

“dango settlement”206 and demanded what Shinshinto had demanded through March: a 

budget without funds allocated for jusen resolution. Again, the absence of complaints about 

                                                  
205 Asahi Shimbun, March 5, 1996, p. 1 
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agricultural insitutions and the presence of complaints about banks and other interested 

parties is striking. A Kansai University professor serving as representative of a citizens 

group called the “Shareholders’ Ombudsman” is quoted as follows: “This seems an 

agreement reached through opaque dealings between the ruling and opposition parties, 

reached without the locus of responsibility or the facts of the case having been revealed. I 

want them to deliberate on revisiting the allocation of burdens, after the responsibility of 

actors such as the mother banks and so forth (botaiko nado) has been made clear by 

government investigators.”207 A representative of a Fukuoka consumers’ group similarly 

singled out the banks: “Pursuing jusen resolution without repentant self-examination 

(hansei) of the banks will only increase confusion in the credit order.”208   

Organized labor also came out against the plan. Complaints about its favorable 

treatment of agriculture did not figure in any of the denunciations of the plan by labor 

groups which I have found in either the Nikkei or the center-left Asahi Shimbun.  

Consumer organizations opposed the plan strongly. What bothered them most 

decidedly not the plan’s favorable treatment of agriculture. Mizuhara Hiroko, whom we 

quoted in our discussion of the Tokyo credit union controversy, said the following to a 

reporter: 
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If you’re going to talk about who is suffering, it’s not so much the financial 

institions who greedily gobbled up improper profits (bori wo musabotte kita) in the 

bubble as it is ordinary people. At the time, they fanned the flames and got us to 

buy houses. Why don’t they do tax deductions for ordinary people suffering with 

loans because of the fall in the price of assets? …The first thing to do is show 

clearly the basis for throwing the cost of financial institutions’ unpaid loans onto 

ordinary people, and disclose who is going to get the big amount of tax money 

being used.209 

This can be read as damning both banks and agricultural institutions, though the 

references to wrongdoing and to “getting us to buy houses” would seem to apply more to the 

banks. The longest and most detailed statement by a consumer representative published in 

a major newspaper, however, stated as plainly as possible that the necessary condition for 

legitimately taxing the public for jusen resolution was that the mother banks be made to 

pay as much of the costs as possible. Writing as a representative of the Tokyo Consumers 

Center, Hashimoto Kuniyo argued as follows: 

 

In light of the history of the jusen’s formation, their character, the excessive [bank] 

involvement in their operations, the dispatch of executives, the process by which 

they failed, and the history of the formulation of jusen restructuring plans, 
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managerial responsibility should basically be borne by the mother banks together 

with the jusen themselves, and the debts of the failed jusen should be paid by the 

mother banks. 

 

The claims held by agricultural institutions and others should be repaid in full. 

Mother banks who can’t bear this burden should fail, and public funds be put into 

mother banks for the purposes of small deposit payout and providing cash flow 

offsetting their bad loans. By this means, mother bank responsibility would be 

pursued in a thoroughgoing way.210 

 

IV.iii. Electoral evidence that few desired harsher treatment of agriculture 

If one is inclined to doubt the significance and representativeness of these samples 

of voter opinion, the electoral fortunes of the Communist Party in 1996 are harder to ignore. 

The Communist Party quickly adopted a position of condemning the government’s plan as 

not imposing a large enough burden on the banks, and condemning Shinshinto for taking 

money from banks to represent their interests in the dispute. It declared that 

“responsibility of the agricultural institutions is not the core of the issue (kakushin).”211 In 

an extraordinary Kyoto mayoral election held in February after the death of the incumbent, 
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the candidate endorsed by the three ruling parties and the opposition Shinshinto and 

Komeito barely defeated the Communist Party candidate, 222,579 votes to 218,487.212 

Nobody doubted that the Communist Party’s success in attracting uncommitted voters was 

largely due to its staunch opposition to the use of tax money for jusen resolution.213   

In a late-March by-election to fill the upper house seat from LDP-stronghold Gifu 

prefecture, the Communist party picked up three times as many votes as it had in the same 

constituency eight months earlier214, winning more votes than any other party from voters 

who identified as not being supporters of any party in particular and the votes of 38 percent 

of those who identified themselves as supporters of the Social Democrats.215 The ruling 

party candidate, the widow of the 1995 election winner who had taken 62 percent of the 

vote that year, took less than 51 percent of the vote in this election that was billed as a 

referendum on the jusen plan. With only five percent of voters identifying themselves as 

Communist Party supporters, the party took over 20 percent of the vote.216 The ruling 

parties’ narrow victory, and the Shinshinto’s failure to capitalize on voter anger, led 

observers to predict (accurately) that Shinshinto and the LDP would soon reach a 

compromise on the jusen plan, whereby the government would agree to delay 

implementation of its jusen budget pending multi-party talks and Shinshinto would agree 

                                                  
212 Nihon Keizai Shimbun, February 26, 1996, p. 1 
213 Nihon Keizai Shimbun, February 26, 1996, p. 2 
214 Asahi Shimbun, March 25, 1996, p. 2 
215 Asahi Shimbun, March 25, 1996, p. 3 
216 Ibid. 
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to end its Diet sit-down strike.217  

 The results of the long-anticipated lower house general election, ultimately held 

in October, were in a way even more dramatic. Only two parties increased their seat totals: 

the LDP, which had most strongly defended the jusen resolution plan while allowing senior 

party members to threaten banks with demands for more money, and the Communist Party, 

which had rejected both the government’s plan and a Shinshinto alternative as too easy on 

the banks. The Social Democrats and Sakigake almost disappeared completely, failing to 

find candidates who could beat the former members who defected to a new opposition party, 

Minshuto, in September. Minshuto did well to break even, coming out of the election with 

as many seats as it entered the campaign with. Shinshinto, which since December at least 

had placed great hope of winning seats from the LDP in its jusen stance218, actually lost 

seats.  

Whatever protest vote there was in the election went to the Communists. Entering 

the election with only fifteen seats, the same number as the remnant of the Social 

Democrats who had not defected to Minshuto, the Communists picked up eleven.  While 

this gave the Communists only five percent of all lower house seats, it must be recognized 

that half the seats were filled by single district, first-past-the-post races. The party’s vote 

share in proportional representation contests was 13.1 percent, 3.6 percentage points 

                                                  
217 Asahi Shimbun, March 25, 1996, p. 2 
218 Yomiuri Shimbun, December 22, 1995, p. 2 
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higher than its 9.5 percent share of the proportional district vote in the 1995 upper house 

election, itself a remarkable total for a party that throughout the 1990s had never scored 

much above 2.5 percent in national polls of party preference. Its total vote share was just a 

shade under that of Minshuto, which retained its 52 seats thanks mostly to incumbency 

and partly to vote-share-to-seats translation rules that made its votes in the proportional 

representation districts slightly more valuable than the Communists’. These rules also 

helped Shinshinto considerably: had proportional representation votes been strictly 

proportional to seats won in the proportional election contest, Shinshinto would have lost 

seven more seats than it did lose. 

This piece of Shinshinto good luck, of course, was balanced by its bad luck in 

having to contest for single-member districts against the LDP machine. One percent of the 

total vote in single member districts was worth 3.42 seats for Shinshinto, 4.38 seats for the 

LDP. But LDP gains and Shinshinto losses were not just the old story of over-represented 

farmers and under-represented urbanites. Even in the single-member district competition, 

Shinshinto claimed a lower vote share than it had in 1995 in 21 of 31 prefectures for which 

comparison is possible, with some of its larger losses coming in the prefectures Chiba (an 

8.2 percent decline) and Saitama (9.8 percent),which are largely suburbs of Tokyo. In the 

great business city of Osaka, its share of the vote fell 5.1 percent, in Tokyo 2.9 percent. If its 

biggest losses of share in single member districts came in heavily rural prefectures, so did 

its biggest gains. More importantly, where it had beaten the LDP in the 1995 proportional 
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representation contest by 3.5 percentage points, it lost to the LDP by 4.8 percentage points 

in the proportional representation contest of 1996.  

Shinshinto lost the elections of 1996 fair and square. It lost to the LDP – to a party 

in long-term decline that had put itself on the wrong side of almost 90 percent of the 

population on the most prominent political issue of the year; to a party whose two top 

officials (prime minister and kanjichou) had taken campaign contributions from the most 

hated people in the country, big bankrupt jusen borrowers. The voters who should by all 

rights have come into the Shinshinto camp – voters without a strong party preference who 

opposed the government’s jusen plan – voted Communist or stayed home, in an election 

that set the postwar record for low voter turnout. The winners of the election were the two 

parties who showed the greatest solicitude for agricultural finance.  

 

V. Conclusion 

It would appear that the populist, vote-winning position on the jusen resolution 

was to oppose the tax, leave agriculture alone, and call for making those who ran or 

borrowed from the jusen bear the costs. This raises the question of why no party other than 

the Communists should have taken this position. The next chapter addresses this issue. 

What we can say at this point is that it strains credulity to claim that the way to gain 

public support for publicly funded jusen resolution was to frame it as a clean-up of the 

inefficient agricultural finance sector. 
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Chapter 6: The Jusen Controversy (Part 2): The Parties and the Nikkei 

 

I. Introduction 

The high degree of public interest in the government’s plans for the jusen, and the 

fact that from an early date these plans involved use of budget resources, meant that the 

decision of what to do with the jusen would have to be made by the Diet. Jusen resolution, 

and the state response to the larger bad loans problem, would thus be strongly shaped by 

interaction of the Diet parties. 

The party that requires the closest attention in this context is the largest 

opposition party, Shinshinto. The ruling parties can be said to have done little more than 

strike a compromise between two major LDP constituencies and stick with it. Agriculture 

demanded full repayment of the principal of its loans to the jusen, and banks stated 

repeatedly that the losses they agreed to in December were the most they would agree to. 

In spite of highly visible and persistent back-bench pressure to reconsider219, the ruling 

party leaders basically respected these lines in the sand. This meant resigning themselves 

to being on the wrong side of the public, which showed itself highly opposed to paying the 

difference between unrecoverable loans to the jusen and the writeoffs taken by jusen 

                                                  
219 Opposition within the LDP mainly called for putting off the plan to use public money; 
Sakigake and the Socialist/Social Democratic parties were more visibly divided between 
advocates of agriculture and advocates of the banks.  
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creditors. The plan announced in December was the plan passed in June, though shortly 

before its passage in the Diet and for months thereafter the ruling parties made an attempt 

to quiet public anger by pressuring banks to assume a larger share of the costs than was 

strictly required of them by the plan and by moving to punish the Ministry of Finance.220 

We have already noted that the Communist Party consistently opposed the public 

borrowings and called for costs of the jusen resolution to be borne by the banks. We have 

also noted that this position was a highly effective popular vote gathering tactic.  

In light of the extreme unpopularity of the government’s plan to use public funds 

to cover costs of jusen resolution, and of the fact that the public clearly seemed more 

interested in imposing greater costs or other punishment on the banks than in imposing 

                                                  
220 In April, the ruling parties launched an abortive gambit to outflank Shinshinto as 
representatives of the public’s anger going into the meetings of the lower house special 
committee set up to discuss the jusen issue, announcing that they had decided that the 680 
billion yen budgeted as an initial public contribution to jusen resolution costs should come 
instead from the banks. Some in the ruling parties suggested that the banks should be 
helped to raise this sum by a change in the tax rules governing writeoffs of bad loans. The 
ruling parties pointed out that this opened the possibility of never spending the money they 
wanted appropriated in the budget. This option met firm resistance from the banks. (Nihon 
Keizai Shimbun, April 27, 1996, p. 1) The ruling parties quietly dropped that appeal. From 
earlier that month until well into the next year, the government frequently emphasized 
that it would seek contributions from banks to the fund for secondary losses higher than 
their pro-rata share. In 1997, banks would agree to these contributions. The most 
significant ruling party move in this direction, however, came after the passage of its 
legislation in the selection of a president of the jusen resolution body. It was reported that 
the MOF attempted to place somebody from the private finance community in the post but 
found no takers, upon which a representative of the junior coalition partner Sakigake 
prevailed upon the cabinet to select a fellow lawyer with a history of aggressively and 
effectively representing consumers against large corporations. (See Nihon Keizai Shimbun, 
September 30, 1996 (evening edition), p. 3.) Nakabo Kohei proved consistently and 
effectively hostile toward banks and the managers of the insolvent jusen, and was almost 
universally acknowledged as doing an excellent job of saving the public money through his 
skilled and aggressive action on loan recovery.  
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such costs or punishment on agriculture, Shinshinto faced a powerful incentive to imitate 

the Communists. As a party looking to use the jusen issue to inflict a decisive defeat on the 

LDP, it almost faced an imperative to do so. Shinshinto, however, adopted a very different 

tactic. Its choice would have great consequences, not only for its electoral prospects but for 

the course of the jusen debate.  

As we will see, Shinshinto passed up the temptation to play populist politics with 

the jusen. While it did oppose the government’s plan, it did so on grounds in profound 

tension with each other, aligning itself more closely with bank interests than any other 

Diet party. More simply put, it adopted the Nikkei thesis as a central component of its own 

rhetoric. This arguably hurt the party’s electoral chances by compromising its attempt to 

represent public opposition to paying banks for their misdeeds with public funds. It 

complicated the jusen debate in the following way. 

Aligning itself fully with the public and against the government would have forced 

the government to make a choice: enact its plan entirely on its own responsibility, or do 

something to address the public’s objections. Showing itself to be concerned that banks get 

a sufficient share of the government’s proposed expenditures made it unnecessary for the 

government to make this choice. In other words, Shinshinto encouraged the LDP to wait 

Shinshinto out. The government’s decision to do just that is the proximate explanation of 

delay on the jusen: had the ruling parties despaired of Shinshinto ever consenting to or 

providing political courage for their plan, they would likely have enacted, abandoned, or 
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changed the plan in January. More importantly, the hope that Shinshinto would come 

round (as it eventually did) freed the LDP of the need to do much toward making the 

banking system more accountable to public demands for honesty and probity. Above all else, 

what the LDP needed was to neutralize Shinshinto as an opponent of the corruption over 

which the LDP had long presided. Shinshinto helpfully neutralized itself.  

The LDP was thus let off the hook – both for ignoring the bad loan problem to that 

point, and for introducing a plan to eliminate some bad loans which the public could not 

accept. The more important consequence, however, was that the status of bad loans as a 

third rail of Japanese politics was enshrined. The LDP had courted danger by proposing to 

spend public funds; the opposition had proved that it was on safe ground opposing such 

expenditures and on dangerous ground when it entered into negotiations on how the funds 

should be spent.  

It is important to recognize the role played in this process of putting use of public 

funds politically off limits by demands that public funds be used in the interests of the 

strongest firms and against the interests of weak firms. Building public acceptance for the 

use of public funds required efforts to persuade the public that its money would not be used 

to reward the guilty. The leading opposition party and the leading journal of expert opinion 

made every effort to confirm the public in its conviction that the government’s plan grossly 

violated that condition. The proof they demanded of a government commitment to real 

accountability, however, was a decision to get tough with small and weak lenders, the very 
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cateogry of people the public held least in need of harsh treatment. This fact reveals a 

general elite unwilligness not only to put higher priority on resolution of the bad loans 

problem than on imposing conditions for accepting resolution, but also to foster the 

essential condition of speedy resolution of the crisis, public credibility.  

The next section of this chapter documents the persistent internal tension in the 

Shinshinto position on the jusen. Following this discussion, we will see that the internal 

tension in that position amounted to incorporation of the Nikkei thesis; that is, we will see 

that what Shinshinto was getting at in its demands was expressed more clearly and bluntly 

by Nikkei writers, and that the Nikkei thesis was an attempt to transform a question of 

fairness into a question of economic policy ideology. The preeminent organ of business 

opinion was hopping mad at the government for not making the promotion of strong-bank 

interests its basic principle of bad loan policy; and Shinshinto, which stood to achieve no 

less than making itself the public’s guarantor in finance policy formation, instead made 

itself a vehicle of the Nikkei’s ideological campaign.   

 

    

II. Shinshinto’s ambivalent message 

Shinshinto adopted its ambivalent stance early on. In an economic stimulus 

proposal released September 19, the party called for “a resolution of the [jusen] issue based 

on mother bank responsibility, tempered or alloyed by responsibility of ‘lenders’, including 
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agricultural financial institutions.”221  This position fits comfortably within the positions 

being debated at this time in the ruling parties. All it meant in substantive terms was that 

banks should take losses larger in proportion to their loans than the losses to be taken by 

agricultural institutions, and on this point there was already nearly general agreement. 

The ambiguity was in the reference to an “alloy” of “lender responsibility.” What allocation 

of costs between banks and agriculture it envisioned is not clear. This was, however, a 

harder line against agricultural institutions than had been presented as the consensus 

position of any Diet party at the time. No party was in favor of a strong version of “lender 

responsibility”, under which creditor losses would be distributed on a strict pro rata basis. 

But no other party made a point of using the term at all.  

Later in the month, the most prominent Shinshinto member and the chair of its 

“Headquarters of the National People’s Movement against Use of Tax Money for the Jusen”, 

Ozawa Ichiro, made clearer his preference for imposing heavy costs on agriculture. “It’s 

elementary that agricultural coops, like anybody else, should bear responsibility”, he said 

in a press conference. The Asahi Shimbun interpreted this as holding “lender 

responsibility” to be “a matter of course.”222   

As public opinion hardened against the government’s plan, Ozawa and the rest of 

the party modulated their positions, putting greater emphasis on different objections to the 
                                                  
221 Asahi Shimbun, September 20, 1995, p. 7. The word translated here as “alloy”, kami, 
could also be translated “tempering”, “spice”, or “supplement”. The ambiguity of tone, of 
course, accords well with the basic ambiguity of the position.    
222 Asahi Shimbun, September 27, 1995, p. 7 
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government’s plan for public expenditures. But Ozawa continued to hammer away at 

“lender responsibility”. In a public debate with his rival for the top post in the party, Ozawa 

argued: “Basically, [the jusen resolution] should be done on the basis of individual 

responsibility. Bankruptcy is unavoidable, and if managers did things to violate trust 

(hainin’), they should be pursued. Without that, putting in tax money is absolutely 

unacceptable.”223 The rhetorical move here was to condition public expenditures on pursuit 

of “managers” (meaning of and banks and jusen), but with lender responsibility positioned 

as the basic principle of burden allocation. Pursuit of managers was a populist appeal 

known to resonate well, pursuit of lender responsibility an appeal to those managers. His 

opponent, Hata, took a safer, more abstract position, more focused on process than on the 

material question of cost allocation: “It is necessary to make clear where the responsibility 

lies. In the process of [interparty] discussions, I might press for dissolution of the Diet.”224  

This retreat into process and abstraction proved to be the leading tactic of the 

party as a whole. Calls for making clear who bore responsibility before any public money 

was spent outnumbered explicit calls, like Ozawa’s, for lender responsibility. For example, 
                                                  
223 Asahi Shimbun, December 22, 1995, p. 2. The expression translated here as “individual 
responsibility” is the ideologically freighted jiko sekinin. It can also be translated “buyer 
beware”. In this context, it meant that lenders should bear the responsibility and the risk 
of their own loans. During the Iraq War, prime minister Koizumi would cause a minor 
worldwide scandal by using the expression to criticise four idealistic young Japanese who 
had gotten themselves kidnapped in Iraq after entering the country on their own, 
apparently seeking to be of help somehow to suffering Iraqis. The unavoidable 
“bankruptcy” referred to is bankruptcy of the jusen, with a court-appointed receiver taking 
over the jusen’s assets and allocating them, in principle on a pro rata basis, among their 
creditors.    
224 Asahi Shimbun, December 22, 1995, p. 2 
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the party’s March sit-down strike was preceded by an on-again, off-again boycott of budget 

committee hearings on the jusen plan. The grounds the party gave for its boycott was the 

government’s refusal to state plainly and provide documentary evidence of the basis on 

which it had calculated the appropriate contributions of banks, public, and agriculture to 

jusen resolution costs.225 This demand for evidence was consistent with a wide variety of 

substantive positions, as it called into question the shaky credibility of all who had 

participated in the design of the government’s plan. The demand, in other words, was to 

show the public all the facts before ordering it to pay to cover contracts concluded by the 

interested parties and monitored by the bureaucrats. 

 But mixed in with such demands for transparent process and suggestions of 

indifference on the resulting distribution of losses, we find more or less explicit demands 

that agriculture be made to bear bigger losses. The following statement by Shinshinto 

lower house budget committee member Noda Takeshi is typical of the Shinshinto synthesis: 

[The government] talks about [the need to protect] “the finance order.” But the 

finance order means that those who borrow money pay it back. What kind of 

finance order is it in which if one does not pay it back, somebody will be kind 

enough to fill in the gap with tax money? …  

 

From fear of some temporary confusion, things are left to some vague resolution, 

                                                  
225 Nihon Keizai Shimbun, February 1, 1995, p. 1 
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on the basis of a logic difficult to understand, through, let us say, a “consultative 

format”, or, more clearly, a collusive arrangement. Then, if one asks on what basis 

which financial institutions have borne what burden, no logical answer is 

forthcoming, merely the result of a shoving match…. 

 

Why can’t we take a straightforward approach of telling agricultural cooperatives, 

“I know it’s hard, but you have to restructure, and we will cooperate with you in 

the restructuring”? We should have the courage to do that. But you don’t do that; 

instead, you say, “the money we are spending is not being spent on behalf of 

agriculture.”… It’s as if you just don’t want anything said about what you’re doing, 

as if you have decided that you simply must keep a lid on the whole issue. I think 

that this [rather than anything we are proposing] is unfair to serious, 

hardworking (majime) farmers. … 

 

What is needed at this moment is that this opportunity be used to effect a truly 

fundamental renewal and replacement (sasshin) of Japan’s finance system. What 

is needed is to build in Japan a finance system that makes sense under 

international standards, one of high transparency in which individual 

responsibility (jiko sekinin) and the law rule throughout.  
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There are issues of responsibility that must be attended to in various areas. If I 

had enough time I would talk about that. But let me proceed.  

 

In that context [of pursuing responsibility], the time has come when agricultural 

financial institutions must radically restructure.  

 

Let me then state the principles that should be followed for the resolution. First, 

tax money absolutely should not be used to cover unpaid loans. That’s the number 

one thing – not using this scheme, whereby the people’s blood tax is to be poured 

into the hole created by unpaid loans. Next, for adjusting the debt claims arising 

from the failure of the jusen, use something like bankruptcy law (hasanho)226… 

First apply hasanho, and then if necessary change civil laws and laws governing 

                                                  
226 Noda’s choice of wording here is significant. The general term for bankruptcy law, 
covering all kinds of bankruptcy proceedings, is tosanho. Hasanho is applied to cases in 
which no attempt is made to allow the debtor to continue operations, and the debtor’s 
assets are taken and used to pay off the creditors. Neither Shinshinto nor the Nikkei ever 
challenged the government’s assertion that under this law payments to banks, agricultural 
institutions, and the other jusen creditors would be determined essentially by the 
respective amounts they were owed. That is, if agricultural institutions held 45 percent of 
all loans to the jusen, they would get 45 percent of whatever money could be recovered from 
the jusen, and the holders of the other 55 percent of the loans would get the other 55 
percent of recovered money. Under such an arrangment, agricultural losses would have 
been well over 2 trillion yen, and perhaps as much as 3 trillion, while banks would have 
paid no particular penalty. This principle of hasanho, as we have seen, was not fully 
dispositive. It is striking, however, that one of the party’s leading speakers on the issue 
would promote this option, even with the qualifer “something like”. As we will see, the 
party would eventually correct this misstep, calling for the application of bankrutpcy 
proceedings that allowed greater flexibility in determining the allocation of losses between 
banks and agriculture.   
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fraud to ensure a [fair] handling [of the jusen failure]…. 

 

Next, restructure agricultural finance. In the process… apply a principle of 

protecting deposits in these institutions, and if it is necessary for that purpose 

revise the deposit insurance system. Shouldn’t we develop a public assistance 

system, in the interest of agricultural finance restructuring?   

 

Finally, it would be worth thinking about… incorporating a monitoring or checking 

system into the public administration of finance.227  

 

Touching first on the public demand that its money not be spent, and moving 

through the complaint of opacity in the state’s decision rationale, Noda eventually makes it 

clear that what he advocates is using public funds to consolidate agricultural finance and 

even the entire system of agriculture coops. What starts as an appeal to the public becomes 

advocacy of an agenda of no interest to most people. Put differently, the appeal embraces all 

possible contradictions. Loans must be paid back, but policy must proceed on the 

assumption that they will not. No money must be spent to cover unpaid loans, but the state 

must provide money to aid restructuring of financial institutions damaged by unpaid loans. 

                                                  
227 Kokkai Kaigiroku, Dai 136 Kokkai, Shugiin, Yosan Iinkai, Dai 2-go, January 30, 1996 
(afternoon session) 
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The government is being unfair to farmers by helping them while pretending not to. 

Bankruptcy proceedings will produce an unfair outcome, so laws must be changed, but 

bankruptcy proceedings must start first.    

Eventually, in March, the party translated the demand for clear responsibility into 

a full-blown alternative proposal to the government’s. Interestingly, this alternative 

proposal called for the jusen resolution to be handled in a courtroom, through standard 

bankruptcy proceedings. The call for bankruptcy proceedings was an echo of the Nikkei 

position, and calls for bankruptcy were the only acts of Diet members which the Nikkei 

praised in covering the jusen debates.228 However, Shinshinto took care to disavow a 

preference for pro rata loss taking. Under the Shinshinto plan, the jusen would be handled 

under the Kaishakoseiho, the law governing Chapter 11-type bankruptcies, from which the 

bankrupt was generally expected to emerge and continue functioning.229 Losses to be borne 

by the jusen’s creditors would not be determined mechanically. Instead, an independent 

body (tokushu hojin) armed with state investigative authority would be established to 

serve as the receiver for the jusen, and would recommend terms of a settlement to be 

approved by the court, following a thorough investigation of the facts of the case. Further, 

                                                  
228 See, e.g, Nihon Keizai Shimbun, February 1, 1996, p. 1 
229 This would have been, incidentally, a somewhat novel use of the law. Opinion in the 
legal community was divided over whether this work-out type bankruptcy process could be 
applied to the jusen, who were definitely to cease to exist. (See Asahi Shimbun, March 15, 
1996, p. 1.) The LDP held that it could not, and cited for its authority an article by a sitting 
judge on the court that would hear a jusen bankruptcy case. (See remarks of Kaneko 
Yoshikazu in Kokkai Kaigiroku, Dai 136 Kokkai, Shugiin, Kinyu Mondaito ni kansuru 
Tokubetsu Iinkai, Dai 5-go, May 30, 1996.) 
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this receiver body would be instructed to “take fully into account the great responsibility of 

the mother banks for the failure of the jusen.”230   

This Shinshinto plan was truly confusing on many counts. In its first line, it states 

that “tax money should not be injected for resolution of the jusen because they are private 

companies without depositors.” Plainly, however, it did envision spending tax money, as 

Norin Chukin, a large bank that acts as a central bank for agricultural finance instutions, 

would receive Bank of Japan loans guaranteed by the state. While emphasizing the heavy 

responsibility of banks, it also clearly envisioned imposing greater burdens on agriculture 

than demanded by the government’s plan: The BOJ loans to Norin Chukin were to be used 

to support individual agricultural coops and their prefectural associations “in consideration 

for the circumstances of agricultural cooperatives and related organizations… who, as 

cooperative organizations, are poor in reserves”, and these funds were to be connected with 

“a fundamental reform of agricultural finance.”231 As it was universally agreed, and a 

premise of the Shinshinto plan, that many agricultural coops were in difficult financial 

straits, loading them up with new debt and leaving open-ended the losses they would have 

to take on their jusen loans would surely lead to some of the BOJ loans not being repaid. 

Eda Satsuki, who served as the party’s point man in publicly arguing the technical merits 

                                                  
230 Shinshinto, “Concrete Policy concerning Jusen Resolution”, printed in Asahi Shimbun, 
March 15, 1996, p. 6 
231 Ibid. The reference to low reserves is explained by the fact that the profits of 
agricultural financial institutions were routinely used to subsidize the loss-making 
businesses of agricultural cooperatives of which they were a part, such as agricultural 
equipment manufacture and leasing.  
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of the the Shinshinto proposal, argued that if BOJ loans were ultimately paid from deposit 

insurance, no tax would be required.232 But the document in which Shinshinto presented 

its proposal did not say that these loans would ultimately be paid from deposit insurance 

funds, and paying out of deposit insurance would in any case have required an infusion of 

public funds into deposit insurance. Even with the four-fold increase in deposit insurance 

rates contained in the government’s legislation (Shinshinto did not propose raising it 

further), it would be many years years before enough had accumulated in premiums to 

cover the initial injection, even assuming that no other bank failures requiring use of 

deposit insurance funds occurred.  

Also, a contradiction was embedded in the mandate of the receiver body to be 

established. On the one hand, its recommended settlement was to reflect the results of its 

through examination of responsibility. On the other hand, as a receiver in corporate 

restructuring proceedings, it would have to present a plan agreed to by the holders of 

two-thirds of all claims on the jusen. This meant that either agriculture or the banks would 

be able to block any proposed settlement. This meant, in turn, that the work of brokering 

agreement among the interested parties would have to start all over again. The ultimate 

terms of agreement might change as a result of the receiver body’s discoveries; the receiver 

body might shame one or both sides into taking larger losses than required under the 

government’s plan, or even hold the threat of damaging disclosures over their heads to 

                                                  
232 Asahi Shimbun, March 15, 1996, p. 7 
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pressure them to accept worse terms than they hoped to secure in another court. But this 

was by no means guaranteed. The pressure to reach a settlement, any settlement, would be 

sure to compete with the desire to make a settlement somehow reflect all the facts of the 

case.    

The political merit of the proposal was that it would at least defer the ultimate 

expenditure of public funds until completion of the investigation into who had done what to 

cause the jusen’s failure. (The Shinshinto point man for the plan, Eda Satsuki, estimated 

that a restructuring plan would be approved within about two years of the body’s 

acquisition of jusen assets.233) But there was no reason to think that it would end up 

costing less than the government’s plan. Further, its guarantees of accountability for banks, 

jusen borrowers, and jusen managers were no stronger than those embodied in the 

government’s plan.  

One of the selling points of the Shinshinto plan was that the public interest 

corporation set up to serve as receiver of the insolvent jusen would have subpoena authority. 

In contrast, the jusen resolution body proposed by the government would be a joint stock 

corporation charged with collecting as much as it could on the jusen’s assets. But this joint 

stock corporation would have the legal obligation to report any evidence of crimes, and 

could hope for the energetic cooperation of the deposit insurance body, the National Police 

Agency, and the Ministry of Justice, which were themselves gearing up for concentrated 

                                                  
233 Asahi Shimbun, March 15, p. 7 
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investigations of jusen-related criminal activity.234 Much would depend on the desire of 

officials of the collection body and (other) state authorities to investigate illegal activity, 

and Shinshinto could not promise any more in this regard than the government could. 

Meanwhile, either body would have a distinctive organizational incentive to pursue 

evidence of criminal activity. For the joint stock company, the incentive would be to 

maximize the amount it collected and thus to minimize the ultimate charge on the people. 

For the public interest company, the incentive would be to bring the creditors to agreement.  

Further, though this was not decided at the time of the plan’s adoption by the Diet, 

the staffing of the top posts in the collection body promised as strong a commitment and as 

much effectiveness at getting to the bottom of the complicated arrangements of jusen 

business and making policy reflect factual findings as the Shinshinto’s proposed subpoena 

power for a receiver. The three executives immediately below the president would come 

from the National Tax Agency (senmu), the MOF (jomu), and the National Police Agency 

(jomu). The four posts immediately below this executive director level would be evenly 

divided between lawyers and people from the finance community.235 236  

                                                  
234 Nihon Keizai Shimbun, January 10, 1996, p. 39; January 30, 1996, p. 5; February 4, 
1996, p. 1; February 8, 1996 (evening edition), p. 15 
235 Nihon Keizai Shimbun, July 9, 1996, p. 7. 
236 The status of lawyers in Japan is quite different from that in the United States. For one 
thing, there are far fewer of them. Becoming a lawyer requires passing an exam which well 
over 90 percent of applicants fail. They are in this sense as much an elite as the highest 
bureaucrats, though less powerful. They also work hard to emphasize the public-interest 
character of their work. Also, at this time, companies doing third-party debt collection had 
to be headed by lawyers. The purpose of this restriction was to protect debtors from 
predatory and strong-armed tactics; but it meant that they had a distinctive claim to 
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Also not assured at the time of the plan’s adoption but significant was the public 

attitude of and toward the body’s president. The saltly lawyer Nakabo immediately and 

consistently described his mission as saving the “blameless nation”237 from having to pay 

more than absolutely necessary for what he freely painted as widespread illegality and 

endemic lack of concern for the law on the parts of jusen managers and banks. He even 

occassionally held out the prospect of saving the public from having to pay anything by 

aggressive collection from borrowers and pressure on banks to assume losses rightfully 

theirs but left out of the government’s plans. Shortly after the collection body was 

established in July, he emphasized that he would use criminal complaints as a weapon to 

maximize collections.238 He also threatened civil suits against banks who had “introduced” 

jusen to their borrowers, demanding that banks recognize the collection body’s right to 

collect from those borrowers first.239 His bark was perhaps worse than his bite in these 

areas: the organization’s website gives figures of about 10 billion yen collected from five 

banks, ten other companies, and 43 individuals in civil actions.240 And of the 189 criminal 

cases brought, the vast majority seem to be unrelated to the jusen affair.241 He also lost a 

                                                                                                                                                        
expertise essential to the function of the jusen resolution body. Prominent representation of 
the police was also essential, as it was universally understood that one of organized crime’s 
most important fields of activity was frustrating efforts to collect on real estate loans.   
237 Nihon Keizai Shimbun, August 31, 1996, p. 4.  
238 Nihon Keizai Shimbun, July 26, 1996, p. 3.  
239 Nihon Keizai Shimbun, December 2, 1996, p. 5.  
240 URL: http://www.kaisyukikou.co.jp/intro/intro_004.html#4 
241 URL: http://www.kaisyukikou.co.jp/intro/refer_005.html. In 1999, the body absorbed 
the Resolution and Collection Bank (Seiri Kaishu Ginko), which was formed in 1996 from 
the bank established in the 1995 dissolution of the two Tokyo credit unions, to become the 
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major fight with the banks in 1997. Claiming that assets acquired by the body were worth 

billions of dollars less than it had paid for them, he demanded in a press conference at the 

Ministry of Finance that banks up their losses by that amount. He was forced to settle, 

however, for banks forgiving interest on the portion of their loans to the RTC used to 

purchase that portion of the assets.242 His goal of collecting enough money through 

lawsuits, auctions, and pressure to prevent the public from having to pay for “secondary 

losses” proved unattainable. After keeping up a pace of collections for about two and half 

years that would have meant attaining that goal in seven years, the RTC’s collection 

performance dropped sharply and steadily for the next eight years to a mere trickle.243 

However, his efforts and rhetorical stance were just what the environment of 

public opinion required – so much so that an anonymous politician would be quoted as 

saying, after the first year of RTC operations, “that guy would make a good prime 

minister.”244 Equally importantly, it is clear that Shinshinto’s proposed receiver had no 

chance of doing better at making banks, jusen, and their managers pay for their role in the 

jusen mess.   

The most striking thing about the Shinshinto proposal, however, was that while 

being extremely vague on what a fair distribution of jusen costs would look like, and on the 

criteria that should be used to determine such a distribution, it nevertheless suggested a 
                                                                                                                                                        
Resolution and Collection Corporation (Seiri Kaishu Kiko).  
242 Nihon Keizai Shimbun, October 11, 1997, p. 5.  
243 URL: http://www.kaisyukikou.co.jp/intro/intro_004.html#2 
244 Nihon Keizai Shimbun, August 3, 1997, p. 3. 
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hard line against agricultural financial institutions that would do nothing to address the 

public’s anger with the government’s plan. It must also be noted that, whatever its merits, 

the plan was a clear appeal for putting off all hard decisions. Other than court-monitored 

investigation of the jusen’s loans, a process that had already started245, nothing would be 

done for two years.  

When it released its alternative plan, Shinshinto was in the midst of its sit-down 

strike to prevent Diet budget committee hearings on the jusen. When it returned to Diet 

deliberations, it retained its position that the jusen should be handled through 

court-adjudicated bankruptcy proceedings. In Diet hearings, Shinshinto mainly argued 

that its plan was superior to the government’s on grounds of transparency – that is, that in 

calling for bankruptcy, it was calling for allocation of jusen resolution costs through an open 

process uncontaminated by vested interests’ appeals to friendly politicians and bureaucrats. 

However, Shinshinto speakers in the special committee established to discuss the jusen 

also made clear that in advocating bankruptcy proceedings, the party was advocating a 

painful restructuring of agricultural finance through the elimination of agricultural 

finance coops too weak to bear their losses. Abe Motoo, for example, made this quite 

explicit:  

I was talking to a certain foreigner. He was very surprised. Mother banks pay 3.5 

                                                  
245 Shareholders in one of the jusen would soon petitition for the right to view minutes of 
its board meetings. (Reported in Asahi Shimbun, March 19, 1996, p. 35) 
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trillion, ordinary banks pay 1.7 of their 3.8 trillion, but the agricultural 

institutions, with 5.5 trillion lent out, get it all back. … The thing to do is use legal 

proceedings, and if operations [at a particular financial institution] really can’t go 

on take separate measures…Money could be used to help depositors if that became 

necessary.246 

 

 This was somewhat off the message which Eda had worked to convey. Even Eda, 

however, occasionally let slip that the Shinshinto plan could not help imposing a higher 

cost on agriculture than the government’s: 

What is the basis for saying that 530 billion yen is the largest burden agricultural 

institutions can possibly bear?... Banks are forgiving debt, aren’t they? Why are 

agricultural institutions alone in making a “contribution” [to jusen debt writeoff 

costs, as opposed to taking losses]? If the 5.5 trillion yen in principal comes back、

the managers who have done wrong evade responsibility. …. The public wonders 

why that should be done.247   

In May and June, as the special committee hearings exposed the cabinet to hours 

of hostile questioning at a time, LDP leaders attempted to quiet public anger as best they 

could without withdrawing the plan, by calling almost daily for banks to contribute more 
                                                  
246 Kokkai Kaigiroku, Dai 136 Kokkai, Shugiin, Kin’yu Mondaito ni kansuru Tokubetsu 
Iin’kai, Dai 7-go, June 3, 1996 (morning session) 
247 Kokkai Kaigiroku, Dai 136 Kokkai, Shugiin, Kinyu Mondaito ni kansuru Tokubetsu 
Iinkai, Dai 4-go (May 29, 1996), morning session 
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money to jusen resolution costs. Shinshinto stated that it would not discuss this option of 

conserving the public’s money.248  

 

III. The Nikkei position 

 If Shinshinto was playing for the popular vote, its tactics were odd. However, its 

advocacy of shifting jusen resolution costs to agriculture does make sense as an appeal to 

the Nikkei community. In its coverage of the jusen debates from December, the Nikkei 

offered almost no praise of any Diet member. By far its strongest praise went to Noda 

Takeshi’s call, quoted above, for a bankruptcy alternative to the government’s resolution 

plan.249 This was fully consistent with the editorial stance which the paper adopted 

throughout the debate. On the question of bankruptcy, the Nikkei and Shinshinto were 

close enough to have written much of each other’s rhetoric.  

To be sure, there were differences in their positions. There were signifcant 

differences of emphasis, first of all. The Nikkei gave less emphasis to holding jusen 

borrowers accountable. While the paper did straightfowardly criticise the government on 

this score, arguing that stronger guarantees of rigorous treatment of the borrowers was 

needed to earn public support for spending tax money, it did not do so very often. 

Statements by Shinshinto Dietmembers routinely opened with fierce criticism of the 

                                                  
248 See, e.g., Nihon Keizai Shimbun, May 17 (evening edition), p. 3 
249 Nihon Keizai Shimbun, January 31, 1996, p. 2 
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government on this point; by contrast, two Nikkei pieces on this issue, a September news 

analysis and a January editorial, stand out for their extreme rarity.250 The paper also 

differed markedly from Shinshinto in displaying no doubt about the need to use public 

funds for jusen resolution. Having called for precisely that since April 1995251, it began to 

show alarm in early February 1996 over the possibility that no publicly funded jusen 

resolution would pass the Diet in the near future.252 Nikkei writers clearly wanted money 

to be spent. They even, at the end of the day, preferred the government’s plan to nothing. 

By contrast, Shinshinto, as we have seen, was never entirely clear on what, if anything, it 

thought would make such expenditures legitimate. Most strikingly, the Nikkei was 

incomparably more insistent on the need to impose larger losses on agriculture than 

required by the government’s plan, and consistently hostile to suggestions that the 

government was inclined to let banks off too easy.  

In other words, the necessarily foregrounded populist elements of the Shinshinto 

position were muted or absent in the Nikkei, and Shinshinto downplayed the Nikkei’s 

intense, almost obsessive, focus on getting banks a better deal and punishing agriculture. 

The link between them, however, was clear: they were joined in demanding a jusen 

resolution that would use agricultural institution loan losses as a lever for forcing 

consolidation of that sector. Prior to December, this meant a scheme, not necessarily 

                                                  
250 Nihon Keizai Shimbun, September 24, 1995, p. 4; January 28, 1996, p. 2    
251 Nihon Keizai Shimbun, April 15, 1995, p. 1 
252 Nihon Keizai Shimbun, February 2, 1996, p. 5 
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involving court-adjudicated bankruptcy proceedings, under which banks might bear larger 

losses than agriculture but agriculture’s would be substantial. After the government had 

decided on the 530 billion yen agricultural contribution, it came to mean bankruptcy 

proceedings.  

The Nikkei-Shinshinto commonality goes beyond arguing that using a heavy loss 

on agriculture to promote consolidation of agricultural institutions would be better policy. 

The more remarkable claim was making the jusen resolution accomplish this goal was 

necessary to legitimate the act of spending tax money – in the eyes of the law, of the 

international community, and of the public. In the Shinshinto position, this argument 

generally made brief appearances – Eda’s assertion that “the people were wondering” why 

agriculture should get its money back, Noda’s reference to “a nation of laws.” In the Nikkei, 

it was raised to the level of a basic thesis, and hammered home almost daily.   

In July, when the prospects for sizable agriculture losses seemed good, the Nikkei’s 

tone was fairly moderate It called for the mother banks to “give up all their loans” (about 

3.5 trillion yen) and for “agriculture and other financial institutions [to] take the other 

losses in proportion to their loan shares.”253 As these prospects receded, it worked itself up 

to passionate outrage.  

The paper declared the MOF a “Class A war criminal” for having signed off on the 

memo of understanding with the MAFF, but questioned whether it were not “irresponsible 

                                                  
253 Nihon Keizai Shimbun, July 30, 1995, p. 2 
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to announce this thing from three years ago.”254 This line on the infamous memo followed a 

laughable atttempt to spin the story in its news coverage. When the content of the memo 

came to light, the Nikkei described it as “an unexpected disappointment for the MAFF.” 

(italics mine) The tortured logic here was that agriculture must have wanted to keep the 

memo as a “last card”, one to reveal only in a negotiating end-game crisis.255 It was the 

“hard-line arguments of agriculture ‘tribe’ politicians”, that was hindering consensus 

building, declared the headline of a Nikkei news article that noted, deep in its text, that the 

banks were also taking a hard line by threatening to go to court if not satisfied with the 

government’s loss allocation proposal. 256  An editorial declared that the chair of the 

national bankers federation was simply “stating the obvious” in declaring that he could not 

accept a burden on banks “beyond the amount of their loans”, failing to note that a bank 

contribution up to the amount of their loans was not what he was offering.257 Bank loans to 

the jusen amounted to over 7 trillion yen. What the banks were offering was to write off the 

full value of loans they had made as “mother banks”, about 3.6 trillion yen, and to share the 

rest of the necessary writeoffs with agricultural institutions on pro rata terms.  

The “strong coloration of agricultural institution ‘rescue’” in the MOF’s final plan 

was “particularly impossible to accept”, declared another editorial. Difficult for whom? For 

the people:  
                                                  
254 Nihon Keizai Shimbun, August 25, 1995, p. 4 
255 Nihon Keizai Shimbun, August 26, p. 7 (italics mine) 
256 Nihon Keizai Shimbun, December 7, 1995, p. 5 
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[T]he people cannot see on what earthly basis [the ruling parties] are trying to 

allocate the losses… 

 

We should hurry… to consolidate the individual agricultural coops. Not doing this 

bold restructuring, and instead using public money to save prefecturual 

federations of agricultural financial institutions, who were deeply involved in 

lending to the jusen, will not gain the understanding of the people.258 

This same editorial would go on to insist that only a resolution handled through 

bankruptcy proceedings would “wipe away international mistrust of Japan’s financial 

system and get the Japanese economy back on its feet”.259 Of course, the editors saw no 

such importance in bankruptcy proceedings when prospects for a plan imposing heavier 

losses on agriculture seemed better. As noted above, they had called in August simply for a 

splitting of costs agreed by the jusen creditors.    

 An unusual front-page editorial the next day declared the government’s resolution 

proposal “a political settlement reached outside the rules”. Again it argued that “public 

funds are necessary… but there are conditions for using public funds…, the first of which is 

getting out of the convoy system.” What this meant, the piece explained, was that “legal 

bankruptcy procedures were needed.” “Questions of responsibility [had] been shelved” in a 
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“settlement on agricultural institution rescue.” Those who deserved rescue, and had done 

quite enough to meet their responsibilities, were, apparently, the banks. In fact, if the 

banks were to give in to calls to put up more money, “they would face shareholder lawsuits” 

from which the government would not be able to protect them without “denying that Japan 

is a nation of laws.”260   

The editors also dusted off the old references to the illegitimate wartime state. Not 

only was the MOF a “war criminal”, the “attempt to throw all the responsibility on the 

mother banks” was a resurgence of the “musekinin system.”261 The same thesis was 

articulated in “news analysis” pieces262 and even in plain-vanilla daily news reporting.263  

Naturally, Noguchi Yukio, Japan’s most respected economist, famous for his thesis 

that equated the postwar social contract with the wartime mobilization regime, made his 

appearance. “The contradiction between the jusen and the 1940 System”, he argued, made 

the handling of the jusen “the touchstone of reform of Japanese society.” “I agree that legal 

resolution [i.e. bankruptcy proceedings] should be used for the jusen”, he wrote, arguing 

that otherwise the need for “rules, transparency, and the rule of law” would be denied yet 

again.264 265  
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 The heaviest lifting in articulating the Nikkei thesis, however, was done by 

Takenaka Heizo, the Harvard-Keio University economist who would become Koizumi’s 

finance policy maker. Takenaka’s contributions to the Nikkei from this period merit 

extended discussion, as the fullest working out of the thesis, and as illustration of a 

powerful ideology behind the pro-bank Nikkei position.  

 In early December, Takenaka framed his arguments as follows: “The people of the 

nation, while basically acknowledging the need for public funds, are feeling that something 

doesn’t quite make sense.”266 With this, Takenaka enters an extended fantasy; it is, to say 

the least, unclear on what basis he concluded that the public “basically acknowledged the 

need” to spend its money on jusen resolution. What was necessary to remove their anxiety, 

                                                                                                                                                        
representative of agricultural finance as good as dared the banks to petition for jusen 
bankruptcy: “If this goes to court, we will stand and fight.” (Nihon Keizai Shimbun, 
February 7, p. 5 (interview with Executive Director of Norin Chukin)) Moreover, even a 
victory might well have been a loss for the banks. The best they could hope for from going to 
court on their own initiative was making agriculture bear larger losses. Doing so would 
have meant spurning the government’s offer to cover half of all “secondary losses”, 
unrecoverable jusen loan amounts that would become known only when jusen borrowers’ 
assets were sold. Nobody knew how big these would be. The government optimistically 
projected secondary losses of around 1.2 trillion yen, but a Smith Barney analyst, cited in 
the Diet by Yoshii of the Communist Party, in February published an estimate of 4.7 trillion. 
(Kokkai Kaigiroku, Dai 136 Kokkai, Shugiin, Kinyu Mondaito ni kansuru Tokubetsu Iinkai, 
Dai 4-go (May 29, 1996), morning session) This seems unduly pessimistic: The jusen were 
known to have 3.6 trillion in ordinary home loans, and these were considered 
overwhelmingly sound. (Kokkai Kaigiroku, Dai 136 Kokkai, Shugiin, Kinyu Mondaito ni 
kansuru Tokubetsu Iinkai, Dai 4-go (May 29, 1996), morning session, comments of Eda 
Satsuki). 4.7 trillion in secondary losses would have meant either that a large proportion of 
these loans were actually bad, or that all other jusen loans were almost completely 
unrecoverable. But assuming that agriculture had been forced to take 2 trillion yen in 
losses, secondary losses of as little as 2 trillion yen would have meant bank losses almost 
equal to those required under the government’s plan, exclusive of court fees and the 
sacrifice of tax advantages also offered under the government’s plan. 
266 Nihon Keizai Shimbun, December 10, 1995, p. 34 
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he argued, was that the government “respect certain principles and communicate them 

clearly to the people.” What this meant, he argued, was that the government should follow 

the example of the US S&L bailout: “The reason the RTC went suprisingly easily through 

Congress is that the following three principles were rigorously adhered to.”  

“First,” he wrote, “they thoroughly revised the finance regulatory system, 

abolishing the Federal Home Loan Bank Board. Applying this to Japan would mean 

eliminating the authority of the Bank of Japan and the MOF.” This analogy is simply 

bizarre. If the MOF and the BOJ had counterparts among US bureaucracies, they would be 

the Federal Reserve and the Treasury. The closer analogy would be to the President and 

Congress, in terms of actual authority exercised to produce the crisis. The FHLBB was, 

quite obviously, the low man on the totem pole in setting the rules and making the 

decisions that led to the S&L disaster.  

 The second US principle to be emulated was “setting a time limit for use of public 

funds and doing [the resolution] in one shot.” The characterization is unobjectionable, but 

its relevance to the jusen dispute is difficult to fathom. The Ministry of Finance, too, 

proposed time limits. Five years was to be the limit for the full guarantee of deposits held 

by failed small financial institutions, backed up by injections of funds to the deposit 

insurance system. The legislation ultimately offered for the jusen resolution body also 

carried a five year time limit for its collection work, after which its accounts, if not in the 

black already, would be settled with public funds. More importantly, there is simply no 
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reason to think that more than a tiny portion of the public opposed to the expenditures in 

the first place would have been mollified in the least by assurances that the final bill would 

be tabulated neither earlier or later than five years on.  

 The third point to emulate was “the fact that the scale of public money was clearly 

stated at the outset.” The assertion can charitably be called profoundly misleading, and 

would more naturally be called absurd. The only thing that could be called a clear advance 

statement of costs in the handling of the S&L’s was the Bush administration’s estimate of 

1989, which was wildly optimistic. As the Wall Street Journal reported in real time: “The 

White House yesterday released details on the likely cost of its proposed S&L rescue plan… 

The net effect on taxpayers: $39.9 billion. … Treasury officials dismiss charges that they 

haven’t provided enough money for the problem.”267 There were many reasons to doubt the 

accuracy of the figure. Those who read the government’s plan carefully noted that it 

assumed a prompt and strong growth in deposits.268 It also assumed that real estate values 

in the South would pick up quickly and, that the junk bond market would not suffer, and 

that . It also presumed that few insolvent institutions would have to be run by the 

government for months at a time while the system for disposing of them was gotten up and 

running. 269 It was also almost identical to the cleanup costs already realized in 1988, 

meaning that all remaining cleanup operations would cost no more than those done in 
                                                  
267 Wall Street Journal, “ February 18, 1989, p. A2 
268 Ibid. 
269 Lawrence J. White, The S&L Debacle: Public Policy Lessons for Bank and Thrift 
Regulation, Oxford University Press (1991), p. 196-197. 
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1988.270 By the summer of 1990, estimates of the costs of dissolving thrifts from 1989 

forward would exceed the 1989 estimate by at least three times.271 As was well known in 

Japan in 1995, the “net effect on taxpayers” ultimately proved to be well over $100 billion.   

 This, however, was not the only absurd comparison Takenaka drew. “The policy 

objective”, he wrote, “must not be financial institution rescue, but solely protection of good 

depositors.” Takenaka offered this rule in explanation of his second principle, on the 

grounds that the Japanese government had taken a capital stake, with no stated expiration 

date, in the successor bank to Hyogo Bank, which had failed a few months earlier. The very 

invocation of Hyogo Bank was odd, in that the government had never said it would not sell 

its stake at some point. But the larger point was even odder: The implication that the RTC 

did no more than protect deposits is false. It protected deposits in weak and insolvent S&L’s 

by paying other institutions to acquire them. Again, as was reported in real time:  

The FDIC, through… the Resolution Trust Corporation, will generally use the $50 

billion [in a fund established under the Bush administration’s plan] for cash 

infusions that will bring the insolvent S&Ls’ tangible capital up to about zero. 

Then, regulators will hunt for investors willing to provide enough additional 

capital to meet the new regulatory requirements…. 

  

                                                  
270 White, p. 196. 
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In contrast to 1988, investors aren’t likely to be offered “yield-maintenance” 

agreements, under which they were guaranteed a high return for keeping bad 

assets on the books as long as 10 years, the FDIC says… But the FDIC will still 

probably have to protect investors against any as-yet-unrecognized losses in the 

insolvent thrifts’ loan portfolios or other assets[.]272 

 

The capstone of the piece is Takenaka’s argument that the Japanese government 

had failed to take the American approach because of the “unbelievably rude and 

dysfunctional (somatsuna) state of democratic process in contemporary Japan.” One does 

not have to be a harsh critic of American democracy to note that it did not display any great 

vibrancy in resolving the S&L’s. Democratic leaders in Congress decided not to make 

trouble over an administration plan with problems that would bring an end to a bipartisan 

embarrassment. Japanese legislators inserted themselves into the policy process 

engergetically, partly to oppose perceived injustices in the executive’s designs. Neither 

approach is in itself proof of a well or poorly functioning democracy. But if the highly 

contentious Japanese democratic process was the less advanced, surely one of its 

deficiencies was a business press elite so intent on vilifying any plan that did not meet its 

standards as to engage in shamelessly misleading propaganda.  

 Two weeks later, Takenaka adopted a more urgent tone. The already lenient 
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trillion yen proposed agricultural contribution had been cut to 530 billion. Takenaka now 

had relatively little to say about process. His focus was squarely on the need to restructure 

agricultural finance: “The essence of the jusen problem is the problem of bad loans held by 

the agricultural institutions… [T]here is a fundamental problem with the [jusen resolution] 

scheme itself. The proper target of government intervention is the agricultural 

institutions.” Why was that? Partly because the international community would not accept 

as legitimate a bad loans resolution scheme “the objective [of which] has been to shelter 

these incapable institutions” that needed rather “to be dissolved”: “The phrases ‘mother 

bank’ and ‘revised mother-bank formula’, with which we are familiar in Japan, are 

probably untranslatable into English and represent concepts totally incomprehensible by 

the common sense of the whole world.” While these terms were perhaps distinctively 

Japanese, the terms “subsidiary” and “paper company” are good English, and the crucial 

dispute Takenaka ignored was whether such terms described the jusen’s relationships to 

the banks. For his conclusion, Takenaka returned to this theme of worldwide acceptability: 

The bad loan problem is serious, to be sure, and one that should be resolved 

quickly by very safe methods. But the methods must also be a rescue of the 

financial system conforming to policy principles comprehensible around the 

world.273  

Citing the world community as a witness was odd. The evidence from Nikkei news 
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articles suggested that global finance policy elites were far more comfortable with the 

government’s plan than Takenaka was. A communique of G 10 central bankers offered at 

least tepid “praise for the jusen plan”, calling it an “important step.”274 Bundesbank 

president Tietmeyer added: “I hope that the jusen problem moves toward resolution and 

does not get dragged out.”275 Tietmeyer was again quoted a few days later to the same 

effect: “I am sure there will be argument in the Diet, but I want them to move urgently to 

solve the problem.”276 In an Asahi Shimbun interview, US House Banking Committee 

Chairman Jim Leach was also supportive:  

“The government must support financial institutions. …  The question is how 

seriously the Japanese government will deal with the issue. ... The government 

should stand behind banks. The Japanese situation is the same situation we dealt 

with in the S&L case; the resolve to protect depositors is at issue. … What is 

important is that stability be protected and that the state show responsibility. 

(Using tax money for the rescue) is regrettable, but it’s better than not doing so. … 

From the standpoint of ethics and fairness, it is necessary to build a system for 

preventing corruption. But the biggest cause of the rapid growth of bad loans is 

macroeconomic policy mistakes.”277 

It must be noted that Leach’s comments predated the government’s loss allocation 
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decisions. He was commenting not on the favorable treatment of agriculture, but simply on 

the use of funds, and answering Japanese doubts about the legitimacy of using public 

money as such and of doing so to help banks. We must also note a tolerance of failure of 

individual financial institutions that was quite consistent with a policy approach of making 

agriculture bear large losses and using public money to pay for cleaning up resulting 

agricultural institution failures. Wedged among the remarks quoted above was this 

disclaimer: “Banks are not special. I want to emphasize that. It is a bad thing for a bank to 

fail, but it is worse to have all banks protected all the time.”278 Leach would doubtless have 

agreed with Takenaka that less lenient treatment of agriculture was preferable, as would 

Tietmeyer, for that matter. But the order and general tenor of his remarks place the weight 

of his concerns clearly on the side of acting quickly to defend stability. That, after all, was 

the US interest he identified in the case.279   

 One may be inclined to doubt the force of these scattered statements from the 

international policy elite. The Nikkei, however, recognized such opinions as a general 

problem:  

“Abroad,… [t]op priority is placed on taking care of the jusen issue and attaining 

finance system stability. For this, injection of public funds as such is important, 

and it is secondary whether the funds are used for depositor protection or rescuing 
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failed agricultural institutions… [This] puts us Japanese in a contradiction. If we 

reject the government’s plan because the purpose of the public funds injection is 

not right, foreign investors will flee… But if we approve the government’s plan, we 

put ourselves in opposition to the legitimate (honrai) purpose of public funds 

injections.”280  

     If Takenaka’s outrage over the treatment of agriculture had little resonance in the 

Japanese public, and was outweighed in the international community by demands for a 

publicly funded jusen resolution, any publicly funded jusen resolution, whose standards of 

legitimate policy was he using? The banks’, certainly, and those of executives cited 

elsewhere by the Nikkei as representative of “strong opinion within the private sector in 

favor of court-adjudicated resolution”.281 But the authority he cites is Schumpeter:  

Fostering healthy finance capital has extremely great strategic importance for the 

national economy. Why? Because as Schumpeter argued, it is the bank providing 

the funds that bears the true risk taken by the entrepreneur in the process of 

creative destruction. …The current measures demand great losses of the banks 

(the mother bodies). But this will greatly lower the society’s capacity to bear 

risk.282  

The reasoning here raises as many questions as it answers, of course. Can banks 

                                                  
280 Nihon Keizai Shimbun, January 18, 1996, p. 18 
281 Nihon Keizai Shimbun, December 12, 1995, p. 3 
282 Nihon Keizai Shimbun, December 22, 1995, p, 7  
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be said to take risks if the government covers their losses? If bank losses lower society’s 

risk capacity, why don’t losses of agricultural institutions, who also take deposits and make 

loans? Perhaps because agricultural institutions were not so much creators of credit as 

block depositors in the banks? But Takenaka forbids such questions by producing the 

Shumpeter talisman.  

Perhaps it is just as well; for with this, one feels that one has gotten to what 

Japanese call the honne, the true intention and conviction, of Takenaka’s arguments, and 

those of the Nikkei editors. We are dealing with a powerful ideological commitment; his 

talk of democratic process, transparency, responsibility, and so forth, is the mere 

convention of political debate. The rights and wrongs of the case do not matter; it is simply 

an imperative of high policy that the banks, and the largest banks especially, be given a 

better deal.  

 Takenaka offered yet another contribution to the debate in January. As the issue of 

who bore what responsibility for what was the constant sticking point of debate, he 

presented a summary of accounts on that score. His presentation could mostly have been 

drawn from any number of sources, including the Finance System Study Commission 

report of September. But his interpretation of mother bank responsibility was novel: “this 

is basically a matter of how shareholders judge bank managers, and not of a character for 

the Diet to argue about.”283 Of course, the only things bank shareholders could complain of 

                                                  
283 Nihon Keizai Shimbun, January 15, 1996, p. 3 
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were bank management decisions that had cost them money. Running the jusen into the 

ground would matter only if the banks were held liable; if they were not held liable by a 

court, the grounds for shareholder lawsuits would be managers’ decision to accede to MOF 

requests to take large losses. With this one sentence, Takenaka almost abandons the last 

pretence to dispassionate assessment of accountability. Banks were to be judged by their 

owners, but agricultural financial institutions must not be judged by theirs. The strong 

were to police themselves, and the weak to be disciplined by the state.  

 

IV. The political significance of the Nikkei thesis 

We have now seen whose positions Shinshinto was echoing.  Had the Nikkei 

thesis been merely the work of some ideologues without an audience, it would have been 

without political significance. But the Nikkei was the preeminent organ of business opinion, 

and it found a (cautious) advocate in the leading opposition party. 

 This focus on an opposition party may seem strange. Shinshinto, after all, did not 

participate in the formation of the government’s plan, and its opposition did not lead the 

government to change its plan. At the end of the day, the opposition was merely a minority 

voting nay on an unpopular plan which the ruling parties had been bold or foolish enough 

to present.   

The significance of the Shinshinto position, however, was great. At the time of the 

jusen debates, Shinshinto was a mere 51 seats short of the LDP in the lower house. Created 
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by Ozawa Ichiro, architect of the 1993 party split that had briefly removed the LDP from 

government, it had scored major gains, and delivered the LDP major losses, in the 1995 

upper house election, the first since its formation. It was a formidable rival, especially to an 

LDP that, lacking a lower house majority, needed coalition partners to stay in government 

and deliver the pork that kept it in power. The extreme unpopularity of the government’s 

plan presented Shinshinto with a golden opportunity to inflict on the LDP a defeat that 

would bring to fruition Ozawa’s ambition to create a two- (conservative) party system. 

Combined with a collapse of the LDP’s coalition partners in the 1996 elections, an LDP loss 

of even a fairly small number of seats to Shinshinto – the 11 seats picked up the 

Communists, say --  would have made the formation of a Shinshinto-centered government 

a likely outcome. And these goals were very modest in comparison with the objective 

publicly declared at the height of the jusen controversy by party leader Ozawa: an outright 

Shinshinto majority.  

Further, with a much smaller base of stable supporters than the LDP’s, Shinshinto 

needed an extraordinary issue capable of attracting independents and/or particularly 

aggrieved LDP supporters. The jusen problem was such an issue; independents were 

completely opposed to the government plan, and small business owners, a pillar of the LDP 

system, were, as we have seen, particularly hostile to publicly funded jusen resolution 

schemes from an early date.  

The ruling parties had put their head on the block and handed the opposition an 
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ax. The Communists swung it true, but lacked the strength to cut down to the spine. 

Shinshinto brought it down with greater force, but turned the sharp edge from the victim 

and seemed determined to miss the mark, as if certain that the victim would tire of his 

torment and dispatch himself. Opposing the plan was an obvious political imperative. 

Ceding the vote-winning position on this issue to the Communists seems a monumental 

blunder --  especially when one considers that rejecting the plan on populist grounds was a 

way of appealing to the core LDP constituencies of small business and agriculture, which 

have always been essential to the building of a stable support base of Shinshinto, and its 

current incarnation, Minshuto. But this blunder was not adopted absentmindedly. It was 

strategy, a position adopted consistently for almost a year. The party made demands for 

“lender responsibility” and “a fundamental restructuring of agricultural finance” 

sub-clauses of almost every statement it issued about the jusen issue.  

Shinshinto’s hopes for electoral gains depended heavily on the jusen issue, and 

party leaders had publicly emphasized this since December, 1995. 284  The LDP also 

understood evidently understood this, refusing to disregard Shinshinto boycotts and 

sit-down strikes and enact its plan on its own responsibility. Seeing clearly that Shinshinto 

had them in the wrong, the ruling parties sought consent or at least political cover from 

Shinshinto for doing what they had promised for banks and agriculture. The reason the 

government’s legislation was passed only in June, rather than January, of 1996, was simply 

                                                  
284 See, e.g., Yomiuri Shimbun, December 22, 1995, p. 2. 
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that the ruling parties were unwilling to pass it over strong Shinshinto objection. While the 

government had the votes to do as it liked, the opposition had the power to define the 

criteria of legitimate policy, and even to decide what was politically feasible.   

In this context, as the Communists showed, capitalizing on the jusen issue 

required demanding full accountability of banks as a condition for using public funds. 

Shinshinto, like the Communists, did this. In contrast to the Communists, however, 

Shinshinto tried to fuse demands for bank accountability with their near-antithesis, 

demands for capping bank liability by forcing agriculture to take larger losses. Indeed, even 

as it made itself the representative of public resistance to using tax money to pay off the 

banks, Shinshinto took a more pro-bank position than any other party.  

In other words, Shinshinto attempted to fold the Nikkei thesis into a vote-winning 

populist position. Doing this made sense as a way of burnishing its credentials as a party 

willing and able to formulate policy more in line than the LDP’s with the demands of 

whatever community the Nikkei can be said to represent.  As a vote-gathering tactic for 

the crucial election in front of it,however, it was unwise. It blunted Shinshinto’s populist 

appeal. It invited voters who might have chosen Shinshinto based on its opposition to the 

government’s plan to choose the Communists instead, and gave even the LDP a way to 

steal Shinshinto’s thunder as guarantor of bank accountability. Its significance, however, 

goes beyond its contribution to the prolongation of LDP rule. Shinshinto’s advocacy of bank 

interests helps clarify the political forces that produced delay on the jusen and the larger 
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problem of bad loans. It indicates that resistance to early and aggressive state action to 

eliminate bad loans – resistance to doing anything other than waiting for financial 

institutions to fail – did not come not simply or primarily from weaker lenders who feared 

such action as a threat to their existence. It shows that resistance to state action was in 

large part resistance to action that did not punish weak lenders, or reward the strongest, 

enough. 
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Chapter 7: A Coda on the Sources of Delay in its Final Year 

 

The noxious air that built up around bad loans policy during the jusen debates did 

not clear before the failure of a major bank, in November 1997. This event did a great deal 

to break the logjam and set policy on an activist course, signaling to public and elite alike 

that small amounts of public money would not keep the core of the banking system from 

intolerable risk of collapse. Action adequate to put the brakes on intensification of the crisis 

was not taken, however, until October 1998. A provisional resolution of the problem, then, 

was preceded by nearly a year of marked reluctance to do something serious in the face of 

an acute and generally acknowledged crisis. In these months, the contribution to delay by 

advocates of strong-firm interests was particularly striking.  

 The central controversy of the period concerned “capital injections”, state 

purchases of shares and subordinated debt issued by banks. These were done on a 

relatively small scale (about 2 trillion yen spread nearly equally among the 19 major 

banks) in March 1998, over the strong objection of the entire Diet opposition and in the face 

of pronounced skepticism, and even downright hostility, expressed by expert commentators 

in the business press. They were done on an adequately large scale (about 7 trillion yen for 

the 17 remaining major banks, two majors having been declared insolvent in the 

meantime), and in combination with a vast expansion of state loan guarantees necessary to 
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arrest a panic-like credit crunch evident throughout 1998, only in March 1999. What 

allowed the expansion from inadequate to adequate scale of crisis-relief action was the 

securing by the ruling LDP of political cover in late 1998: joint sponsorship of the necessary 

legislation by the largest opposition party following a strong statement of support by the 

premier big business federation, Keindanren.  

 In other words, at the moment of acute crisis, when vigorous state action was most 

needed, the strongest resistance to action did not come from protected insiders of the old 

regime with reason to fear that action on bad loans would lead to a painful reckoning of 

their failures; it came from the most “progressive” segments of the elite, those who most 

strongly demanded that any response to the crisis effect a decisive break with the overly 

protective mid-century finance policy regime. The largest opposition party, Jiyuto 

(successor to Shinshinto, treated at length in the previous chapter) opposed the use of this 

policy tool, as such, until abruptly reversing its position in late 1998; and in early 1998, 

expert commentators in the business press expressed great hostility to it. Moreover, 

opponents’ and skeptics’ stated grounds for opposition and skepticism revealed a 

remarkably high tolerance for – indeed, at times, a positive delight in – intensification of an 

acute credit crisis. Capital injections were the primary tool for bringing the banking crisis 

under control. Those who showed the greatest unwillingness to use it were not the longtime 

stewards of the inefficiency-protecting, outdated policy regime of mid-century, but those 

who demanded that the banking crisis be used as an opportunity to scrap that regime in 
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favor of one consciously designed to reward the strongest while making everyone know 

through painful experience the costs of inefficiency.  

 To be sure, that the crisis should be allowed to do its work of encouraging 

“structural reform” was not the only argument made against capital injections. In 

designing them, the LDP displayed its long-familiar interest in hiding, and hiding from, the 

truth. Its most farcical efforts in this line centered on its frequent promises that no money 

would be injected into insolvent banks. Determining whether a bank was insolvent, of 

course, required an audit of its books by a credible body. Seeing that nobody would believe a 

clean bill of health issued by the Ministry of Finance, the government in February created 

a commission within the deposit insurance body, with a unanimous vote by the seven 

commissioners required to approve an injection. This commission approved the first round 

of capital injections, carried out in March 1998, after mere days of reviewing the books of 

19 banks with trillions of dollars in assets; working under this absurd time constraint, and 

obviously committed in advance to approving funds for all 19, the commission naturally did 

nothing close to due diligence. (This fact was made clear by the embarrassing Diet 

testimony of the commission’s chair later in the year.) It did, however, make a show of 

strictness, sending several banks’ applications for funds back for revisions, which resulted 

in utterly pointless decreases in the amounts requested; unable to be credible, the 

commission settled for being petty. Later in the year, the government took an opposite 

tactic aimed at the same effect of securing an injection for a bank that was likely insolvent 
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and thus, on the government’s own public standard, unworthy of receiving one. This time, 

it simply reported for months that inspections were not complete, while it waited for the 

opposition to drop its demand that the capital injection scheme be scrapped. These 

obfuscatory tactics were merely a symptom of the structural inability of the modern 

Japanese state to treat public policy as ultimately subject to popular control; and the 

months of acute system crisis were a repeat of the opportunity afforded by the jusen and all 

bad loan debates before and since to address that fundamental constitutional issue.  

 But this was at best a secondary aspect of end-game debates on bad loans. The 

more serious political difficulty was making defense of the finance system safe for 

“structural reform”, an agenda of rebalancing basic regime commitments in favor of the 

strong.  

 When the jusen controversy revealed the limits of structural reform that could be 

effected immediately through the bad loans problem, structural reformers turned their 

efforts to the Big Bang. It was exceedingly odd that a comprehensive reform that was 

absolutely certain to destabilize the system in the short-term was pursued while banks 

were steadily losing balance sheet capacity even to carry out the basic functions of credit 

creation. But the adoption in Hashimoto cabinet in November 1996 of this ambitious 

project created a standard against which measures for achieving the relatively simple goal 

of preventing finance system collapse would be measured. And the business press 

expressed virtually no concern about this prioritizing of painful reform over attending to 
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the immediate crisis.  

 So it was that one of the more moderate business press assessments of the capital 

injections plan in early 1998 could frame the issue of public funds use in the following way: 

As one of the the Hashimoto cabinet’s six major reforms, the Japanese version of 

the “finance Big Bang” will start April 1998. This is a thoroughgoing elimination of 

regulations in all finance fields – foreign exchange, banking, securities, insurance. 

The relevant shingikai have already prepared their statements, and preparations 

are underway to complete this reform by 2001. The laws for the Big Bang in 

foreign exchange have already been passed and will go into effect in April.  

  

When this reform is completed in 2001, it will be a reform to bring the Tokyo 

market to a par with New York and London as an international finance market, 

and to use the nation’s 1200 trillion yen in personal savings not only for the 

Japanese economy but for the world. The plan is, while simultaneously carrying 

out disposal of bad loans, to remake the finance system as one that is “free”, “fair”, 

and “global.” Hopes have risen that this will blow away the chill that has settled 

over the current Japanese economy.  

  

Financial reform, in the US and Britain, started in the 1970s. Through advance of 

computer and other information technology, they changed the very conception of 
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finance. Certainly, regulations are required for maintenance of the soundness of 

finance, but regulation holds down innovation in finance technique. Japan was 

late in this reform; as a result, it became an underdeveloped country in finance. 

The plan is to recover lost ground in a single stroke.  

  

Carrying out of such reform will, it goes without saying, put financial institutions 

in a difficult position. As long as super-low interest rates, such as we have at 

present, are maintained, there are probably financial institutions who are capable 

of writing off bad loans bit by bit from their immense operating profits. However, 

there is a limit to this, and it will be almost impossible for seriously ill financial 

institutions. In other words, the gap in strength among financial institutions will 

only expand, and, this being the state of competitition among them, financial 

institution failures will continue to appear.  

  

The creation of a framework for defending the finance system through the current 

measures [of finance crisis response proposed by the government], including use of 

public funds, is truly a necessary precondition for the Big Bang. The finance 

regulatory authorities will have to move from a strategy of maintaining the credit 

system by supporting financial institutions to a system of administration whereby 

financial institutions that cannot adapt themselves to the Big Bang are to be 
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crushed. In other words, it is a policy of crushing financial institutions in order to 

defend finance. … 

 

Because Japan’s financial institutions were thoroughly comfortable with the 

[pre-Big Bang] regulations, they were unable to take full advantage of 

deregulation and simply pushed forward with the work of their old networks. Thus, 

above all else, the Japanese style of financial institution management, which, in 

prizing uniformity of activity, delayed development of finance technique and piled 

up bad loans, must be reformed.285  

 

The author of these paragraphs ostensibly favored the capital injections scheme. 

He obviously did not favor its use, however, for preventing failures of all major banks that 

were not insolvent or otherwise capable of continuing to function with some help from the 

state. This piece provides stronger support for using public funds to handle bank failures 

than for preventing them. This is odd in that use of public funds for paying off depositors of 

failed banks, writing off their bad loans, and selling them to acquirers, was not 

controversial; indeed, it could almost be taken for granted that they would be used for these 

purposes. The necessity to back up the nearly insolvent deposit insurance system for 

                                                  
285 Yoshida Kazuo, “Koteki Shikin Donyu de, Yoyaku Medo ga Tsukihajimeta Biggu Ban”, 
Ekonomisuto, February 2, 1998, p. 14. 
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handling failures of smaller financial institutions had been universally acknowledged in 

1995, and this sort of operation had in fact been done. There was close to zero chance that 

public funds would not be used for this purpose in the event of failures of any of the largest 

banks. The question was what would justify using public funds to prevent major bank 

failures; this author’s answer, clearly, was that this would be legitimate only if it reinforced 

the trends already in motion toward consolidating the banking system into significantly 

fewer banks than currently existed. Capital injections were only for the banks best 

positioned for sweeping deregulation; the others must be crushed – in the name of finance 

system stability and economic stimulus!  

 This deeply ideological position was, of course, founded on an utterly fantastic 

view of recent banking history in the model US. Had the US government committed itself 

to helping only those banks ready for the new age of liberalized global finance, the US 

would likely have ended the 1980s with no banks at all. Had the good offices of the World 

Bank and the IMF not delivered US “money center” banks from the very real solvency 

threat posed by their holdings of Latin American sovereign debt286, they would have been 

in no position to undertake the restructurings that earned them wide praise in Japan. A 

true imitation of the US would have meant putting the goals of restructuring and 

consolidation to the side for a moment and focusing on preventing disaster. Japanese 
                                                  
286 Christine A. Bogdanowicz-Bindert, “The Debt Crisis: The Baker Plan Revisited”, 
Journal of Interamerican Studies and World Affairs, Vol. 28, No. 3 (Autumn, 1986), pp. 
33-45; Jeffrey Sachs, “Making the Brady Plan Work”, Foreign Affairs, Vol. 68, No. 3 
(Summer, 1989).  
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experts displayed great reluctance to doing so.  

Far harsher criticisms of the idea of propping up the finance system by beefing up 

banks’ capital are easy to find. Takenaka Heizo, whose polemics on the jusen issue we have 

already noted, also weighed in on the capital injections scheme. His views are worth noting 

because he was the very definition of an “elite economist” – a participant in crucial MOF 

shingikai in the 1990s and a plenipotentiary representative of Prime Minister Koizumi in 

finance policy in this century. His view of capital injections bordered on utter contempt: 

America has used public funds for deposit protection. There are countries in 

Europe that used around 20 percent of their GDP for this purpose. Had a solid 

framework been put in place two years ago, at the time of the jusen matter, we 

would not have needed to use such large amounts for this as we will.  

  

But the 13 trillion yen for capital injections is a policy of an entirely different 

dimension from stabilization of the finance system. Until last December, a 

“conscientious” opinion held sway that capital injections should not be done. But 

now the upper hand belongs to those who say that if we don’t do something, 

anything, the Japanese economy will suffer greatly. The immediate effect of 

capital injections is that banks will become able to increase their lending by about 

12.5 times the amount of capital injected into them, but this will merely delay the 

crisis…. 
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Having the government hold capital in banks means that this field will be 

“converted to socialism.” What is important is how we break out of socialism and 

“normalize” after the capital injections…. 

  

The expression “credit squeeze” has an unfortunately negative connotation…. 

Japan’s banks must put in place a system for using funds efficiently. Producer 

firms facing a credit squeeze tend to be conceived as “victims”, but this is not 

accurate. Producer firms, too, must make efforts to raise their profitability such 

that they can borrow from banks that have raised their own quality…. 

  

Japan’s banks are scurrying around trying to address the issue of own-capital 

ratios, but the absolute amount of capital in the top Japanese banks is about twice 

as large as that of the top American banks. The problem is that their per-person 

after-tax profit is only half as great as the Americans’. In other words, the problem 

is that their costs are too high.  

  

By all rights, Japanese banks should, on the whole, “reduce their capital”. 

Reducing the capital in Japanese banks is particularly necessary in view of the 

desirability of shifting from indirect to direct finance. The idea of “raising their 
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capitalization” with public funds stands in contradiction to the policies that are 

necessary.287    

 

 A number of implications in this extended passage are worth noting. Takenaka’s 

reference to the jusen debate reminds us that he had no problem with directing public 

money to the strongest banks, in the form of a gift rather than a recoverable claim on 

banks’ future profits. This message is reinforced by attaching quotation marks to 

“conscientious”: throughout most of the 90s, much of the public had objected on ethical 

grounds to helping banks dispose of their loans. Here, though borrowing from such ethical 

objections the suggestion that capital injections should be looked at suspiciously, he makes 

it clear that ethics have little to do with his own objections. In the same paragraph, he 

acknowledges that injections might serve their intended purpose of arresting the sharp 

credit crunch that was daily magnifying the problem of bad loans, but dismisses this 

benefit of capital injections as serving merely to “delay the crisis.” Takenaka offers no 

argument for this rather counterintuitive claim,288 but the next two paragraphs quoted 

                                                  
287 Takenaka Heizo and Kato Susumu, “Machiukeru Jiraigen: Kabuka Josho de Anshin 
Sureba Mainasu Seicho mo”, Ekonomisuto, February 17, 1998, pp. 43-44. 
288 The grounds for hoping that this would do more than “delay the crisis” were 
undoubtedly known to Takenaka. Perfectly intuitive and surely not requiring explanation 
to an economist, they were also, as noted earlier, laid out at length in 1994 by David 
Atkinson, a prominent and eminently mainstream market analyst familiar to all readers of 
the Nikkei. The argument is simply that profitable lending is what provides the banks 
resources for writing off bad loans. Given enough time and enough lending, all banks would 
eventually write off their bad loans from operating profits, assuming that new bad loans 
did not pile up at a faster rate than writeoffs. By itself, of course, this does not prove that 
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above make it clear that, for him, whether capital injections might actually help resolve the 

crisis is beside the point. The real thrust of his argument seems to be that the crisis is not 

entirely a bad thing and that the cure would be worse than the disease. The credit squeeze 

is to be welcomed, as pressuring borrowers (those, note well, who have consistently made 

their loan payments) to become better at competing for credit; and easing the pressure on 

banks and such borrowers would not only disrupt this favorable development, but would in 

fact lead to socialism. 

 To be sure, not all business press commentators were as hard-edged as Takenaka, 

but mainstream assessments of capital injections in early 1998 were generally much closer 

to Takenaka’s position than to any stark alternative. Such an alternative was offered in 

early 1998 by Richard Koo; his rather commonsensical plea for prompt state action stands 

out for its rarity. 289 Koo argued simply that current conditions in the banking market 

deserved recognition as a genuine panic that did not afford the luxury of conditioning 

prompt action on nice distinctions among banks worthy and unworthy to be saved. His 

criticisms of the government’s capital injections scheme centered on what he saw as overly 

strict conditions for releasing the funds: tying capital injections to demands for bank 

restructurings and other measures that would discourage banks from making liberal use of 

public funds, he argued, would raise the risk of system collapse by encouraging the 
                                                                                                                                                        
raising banks’ new lending capacity through capital injections was worth doing. It does 
mean, however, that it cannot be dismissed as useless or worse without an argument.  
289Kinyu Kiki kara no Dasshutsu: Shizumiyuku Nihon Keizai wo Do Sukuuka, PHP 
Kenkyujo, 1998.  
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continuation of the credit crunch.  

 Calling in early 1998 for bold and committed action to ease conditions in the 

banking sector was rare enough. What made Koo almost unique among respected business 

press commentators, however, was his analysis of the underlying causes of the current 

crisis. The cause of the bad loans explosion he emphasized most strongly was the cause 

studiously ignored by almost elite commentators: grossly inadequate state resources 

devoted to bank inspections. 290  As he had during the credit union controversy, he 

emphasized in his 1998 work that with liberalization of banks’ activities, the need for 

thorough and intrusive state monitoring of banks’ books had been greatly intensified. 

Throughout the 1990s, commentators on banking policy routinely emphasized the need to 

strengthen safeguards against “moral hazard”. The moral hazard they generally identified, 

however, was that of insufficient bank manager fear of market evaluations of their actions; 

and the remedy they proposed far more than any other was enhanced disclosure by banks. 

Koo, in contrast, emphasized the moral hazard inherent in the very notion of banking and 

the absolute necessity of strict and potent state inspections for holding it in check. 

Especially given state guarantees of deposits characteristic of the major contemporary 

banking systems, he emphasized, the business of gathering other people’s money and 

lending it out for profit implies a high degree of moral hazard as a constant and 

ineradicable condition; and while he did not oppose making banks disclose more on their 

                                                  
290 See Koo (1998): pp. 38-40.  
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own, he argued that what mattered more was a vast expansion of state capacity to discover 

what banks would not reveal.291  

 Koo was not a mere gadfly among economic analysts. He was contrarian on 

specific issues, but thoroughly mainstream in supporting deregulation on many fronts and 

a more general relaxation of protection for politically entrenched constitutencies. He was 

even a supporter of the supply-side revolution in the American context, though he 

considered it the wrong medicine for post-bubble Japan.292 The difference was that he was 

an opponent of using the bad loans problem as a vehicle for pursuit of a “market 

fundamentalist” position. In this, he was in a very small minority among his Japanese 

colleagues.  

 The most “progressive” voices in finance policy, then, occupied a prominent place 

among those dragging their feet on resolution of the crisis. And their views were very well 

represented in the Diet. As noted above, Prime Minister Hashimoto, who is frequently 

                                                  
291 It can be questioned whether Koo’s emphasis on the need for raising the number and 
technical competence of bank inspectors is not misplaced. In late 1998, some results of 
MOF bank inspections from the bubble years were revealed in the press. The revelations 
make clear that MOF regulators saw, and urged banks to redress, much of the excessive 
risk they had taken on in large-volume loans tied to real estate speculation. The regulatory 
failure must be traced immediately not to the lack of capacity to find out what banks were 
up to, but to an inability or unwillingness to withdraw from imprudent lending in a timely 
fashion. The case can be made, however, that the latter failing was the inevitable result of 
the former weakness: if MOF bank inspectors were too few and too lacking in technical 
expertise to discover bank imprudence without the banks’ help, then the fact that 
inspectors did not act on what they knew may tell us that their knowledge was a product of 
bankers’ trust that they could share their secrets with the MOF without fear of unpleasant 
consequences.   
292 See Richard Koo, Balance Sheet Recession: Japan’s Struggle with Uncharted Economics 
and its Global Implications (Japanese translation), John Wiley and Sons, 2003, pp. 26-28.  
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praised for attempting to inject real leadership into the foundering LDP in the 1990s, 

burnished his reputation by signing on enthusiastically to the Big Bang, but could hardly 

be bothered to address the immediate problem of major banks falling into insolvency and 

drastically cutting back on lending in dysfunctional response to the challenge of bad loans. 

His contribution to the bad loans debate was a begrudging acceptance of use of public funds, 

qualified by the demand that no more than 10 trillion yen be put in a fund for that purpose. 

Chief Cabinet Secretary Kajiyama Seiroku was briefly acclaimed in the business press as 

an early and forceful advocate of decisive state action. His contribution to the debate began 

and ended with the call for a 10 trillion yen finance stabilization fund that annoyed 

Hashimoto. His plan called for banks to raise the ratios of their reserves on problem loans 

sharply, and stipulated that, “the purpose [of public funds use] being depositor protection, 

in principle, no bank or other financial institution will be rescued.”293 This was, quite 

simply, calling for public funds to be used only for cleaning up after bank failures, which 

would be hastened by the bank scramble to beef up reserves through intensifation of their 

ongoing efforts to secure liquidity by calling in healthy loans. As noted above, proposing 

that public funds be used for cleaning up failed banks was like proposing that the tide come 

in. There was no real question whether they would be used for that purpose, and using 

them for that purpose was no way of arresting, let alone resolving, the crisis. But this 

proposal made sense as an appeal to the sentiments of the business press.  

                                                  
293 Kajiyama Seiroku, “Nihon Kokokuron”, Bungei Shunju, June, 1998, p. 99. 
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 By June, Kajiyama had changed his tune, explaining that refusing to rescue banks 

“in principle” was consistent with rescuing them in fact.294 But he harshly criticized the 

government for not imposing strict conditions on banks for receipt of capital injections. 

Banks, he argued, should be made to dispose of their bad loans in advance, cutting into 

their capital to do so; banks judged to be solvent before the cuts would receive capital 

injections to offset the resulting fall in their capital ratios, and the top executives of any 

bank that had fallen below half the required capital level would be forced to resign. This 

was not necessarily a bad idea, but it meant that bank directors’ and shareholders’ 

salvation lay in raising capital ratios by any means possible prior to injections; and this 

meant certain intensification of the system-threatening credit crunch underway: it was 

widely reported throughout 1998 that banks were already rushing to strengthen their 

balance sheets by calling in loans to sound borrowers and cutting the volume of their loans 

to raise the ratio of existing capital to risk assets. Kajiyama’s June proposal was a (belated) 

call to action, but the action it called for was short-term intensification of the crisis through 

a signaling to banks that those who trimmed lending fastest would be best positioned in the 

Big Bang era.  

 The strongest advocates of making the crisis worse, however, were found in the 

successor party to Shinshinto, Jiyuto. The leading Jiyuto speaker in the finance committee 

of the lower house of the Diet was Nishida Takeshi. What was his objection to capital 

                                                  
294 Ibid. 
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injections? 

If a financial institution failure should occur, that is selection by the market. 

Respecting the market mechanism and putting our efforts solely into protection of 

depositors and avoidance of systemic risk is the correct policy attitude.295   

The distinction Nishida drew ruled out the obvious possibility that “avoidance of system 

risk” might in some cases call for emergency action to prevent bank failures. 

 Unlike Kajiyama, Jiyuto would not change its tune on capital injections until 

October. Before the party reversed itself 180 degrees to decide that capital injections were a 

good idea after all, its members in a lower house Finance Stabilization Stabilization 

Committee insisted in hearing after hearing, from late-August through early October, that 

the government, in talking about risks of grave economic harm to the economy arising from 

further major bank failures, was merely trying to scare the public. Moreover, they argued 

repeatedly that making any banks fail who lacked the resources to cover fully their bad 

loans immediately was an urgently needed policy change – not only in the interest of 

introducing greater accountability into bank management, but for the purpose of reducing 

the number of banks and shrinking the share of bank loans in corporate finance.  

 In this rhetoric, Jiyuto was joined by the entire non-Communist opposition. As 

always, this strategy of the respectable left and of the LDP’s rivals for the conservative vote 

mattered as an indicator of the balance of political forces. There was no large public 

                                                  
295 Kokkai Kaigiroku, Dai 142 Kokkai, Shugiin, Okuraiin’kai, Dai 3-go (January 1, 1998) 
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constituency for a campaign to raise bank profits, to concentrate further the cartel of 

Japanese banking, and to shift the allocation of capital from the large tier of firms 

dependent on bank credit toward the smaller tier of firms happy to compete for funds in the 

stock market. There was no mass constituency for this, but it agreed perfectly with the 

demands of the elite scribbler class, the policy experts with a mass-press megaphone. 

Noguchi Yukio, the leading member of this community whose views we have noted at 

several points in this dissertation, made the excessive share of bank lending in the finance 

system a central theme of his widely known 1995 work The 1940 System. In signing on to 

this rather esoteric agenda, one wonders, were the parties of the opposition aware that 

Noguchi positioned lending-based finance as a pillar supporting the entire economic 

structure he condemned, a prop for such unfortunate side effects of the military 

mobilization system as lifetime employment and renters’ rights? If they were not, they 

would have enlightened themselves merely by dipping into Noguchi. But even that should 

not have been necessary; the July 1997 upper house election had confirmed the lesson of 

the 1996 lower house election, with LDP failures translating into striking gains for the 

Communists, who simply opposed any use of public funds to help the major banks. 

 In late-1998, however, this opposition stance also mattered as a fundamental 

constraint on policy in its own right. The huge LDP loss in the July elections left the 

government unable to pass legislation without the support of one of the major opposition 

parties. It was thus the opposition that would decide the terms on which the crisis would be 
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brought under control.   

 The Jiyuto reversal which reinstated capital injections after a three-month 

solidarity campaign by the opposition to eliminate them meant that these terms, in the end, 

were: 1) removal of authority over crisis response from the Ministry of Finance; and 2) 

closure and prompt sale of the insolvent Long Term Credit Bank of Japan (commonly called 

Chogin). In a sense, the successful imposition of these conditions can be read as a victory of 

honesty and accountability. Since June, the government had supported a second capital 

injection for Chogin; to do so it had to pretend that Chogin was solvent, and thus to ignore 

unpleasant facts including the existence of multiple paper companies into which Chogin 

had shunted billions of dollars in unrecoverable loans. Taking banking policy from the 

MOF’s hands was also entirely consistent with the public will, as we have seen, and with 

the prudential interest in raising the credibility of banking regulation. The 

MOF-LDP-irresponsible banker triangle had been smashed.  

 The handling of Chogin’s closure, however, was as opaque as anything the MOF 

could have designed. In great haste, without the terms of acquisition being settled, the 

Finance Reconstruction Commission, set up under the finance crisis response legislation of 

October, awarded the right to acquire Chogin to a group of American investors led by 

investment fund Ripplewood Holdings and joined by Paul Volcker. Offering little evidence 

or explanation in support of its claim, the Commission maintained that the Ripplewood 
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Group had simply offered the best terms.296 A Japanese bank that expressed interest in 

acquiring Chogin publicly doubted this claim, and it is difficult to imagine how worse terms 

could possibly have been offered. The acquirers were made to accept exactly zero risk of 

non-payment on any of the Chogin loans they acquired; losses from bad loans which the 

public had not acquired at the time of the transfer, and from any loans that might go bad in 

the next five years, would be charged to the public. The more plausible justification offered 

by the commission for its decision was that giving the bank to Ripplewood would stimulate 

Japanese banks to acquire US expertise in advanced finance technique (though the 

advanced technique displayed was in the field of getting something for nothing).   

 It is also worth pointing out that the charge against the government of attempting 

to prop up an insolvent Chogin, though true, was less significant than it might seem. The 

capital injection which the government supported was to have been carried out in 

conjunction with a merger between Chogin and the Sumitomo Trust bank. Chogin would in 

fact have ceased to exist, its top executives would have lost their jobs and their pensions, all 

authority for running the new bank would have rested with the Sumitomo Trust 

management, and a large-scale slimming of Chogin’s operations would have been carried 

out. This restructuring was to include withdrawal from foreign operations, branch closings, 

sales of physical assets, pay cuts, and elimination of loans identified as bad or questionable 

by Sumitomo Trust in its independent due diligence (though some negotiation with the 

                                                  
296 See, e.g., Nihon Keizai Shimbun, September 23, 1999, p. 1.  
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government could be expected over how strict the criteria should be for accepting Chogin 

loans as “sound”).  

Chogin shareholders, who were in theory ultimately responsible for allowing the 

bank to run itself into insolvency, would likely have done better under the government’s 

plan than under the opposition plan ultimately adopted, as they were not compensated in 

the nationalization. But the extent of their potential windfall should not be exaggerated. In 

the weak following the government’s announcement of support for a capital injection, 

Chogin shares traded at about a fifth of the mini-high reached after the March injections, 

at about a third of their low for 1997, and at about a tenth of their price of the end of 1996. 

In the following months, as Sumitomo Trust carried out its due diligence and the opposition 

showed a hard line against bailing Chogin out, the share price fell steadily to around 

five-sixths of its already very low mid-June level. The bailout effect for Chogin 

shareholders must be seen in this context. There was no chance that they would get more 

than the current market value of their shares. There was a chance that approval of an 

injection would raise the share price. It must be borne in mind, however, that as Sumitomo 

Trust was refusing to accept Chogin’s and the government’s estimates of bad loans, the 

capital injection would not cover the losses which Chogin would have to take prior to a 

merger. Indeed, as June passed into August and September, it became clear that it would 

be impossible for Chogin to take its losses without cutting deeply into its capital. It was 

thus unlikely that the compensation received by Chogin shareholders would exceed the 
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October market value of their shares, about 1 billion dollars, and it would not have been 

surprising if they received less than half of that.    

 If the government’s plan and the opposition plan ultimately adopted did not differ 

greatly in impact on Chogin, they differed more significantly in impact on Chogin’s acquirer. 

Under the government plan, Sumitomo Trust would effectively have received a loan of 500 

billion yen from the government which could be counted toward its capital base. Chogin 

and Sumitomo Trust would then have negotiated the distribution of the costs of cleaning up 

Chogin’s balance sheet, with losses above 500 billion yen reflected in a to-be-negotiated 

reduction in the share of future profits of the post-merger bank due to the Chogin 

shareholders. This share would be determined in the first instance by the Chogin stock 

price at the time of the merger, but the government and Chogin executives repeatedly said 

that they would accept an adjustment in the weighting of capital brought by Chogin to the 

new bank. On the basis of the share prices in October, combining the two banks’ shares as 

capital for a single bank would have given Chogin 12.5 percent ownership. In light of losses 

Chogin would have to take to make the merger justifiable to Sumitomo Trust, Chogin’s 

share would have to be cut. Sumitomo Trust might then have issued some new shares to 

private investors to preserve its capital ratio in connection with the acquisition of Chogin 

assets. In other words, costs would have been borne by the contracting parties, partially 

through a low-interest loan from the public.  

 In transferring Chogin assets to Ripplewood, the government imposed higher costs 
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on the public, and exactly zero risk on the acquirer. The group led by Ripplewood put up 

120 billion yen to capitalize a new bank and paid 1 billion yen to the deposit insurance body 

for Chogin’s shares. The government agreed to put between 500 billion and 1 trillion yen of 

capital into the new bank. All bad loans were to be taken over by the government before the 

formation of the new bank. Some negotiation between the government and Ripplewood 

would be required to determine which loans were bad, but the results of these negotiations 

were, from Ripplewood’s perspective, almost irrelevant: for three years, the new bank 

would have the clearly stated contractual right to full compensation from the government 

for any loss of value of the Chogin loans it acquired. Also, the estimated 200 to 300 billion 

yen in Chogin’s “unrealized share gains” (the difference between book and market value of 

Chogin’s shares in other companies) would be counted toward the new bank’s capital.  

 With proof in hand that the government would in fact let some major banks fail, 

the big business community and Jiyuto hastened to save the rest. The Jiyuto switch was 

preceded closely by an extraordinary statement from Keidanren, the premier big-business 

federation, strongly calling for prompt reinstatement of capital injections. Jiyuto-LDP 

agreement on that led quickly to Diet approval of a vast expansion of state guarantees of 

private bank loans. Absent from the new elite consensus was any guarantee that regulators 

would act more promptly to rein in the next speculative frenzy, or that the nation’s elected 

officials would exercise tighter oversight over regulators than they had in the years of the 

bubble. Prudential banking regulation was not advanced much, but frayed ties between the 
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state and the community of big banks had been strengthened, with the latter culled of some 

peripheral members and extended to Washington. The convoy system had been 

transcended, and banking made a target of cartel-consolidating industrial policy. Ensuring 

this outcome was apparently the necessary political condition that held up state action in 

the last, and worst, year of banking crisis.  
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 Chapter 8: Concluding Thoughts on the Explanatory Framework Applied to 

Japanese Banking and Economic Policy 

 

What this dissertation has shown is that if efforts to defend an economic policy 

regime overly protective of weak firms and other conservative vested interests are part of 

the explanation of the Japanese government’s failure to act to prevent the volume of bad 

loans in the private banking system from growing into an imminent threat to system 

stability and a protracted drag on the growth and development of the economy, so is the 

contribution to this de facto policy of delay made by advocates of dismantling that system 

and giving higher priority to rewarding of balance sheet strength as a goal of economic 

policy. Elite policy actors with the least interest in preserving the protective bias embedded 

in banking policy of the 1950s and 1960s showed themselves to be consistently willing to 

put off resolution of the bad loans problem in favor of other policy objectives. The list of 

people, institutions, and incentives that produced the policy of delay would not be complete 

without mention of that class of experts and elected officials who, uniquely positioned to 

call for whatever they thought conditions demanded, consistently concluded that what had 

to be done about bad loans was something other than facilitating their elimination. 

In failing to act, the Ministry of Finance and the cabinets of the day were at all 

times supported by a broad elite consensus that doing the wrong thing was as dangerous as 
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doing nothing, with the “wrong thing” frequently taken to mean anything not sufficiently 

preferential toward those firms best able to weather the crisis. In attempting to account for 

this specific policy outcome, there is no good reason for assuming that advocacy of the 

interests of the strongest firms did not constitute a political force in its own right. Moreover, 

there is evidence that it did.   

Throughout the 1990s it was pursued to greater or lesser degrees by all major 

political parties and by highly prominent economic policy experts. In the early 90s, 

resolving the bad loans crisis was treated by general elite agreement as less important 

than liberalizing the finance system and removing a floor for land prices, and often as a 

genuine threat to a welcome play of market forces. From 1994 through 1996, the difficulty 

of building public support for using public money to resolve the crisis was intensified by a 

vigorous campaign to vilify proposed uses of public money as insufficiently rewarding of 

balance sheet strength and insufficiently punitive toward firms with weak balance sheets. 

In 1998, the advisability of acting to stabilize the finance system in conditions of acute 

crisis, without strong guarantees that such action would not hinder consolidation of the 

banking system and the universe of borrowers, was seriously contested. Demands for 

restructuring of the economic system that had developed under the umbrella of the 

mid-century developmental state were an obstacle to the prompt resolution of the bad loans 

problem.  

 The moral of this finding is simple and obvious: in accounting for highly 
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consequential and politically salient economic government policies in a capitalist country, 

systematic neglect of attempts to shape policy in the interest of the strongest, most 

competitive firms, as a possible explanatory factor, is a bad idea. But is there a broader 

moral to the story? The prevalence of this neglect suggests that there should be, that it can 

be traced to some set of assumptions underlying a common basic approach to contemporary 

Japan and that correcting these assumptions would lead to a better approach.  

 However, it is not clear to me that this is the case. Neglect or underestimation of 

big business political influence does not follow from the basic logic underlying the standard 

narrative. The most complete expositions of the standard narrative, Pempel’s and Gao’s, in 

fact, contain ample space for assigning to the interests of leading firms greater political 

weight than these authors do assign them. Indeed, they can be said to require it. If, as 

Pempel argues, a fractured consensus between strong and weak firms is a significant 

source of political trouble, it follows that strong firms must have considerable capacity to 

block policies they do not like. In Gao, the matter is less clear insofar as the 

“coordination”/”control” dilemma can be framed as a purely economic problem; to say that 

greater “control” is needed is not to say that it enjoys any political support. However, Gao’s 

ultimate emphasis on the political weight of “coordination” demands is not fully consistent 

with the story he tells. In his final chapter, he makes it clear that the lapse into “the logic of 

coordination” of which he complains was triggered by an intensification of the logic of 

control which was triggered, in turn, by consciously chosen control-enhancing policies. 
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More importantly, placing greater emphasis on demands for coordination than on demands 

for control is a choice that does not follow from Gao’s theoretical foundations. Gao frames 

his “dilemma” as a politico-institutional phenomenon; as policy is constrained by the two 

imperatives of coordination and control, responding to one intensifies demands, embedded 

and well represented in the political process, for efforts to address the other. This logic 

points toward collision of the two as a possible political process capable of shaping policy 

outputs; in generally failing to posit, or look for, such a collision and focusing on more on 

attempts to avoid such a collision, Gao applies his own theory in a way that does not fully 

exploit its implications.  

The challenge for future work may thus lie less in strengthening the foundations 

of existing theory than in making those foundations clearer and readier to hand for 

construction of substantive explanations. Moreover, this work of bringing the implications 

of the standard narrative into view and keeping them there may not require any particular 

theoretical innovation. The necessary tools (if tools beyond common sense are needed to 

take seriously the possibility of a world-class business community exercising substantial 

political influence in the last decade of the twentieth century) lie directly under the 

standard narrative, in classics of social science theorizing on which that narrative has been 

constructed. While a number of such underexploited intellectual antecedents might be 

mentioned, two call out particularly plainly for greater attention: Marx and Chalmers 

Johnson. 
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What is Marxist about the standard theory is captured, ironically enough, by 

Schumpeter: 

In most cases Marx used the term crisis in its ordinary sense, speaking of the 

crisis of 1825 or that of 1847 as other people do. But he also used it in a different 

sense. Believing that capitalist evolution would some day disrupt the institutional 

framework of capitalist society, he thought that before the actual breakdown 

occurred, capitalism would begin to work with increasing friction and display the 

symptoms of fatal illness.297 

Now, Schumpeter saw in this both a key to Marx’s greatness and a good expression 

of Marx’s gross error. The greatness lay, above all else, in the “profound… vision in which 

[the] truth stood revealed” that “capitalist evolution will destroy the foundations of 

capitalist society.”298 The error, for Schumpeter, lay in the premises and the logic from 

which Marx attempted to deduce the conclusion scientifically, and in his resulting 

misapprehension of what in the evolution of capitalism would bring it down. While 

affirming the conclusion (and the respect commanded by intellectual achievements Marx 

brought to bear in attempting to give the conclusion a scientific basis), Schumpeter rejected 

the science. Crucially, he rejected the dialectic whereby the laws governing the market 

system would lead to a collapse of the institutional “integument” that had held those laws 

                                                  
297 Joseph A. Schumpeter, “Karl Marx, 1818-1883”, in Ten Great Economists: from Marx to 
Keynes, Oxford University Press, 1951, p. 51. 
298 Schumpeter, p. 53. 
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in place. For Schumpeter, a capitalist economy does not run aground on any imagined 

“contradictions” within the incentives governing pursuit of profit; no systemic crisis, no 

failure of the productive system to reproduce itself, follows logically from the nature and 

dynamics of the capitalist system. This is explained, first of all, by the fact that the 

concentration of capital, which Marx saw and understood far more clearly than anyone else 

in the mid-19th century, does not imply, logically or in fact, a falling rate of profit or the 

“immiserization” of labor; and secondly, by the fact that the sociological phenomenon of the 

“superstructure” (or “integument”) is not reducible or indissolubly linked to the capitalist 

process. For Schumpeter, the collapse of capitalism is a sociological phenomenon that does 

not follow from the logic of price and value.   

The standard narrative, by contrast, accepts the Marxian dialectic, while rejecting 

the concrete meaning Marx gives it. The socio-political machine that produces its own 

collapse is not capitalism, but the Japanese capitalism of the mid-20th century. If 

“Japanese” is inserted before each appearance of “capitalism” or “capitalist” in the passages 

from Schumpeter quoted above, one has the essence of the standard narrative.  

Interestingly, the characterization employed of the type of capitalist system in 

crisis gives students of contemporary Japan a prima facie reason for assuming that big 

business has exercised no great influence over policy. For what is generally held to be 

distinctive about Japanese capitalism is that the Marxian logic of capital is not given free 

rein to run aground on its contradictions, but is repressed by the institutionalized political 
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commitments of the “developmental state”. The contradictions identified in the Japanese 

system, in other words, were not those of the free play of capital, but those of a specific 

mode of its repression. The possibility is thus presented that the demands of big business 

interests had little influence on the policy failures of the post-bubble period.  

To the extent that the Japanese institutional framework had boxed capital in, in 

other words, it makes a kind of sense to treat big business as a more or less passive 

observer of policy debates. And there is real explanatory utility in doing so. One can say 

with some plausibility what the government would have done about bad loans had big 

business enjoyed hegemony in economic policymaking: we would likely have seen an early 

use of state funds targeted at strengthening the largest of the major banks, reforming these 

somewhat old-fashioned institutions on the lines of universal banking, and encouraging 

widespread mergers from the top to the bottom of the banking system. Deviations from this 

policy direction can then be attributed to political influence of the constituencies and state 

institutions who regarded it as threatening.    

Such an explanation would arguably be correct on its own terms. It would answer 

the question of why the government did not do what it should have done about bad loans 

(assuming an identity between good policy and what many advocates of big business 

interests argued for). That, however, is not the only question that can be asked; for what 

the government failed to do was not simply what it should have done, but anything capable 

of arresting or resolving the growing crisis.  
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Explaining that outcome is made unnecessarily difficult if big business is treated 

as it is in most of the literature. The operative assumption seems to be that if person A is 

unable to get what he wants through the political process, the explanation of outcomes 

should be found in the actions of others – that if the state is not an “executive committee of 

the bourgeoisie”, then the political influence of the bourgeoisie requires no concentrated 

attention. This is un-Marxian not merely because Marx regarded the bourgeoisie as a 

ruling class, but because Marx’s approach to a sub-hegemonic, or even an impotent, class 

was not to ignore it but to seek to establish its place in political processes. One need not see 

Japan’s big business community as secretly controlling the apparent chaos of Japan’s big 

business to recognize it as capable of causing trouble.  

The literature’s inversion of Marx’s dialectic, in fact, is not a revision of Marx, but 

a borrowing, a proposition expressed in every line of The 18th Brumaire. In the passage 

quoted to open this dissertation, we see that Marx had a good idea of what a political 

system unable to confront a crisis decisiviely looks like. And at no point of that most 

readable of Marx’s works is bourgeois hegemony invoked to explain anything. The story is, 

after all, one of the bourgeoisie utterly failing to control events and desperately entrusting 

its fate to a creature of the peasantry and the lumpenproletariat. This does not mean it was 

a victim of other classes resistant to its good sense, however. The story, rather, is of this 

class rushing into the adventurer’s arms for fear of the consequences of alliance with a 

broader public, and of the respectable parties of the left inviting this treatment by choosing 
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alliance with the bourgeoisie over representation of their own mass constituencies: 

In the first French Revolution the rule of the Constitutionalists is followed by the 

rule of Girondists and the rule of the Girondists by the rule of the Jacobins. Each 

of these parties relies on the more progressive party for support. As soon as it has 

brought the revolution far enough to be unable to follow it further, still less to go 

ahead of it, it is thrust aside by the bolder ally that stands behind it and sent to 

the guillotine. The revolution thus moves along an ascending line. 

 

It is the reverse with the Revolution of 1848… Each party kicks from behind at 

that driving forward and in front leans over towards the party which presses 

backwards. No wonder that in this ridiculous posture it loses its balance and, 

having made the inevitable grimaces, collapses with curious capers.299 

In reading this, one is reminded of the odd tactics adopted by opposition parties 

throughout the 1990s. Nourished daily by public awareness of the government’s corrupt 

mismanagement of speculative frenzy, building crisis, and economic stagnation, the 

respectable parties of the left again and again staked their fortunes on policy positions 

appealing to almost nobody. The postwar quasi-democracy stood on trial, and the tribunes 

of an angry public insisted that all would be well if one of its more democratic features, a 

partial subordination of large banks to the goals of egalitarian development, were 
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eliminated. The temptation to adopt this tactic must have been strong given the presence of 

another phenomenon Marx identified in France: a new “estrangement” between “the 

spokesmen… of the bourgeioise… and the bourgeoisie itself”.300 In at least the short term, 

however, this made the tactic no less counterproductive. For what the LDP had always 

done for big business was not simply to favor it, but to reconcile it to a broader constituency. 

Japanese business may have been grateful to find parliamentary allies outside the LDP, 

but these allies needed a competitive voter base to do anything for business which the LDP 

would not. The promising path to power led through the LDP’s other aggrieved 

constituencies – small business and agriculture – and, more importantly, through the 

ever-growing mass of disaffected, “floating” voters. The shorter path to credibility as 

potential governors, identifying themselves as “responsible” on economic policy, was a dead 

end.  

The analogy to Marx’s France, of course, must not be pushed too far. The business 

class had not been faced with the need to choose between a popular insurrection and a 

military dictatorship, either of which threatened to ruin it. The price of indecision was 

never so high; the populace was hardly revolutionary. Moreover, the “lost decade” of the 

1990s has thus far led merely to a succession of militarist cabinets, who, after raising the 

defense establishment to cabinet status have now taken the remarkably Bonapartist tack 

of submitting their preferred constitutional revisions to a plebiscite; and to a parliamentary 
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opposition led by a man who has talked of threatening China with an officially non-existent 

nuclear arsenal. The LDP, the only available Japanese analogue to Marx’s “Party of Order”, 

moreover, has never found it anywhere near as difficult as Marx might have suspected to 

live comfortably on the wrong side of history, proving, no doubt, that any analogies between 

contemporary Japanese and Marx’s dramatis personae are far too inexact to be more than 

suggestive. The strongest contrast, however, is that whereas Marx held, as a fact essential 

for making sense of the “farce”, that the bourgeoisie was on its way out – too weak to rule 

again in its own interests and tempted for that reason to leave defense of its interests to a 

parasitic state – Japanese big business would seem to be a rising class, increasingly less 

willing to accept burdensome regimes of “coordination” as the price of doing business. This 

is all the more reason to read capital back into Marx’s dialectic.  

 If it seems quixotic or strained to seek a way forward, or the foundations of current 

work, in Marx, it is worth noting that Gao and Pempel themselves appeal to a Marxist 

tradition in explaining points central to their theories. Gao presents his formulation of the 

Japanese “dilemma” as informed by a Marxist tradition, specifically citing Polanyi and 

Arrighi in describing the sociopolitical significance of his “control” imperative. What he 

draws from this tradition, however, is attenuated to the point of vanishing. The 

contributions of these scholars is reduced to the rather weak point that free competition 

imposes a measure of instability on economic relationships, inviting political demands for 

compensatory mechanisms. From Gao’s account, one would not guess that Polanyi saw the 
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rise of capitalism as a sundering of the social fabric of European civilization through the 

violent replacement of social bonds that had emerged over centuries by the stark and 

brutal logic of price.301 Neither would one guess that Arrighi, following Braudel, describes 

capitalism as an “anti-market” “layer” of economic activity302, above and divorced from 

mere buying, selling, and producing, a realm where “the possessor of money meets the 

possessor… of political power” to construct transnational political-economic orders 

replacing outmoded regimes.303 How much more vital would Gao’s notion of a “dilemma” 

become if he were to take his intellectual sources more seriously in constructing it?  

Pempel’s use of Marx is even more oblique than Gao’s, but touches on points 

essential to his thesis. Quoting Meredith Woo-Cummings, Pempel describes the regime of 

the early 1960s as the product of a “Brumairian contract”, whereby, “[j]ust as the 

bourgeoisie of Louis-Bonaparte’s France, prostrate before the rifle butt, traded its political 

rights for the right to make money, so did Japan.”304 Further, Pempel claims a distinctive 

merit for his study in having brought big business from the periphery to the center of 

analytic focus:  

In the increasingly tedious academic debates about whether Japanese bureaucrats 

or politicians are the more powerful, business has remained an all but ignored 
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element. Yet, an extensive literature on comparative capitalism has established 

the political importance of meeting the economic demands of business. Further, 

the previous chapters make clear the power of big business in Japan.305 

If Pempel is serious about this, he is describing a political order in which the 

largest controllers of finance capital occupy an exceptionally privileged position; subject to 

an autocratic government, it is true, but one that powerfully advances their interests and 

does nothing to hinder them. The bourgeoisie of the Second Empire had to put up with 

expensive military adventures; the post-occupation Japanese state removed this threat 

with the same stroke that removed the threat from labor, in a subordination of all difficult 

ideological questions to a single-minded pursuit of growth and development. Moreover, 

with the hindsight Marx lacked, we can say that big business in a Brumairiam regime had 

little to fear from state efforts to protect the least competitive firms from domestic or 

foreign competition.  

But Pempel is evidently not serious about this. This characterization of his 

findings can only strike the reader as a bolt from a clear blue sky. Almost every description 

of policy or politics Pempel offers is framed as an example of the state bending over 

backwards to protect the least competitive firms and sectors. In Pempel’s account, big 

business becomes increasingly dissatisfied with the government’s ever-expanding efforts to 

                                                  
305 Pempel, p. 215. 



 280

provide “side payments”306 to “sequester [weak] firms from ‘excessive competitition’”307, a 

habit of subsidizing losers that was already well established by the mid- 1960s, “when the 

regime’s components were meshing with silky smoothness.”308 But big business never 

seems to have any success in trimming back commitments to the weak, or in making them 

politically problematic, or even in getting anything for itself in return for its grudging 

consent to such commitments. One of Pempel’s strongest attributions of political clout to 

big business is the following statement: “Public policies in the interests of nonelectoral 

supporters are criticial. Consider the demands of the financial sector and the bond market 

for stable monetary policy and consistent interest rates.” The various campaigns of 

liberalization and deregulation that have advanced with ever-increasing speed since the 

early 1980s, he frames as pushed by and in the interests of everybody other than their 

immediate beneficiaries in the big business community. The choice of the mid-1990s, he 

argues, was between “liberalization [which] would benefit benefit consumers, labor, and 

urbanites” and “protection [which] was essential for agriculture, utilities, many troubled 

industries, small businesses, and oligopolies.”309 Big business gets little more than stable 

monetary policy, liberalization results from political pressure from left-leaning 

constituencies, and the country’s most successful firms are by definition excluded from the 

ranks of the “oligopolies.”   
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  How much richer would Pempel’s notion of “regime shift” become if he allowed 

the term “regime” to take on its full meaning in his analysis? Pempel, like Gao, by cutting 

himself off from the empirical heart of the tradition he attempts to build on or transcend, 

limits the power of his own framework. 

 There is, however, another basic source of the standard narrative that does not 

lead us into the thickets of Marxist commentary. It is a safe bet that no one has shaped 

theorizing of the contemporary Japanese state more powerfully than Chalmers Johnson. 

Not only is Johnson’s MITI and the Japanese Miracle the one work one can be fairly sure 

anyone writing about contemporary Japanese economic policymaking has read and 

borrowed from; much of what is known about post-bubble Japan’s economic policymaking 

was clearly laid out in that work. The system in crisis after the bubble was Johnson’s 

“developmental state” and the developments that would bring it into crisis were well 

anticipated in his original description. If there were a single source text to which all 

current work on Japanese economic politics could be seen as standing in a relation of 

commentary, this would be it.   

 Given Johnson’s central thesis -- that the most important institutions accounting 

for the nature and performance of the postwar Japanese economic system were created and 

administered by bureaucrats through a long history of inter-bureaucratic competition, with 

the activities and demands of business powerfully channeled by the bureaucrats’ vision of 

the national interest -- Johnson would also be the place to turn for a theoretical 
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justification of treating the demands of big business as not meriting much attention as a 

political force in their own right. But Johnson does not take that path. Put simply, Johnson 

attributes far greater political weight to demands of the strongest firms than do most 

scholars of the post-bubble economic policy process. The interests and political power of big 

business are actually a central variable in Johnson’s equations. 

 If Johnson portrays the Japanese state as strong in relation to big business, he 

makes it clear that the state enjoyed its greatest strength in the years of wartime 

mobilization. The regime of the post-occupation years he describes as a “division of labor” 

between bureaucrats and big business. He also affirms the accuracy of describing the 

post-occupation economic policy system as a type of “corporatism” or a variation on the 

économie concertée, “a partnership of big business, the state, and in theory though not in 

practice, the trade unions.”310 Moreover, he makes it clear that the biggest and strongest 

firms were always a larger political obstacle than protected weaker firms to MITI’s pursuit 

of its plans. While he certainly does not deny obstructive force to weak firms resistant to 

such “market-conforming” “rationalization” plans, the message is clear that when leading 

firms stood with the plans lagging firms had little choice but to embrace them. Johnson 

traces the beginning of the breakdown of the developmental state routines to developments 

of the early 1960s, of which the most important was partial liberalization of capital flows 

demanded by the governments of the US and Europe, which provided leading Japanese 
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firms new incentives to break out of government-brokered domestic cartel arrangements 

and seek capital tie-ups with foreign multinationals. Leading firms cooperated with 

bureaucratic guidance when they needed state help to secure competitive strength; when 

guidance conflicted with the plans of firms who had already benefited enough from 

“nurturing” to become competitive enough to do without it in certain contexts, these plans 

invariably ran into serious political resistance.   

 A primary political condition of bureaucratic leadership that emerges from 

Johsnon’s tale, then, is a willingness of big business to be led, an expectation on the part of 

leading firms that they will do better with the constraints imposed by government than 

without. This suggests, first of all, that if government policy by the 1990s had degenerated 

into efforts to protect weak firms, it was a prior fracture in the state-big business 

relationship that had led political institutions to seek to replace the support they had 

enjoyed from strong firms with support from the weak. It also raises an essential question: 

If big business had grown in autonomous economic strength, in the ability to do without 

policy supports that had benefited strong and weak alike and linked them into a 

conservative coalition, should this strengthening not have translated into political capacity 

and willingness to bargain for a basic rebalancing of policy payouts? For one seeking a 

private constituency-based explanation of contemporary Japanese economic policymaking 

dysfunctions, Johnson offers no justification for treating leading firms as a peripheral actor, 

capable of doing little more than watching backward sectors drag policy down to their own 
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level.  

 The tools necessary for correcting the imbalance of focus so prevalent in the 

literature, then, are not lacking. Analytic frameworks sufficient to that purpose, in fact, 

retain a prominent place in the collective conscience of contemporary researchers. Indeed, 

liberal, if somewhat odd, use of them is made even now. The prevailing treatment of 

Japan’s leading business interests, then, as imprisoned in institutions maintained by 

others who fear their good sense, remains, for me at least, a puzzle.  

But perhaps the exigesis of revered forgotten texts is not the best way, or even a 

necessary condition, of making progress. Perhaps it is best to seek what we need not in 

what we have forgotten, but on the path to which our instincts have already led us. And 

there is a strain of analysis within the literature cited that opens up possibilities of theory 

construction that have not been fully exploited. Studies devoted to the strategies of 

post-bubble Diet parties show a keener appreciation than is evident in studies more 

focused on other institutions of the fact that the factions of big business least in need of 

emergency state action to prop up the banking system did enjoy effective political 

representation. Diet studies share in the general tendency to treat this representation as 

natural, unproblematic, a less deserving subject of political analysis than everything that 

stood in its way. But they make clear its existence and open the way to a systematic 

appraisal of its importance.   

Ohtake, for example, though ultimately attempting to explain a failure of the 
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parties to adopt a firm neoliberal agenda, does recognize that leaders of all the 

non-Communist parties made prominent attempts to do so and succeeded at least in 

placing broadly neoliberal appeals on their parties’ agendas. He also recognizes that in 

spite of the absence of a unified major party commitment to the agenda, it has seen a 

piecemeal, progressive realization. Moreover, he frequently notes a cause of the parties’ 

failure which most analysts are prone to glide over: a clear failure of most of the public to 

embrace the appeals addressed to them for a neoliberal agenda. To be sure, he just as 

frequently attributes this lack of popular resonance to public ignorance, a lack of 

“understanding” of why things like mass-layoff corporate restructuring are in the public 

interest; citing minimal data on public opinion, he rules out the possibility that many who 

understand the policy arguments for neoliberal restructuring fairly well see little in them 

to like.311 But in recognizing the brute fact that changes he considers necessary were not 

as popular as they would have to be to become the centerpiece of a party’s appeal for votes, 

and the fact that party leaders have done what they could to promote them under that 

constraint, Ohtake takes us outside the terms of analysis common to most of the literature.  

Curtis makes a similar move, more cursorily but perhaps with greater effect. Of 

the Minshuto, he writes the following:  

 

[They] advocate a reform program that tries to embrace the views of both its 
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former LDP and JSP members. Kan [Naoto, then the party’s president] has been 

fond of citing former Italian Minister Prodi’s Olive Tree Alliance as a model for his 

new Democratic Party [i.e. Minshuto] (and Prodi compares his Olive Tree Alliance 

to Tony Blair’s New Labour Party in Britain). Kan, in a conversation after Prodi’s 

fall from power, characterized his party’s stance with a different, and somewhat 

more telling, European analogy. The Democratic Party, he said, has to be “the 

party of Thatcher and Blair.” Since the LDP had failed to undertake Thatcherite 

liberalizing reforms, the Democrats would have to do so when they came to power. 

They would also simultaneously have to adopt new social-welfare polices – thus 

the Blair moderation of Thatcherism[.]312 

 

 This is telling, indeed. If the leader of a major opposition party in Japan’s moment 

of serious economic crisis saw his path to power lying in a synthesis of Thatcher and Blair, 

in running far to the right of the LDP on economic policy with some higher welfare 

payments thrown in, one cannot but conclude that big business enjoyed highly committed 

representation. That such a positioning of the party was a promising strategy for vote 

maximization is far from clear, as is any justification for thinking that in the struggle to 

replace the LDP should it fall, as seemed likely, vote maximization would not prove 

decisively important. But this is what leadership, progressivism, and a change agenda 
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came to mean in the 1990s. It meant cultivating the most ambitious factions of the big 

business community, and hoping that a large public would somehow see this as 

representation of its own demands.  

 Curtis goes on to suggest this, and more, in a remarkable passage, the bluntness of 

which sets him starkly at odds with most expert commentary on the topic:  

 

There are, and there have been for many years, countless publications on the 

theme “Can Japan survive?”…  

 

In the LDP presidential election.. [of] 1998, all three candidates resorted to 

doomsday rhetoric… Japan would “sink”, Kajiyama repeatedly warned, unless it 

embarked on a program of radical reform. Japan would have “no tomorrow”…, 

Obuchi gloomily predicted, unless it fundamentally changed its ways of doing 

things. The Japanese people could not avoid feeling “pain”, Koizumi proclaimed, if 

they wanted Japan to survive… 

 

To take the rhetoric of Japanese leaders at face value, one has to conclude that 

there is virtual unanimity among them, and among the mass media as well, that 

Japan must revolutionize its current socioeconomic system. It was nearly 

impossible in Japan in the late 1990s to find leaders with positive things to say 
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about the Japanese system… [But] [t]he public mood throughout the 1990s, as this 

book has emphasized, was conservative rather than revolutionary. Despite the 

rhetoric of “individual choice” popular with political reformers and anxiety about 

the future among the public, there was little apparent support for replacing a 

system that had emphasized social equality with a more rough-edged economic 

competition that would clearly differentiate winners and losers.313    

 

 Now, Curtis builds from this observation in the same direction as Ohtake, 

lamenting the failure of the public to embrace its leaders’ revolutionary message. 

Continuing directly, he writes:  

  

The result has been a yawning gap separating the reform policies of the Japanese 

government from the reform rhetoric of Japan’s political leaders. While the 

rhetoric has been bold, the policy response has been hesitant. A combination of 

bureaucratic intransigence, the power of vested interests, public resistance to 

undoing the system that brought Japan its postwar success, and a fundamental 

lack of confidence or conviction among the political leadership in the radical 

reforms they were proposing have conspired to produce policy measures that are 

faint echoes of the political rhetoric that those leaders regularly employ.   
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This gap has had several negative consequences. One of the most important is that 

Japanese have become so used to hearing politicians speak of crisis that they tend 

to discount their warnings heavily, thereby increasing the probability that they 

would be slow to react to a truly threatening situation. Such was the case with 

respect to Japan’s banking system and economic problems in the 1990s. When, 

toward the end of the decade, the public did begin to accept the seriousness of the 

situation, the result was such a loss of consumer confidence, coupled with 

nervousness about the future, that the government’s efforts to stimulate domestic 

demand seemed to have little effect: voters opted to increase their savings rather 

than their spending…. 

 

Leaders in the LDP and in the opposition parties had become so intent on 

attacking the past policy failures of the bureaucrats and the weaknesses of the ’55 

system that they seemed almost uniformly unable to conjure up a positive vision of 

the future. It is hardly surprising that none of them was able to ignite much 

enthusiasm among the electorate.314  

 

There is as much to reject as to endorse in this assessment. In fact, I would argue 
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for turning it on its head. If it is not quite blaming the victim, it is close; for while it is, 

strictly speaking, the leaders who are blamed, what they are blamed for is merely poor 

presentation of the message and a failure to follow through on their revolutionary rhetoric. 

Had party leaders talked less about the need for policies that would create losers and 

emphasized instead the benefits to be realized through those very policies, Curtis suggests, 

more people might have embraced them. Somewhat contradictorily, he also says that the 

problem with party leaders’ rhetoric was that they had cried wolf too often; this suggests 

that their doomsday predictions were right and that using them to frighten people out of 

their conservative attachment to job stability might have constituted effective and 

legitimate political leadership. Ruled out are two fairly obvious possibilities: that a broad 

segment of the population did appreciate as well as party leaders the need for action, and 

that putting a happy face on bankruptcies and job losses would not have made people any 

more enthusiastic about them.  

For my part, I find questionable the suggestion that the Japanese public lagged far 

behind the country’s best, brightest, and most powerful in appreciating the need for major 

change of some sort. As we have seen in this dissertation, elites who combined a 

comprehensive and thorough view of economic conditions with access to a mass audience 

insisted for years that the bad loan problem could be handled without any massive 

emergency state action; they welcomed the collapse of the bubble as a salutary adjustment 

for several years, treated the resolution of seven home lenders as the decisive struggle 
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against bad loans, and in the face of an incipient meltdown of the banking system displayed 

intense scruples over taking emergency action. And it is a commonplace of both scholarly 

and anecdotal anthropological observation that Japanese are among the more pessimistic 

and fatalistic nations of the earth. Books on the coming cataclysm (whatever cataclysm 

that may be) sell; people save because saving is prudent; and politicians’ appeals to a sense 

of crisis work.  

More basically, Curtis’s argument is odd in the same way as Ohtake’s: The fact 

that a never-ending stream of politicians vying for supremacy over intraparty and 

interparty rivals insisted publicly and persistently that only a painful restructuring of the 

state and economy would count as a legitimate response to the banking crisis and other 

policy problems, is somehow taken to be less worthy of explanation than the fact that they 

were unable or unwilling to enact that restructuring in one fell swoop. The relevant 

question for these authors is neither how such an inherently controversial agenda gained 

such traction nor what role the persistent advocacy of that agenda played in complicating 

the formulation of consensus policy. Ultimately, what they present as puzzling, or as most 

revealing about the state of Japanese policymaking, is that the old devil politics somehow 

impeded its advance.      

But the fact that the assumptions employed in these works can be challenged 

frontally in this way testifies to the welcome clarity with which Ohtake and Curtis present 

both those assumptions and the grounds for questioning them. Almost in passing, as a 
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preliminary to the point that really concerns them, these works make an essential point 

that is all too easily lost: all parties with any hope of serving in government, though 

internally divided on the issue, apparently felt a strong compulsion to compete with each 

other as advocates of a general approach to economic policy which disdained as cowardly 

and irresponsible any “easy” solution of concrete problems, any state action that could be 

sold without elaborate rhetorical camouflage to voters worried about jobs or bankruptcy. To 

one who shares that ideology, any backpedaling from it will naturally look like standard 

political treachery; to one merely interested in understanding what happened, the attempt 

of politicians to push such an ideology on reluctant voters is a datum of central importance.  

 Some studies of Diet parties even seem free of attachment to the ideology. In a 

deceptively modest study observing the trajectory of budgetary and deregulation policy in 

the 1990s, Hiwatari derives a very simple policy-making dynamic. He argues convincingly 

that as general economic conditions oscillate between acute crisis and widespread 

optimism, the Diet parties move toward and away from each other to compete for support 

from the same two basic constituencies on which Pempel and Gao focus: the two layers of 

Japan’s “dual economy”, internationally competitive firms and the mass of smaller 

companies. As general economic conditions approach their peak, smaller company 

resistance to deregulation and demand for public spending are relaxed, and the parties 

shift positions to capture support of the strongest companies, who strongly desire 

accelerated and deepened deregulation and, less urgently than the Ministry of Finance but 
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generally more strongly than the weaker companies, desire budgetary restraint. As 

economic conditions turn down, tension increases between the demands of the stronger and 

weaker companies; as the weaker companies feel the effects of the downturn earlier and as 

a bigger threat, their demand for regulatory and budgetary relief rises, while the most 

competitive firms fear a slowing or reversal of progress on their agenda, especially the 

agenda of deregulation. In this phase of the process, the parties find it increasingly hard to 

please both constituencies. Their movements then gain in fluidity as they move tactically to 

seek or maintain an advantage with one or both of the camps. When conditions descend 

into generally perceived crisis, the camps and the parties approach each other again, this 

time converging on demands for relief, a consensus on the need for rapid fiscal stimulus 

and a willingness to shelve the deregulation agenda.315  

 What is of interest here is not so much whether Hiwatari has traced the cycles of 

party position-taking with perfect accuracy as the insight that tracing them is possible and 

worthwhile. That Japan’s Diet parties tactically move between and balance highly 

synthetic policy agendas to target two recognizably distinct broad constituencies formerly 

united in the core of the postwar conservative coalition is an important finding. It says that 

in its years of crisis and humiliation, Japan had attained a large measure of what it has 

long been said to lack: a politics of real policy disputes, as opposed to one dominated by 
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factions and institutional turfholders who prefer defense of their petty interests to the 

struggle to shape the nation’s economic future.  

 This in no way guarantees that that future will be a happy one, or even that 

economic policymaking will soon settle into a clear and stable pattern recognizable as the 

successor to the developmental state regime. Parties organized around competing visions of 

grand economic strategy may be as good at generating chaos and failure as the baroque 

complexity of networks and shadowy fixers ever was. But it may one day be possible to say 

that earnest advocates of “strategic” policy have had their day in court, and to arrive at a 

clearer view of their contributions to the policy process than has been attained to date.   
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Appendix A: Note on scale of Japanese nonperforming loans 

 

Estimating the scale of Japanese banks’ nonperforming loans is not easy. For 

example, the most detailed study of causes of the state’s delay in resolving the problem 

cites an estimate published in the Economist that “the amount of bad debt held by 

Japanese banks [at its peak was] 1 trillion dollars or approximately 30 percent of gross 

domestic product.”316 A 2001 study cited also cited by Amyx, however, gives the far lower 

estimate of 600 billion dollars.317  

The banking system did not free itself of 400 billion dollars worth of bad debt 

between 1999 and 2001. In March 2001, the Nihon Keizai Shimbun reported that the 

nation’s banks were planning to increase their bad loan writeoffs to around 30 billion 

dollars for the fiscal year ending that month.318 Between the time of the Economist report 

and March 2001, the banks would certainly not have written off more than 90 billion 

dollars. Further, in calculating net reduction of bad loans from such writeoffs over this 

period, we would have to subtract at least 60 billion dollars in new bad loans which the 

government estimated to have arisen between March 1999 and March 2000, and even this 

assumes that the Economist estimate had picked up a larger amount of new bad loans that 
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arose from March 1998 through March 1999.319. Meanwhile, the deposit insurance body 

reported that the government had spent around 65 billion dollars covering losses from 

banks that had failed between 1998 and March, 2001. Given that one expert calculated the 

recovery rate on bad loans removed from banks’ balance sheets as under 30 percent,320 that 

65 billion in losses represented at most 100 billion dollars in bad loans. One way or another, 

there is a gap of several hundred billion dollars here.  

The explanation is that the two figures are estimates of different things. The 

estimate of 600 billion agrees fairly well with the estimate offered by the Japanese 

government in 1998 of bad loans as defined by the standards of the US SEC. Higher 

estimates, using broader definitions, were frequently offered by the Economist and other 

business press publications. Arguments could certainly be made for much higher figures 

than the government released. The MOF had a history of lowballing estimates, not only by 

using narrow definitions of bad loans in the early 1990s, but by “missing” unrecoverable 

loans that turned up when full examinations were done on banks that had failed. Banks 

were known to hide bad loans by various methods, including paper companies with no 

assets other than bad loans which banks had transferred to them and the practice of 

lending borrowers money which the borrowers would use to pay interest on outstanding 

claims. It was entirely natural and appropriate for outside analyts to come up with 
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standards on their own to get a full picture of the problem. But there was very wide 

variation in the estimates that resulted.  

Another study cited by Amyx estimated that the total cost to the tax payers of bad 

loans would come out to at least 24 percent of 2002 GDP. 321 This is, of course, a completely 

different variable from the estimate of bad loans per se. Moreover, 65 percent of this figure 

is made up of expected losses on loans to quasi-government organizations, with 25 to 33 

percent of the figure made up of expected losses on loans to those quasi-government 

organizations by the publicly run postal savings system. 322  Furthermore, this essay 

estimates the losses to taxpayers from bank loans based on widely differing estimates by 

six experts of banks’ “net losses”. To complicate matters further, the estimates of these net 

losses seem to be estimates of several quite distinct variables. But the two clearly 

comparable estimates of the six are 19.2 trillion yen and 70 trillion yen.323  

For what it is worth, the Kashyap estimate, at least for loans to the private sector, 

seems to have been too high. According to the Nihon Keizai Shimbun, through 2005 the 

government had spent, in a variety of forms, some 51 trillion yen on “public support” for 

private banks. This is almost exactly the figure Kashyap predicts. However, the 

government had already recovered some 22 trillion yen of that amount, and would likely 
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recover more from gains in the value of stocks it had purchased from banks. The unrealized 

gains on the stocks at that moment totalled about 5 trillion yen, the Nihon Keizai Shimbun 

reported.324 Further, almost the entire 12.5 trillion yen spent on purchasing banks’ stocks 

and subordinated debt since 1998 has since been recovered. I have not been able to 

determine how much of some 60 trillion yen in state credit guarantees for small business 

loans made available through 1998 has been used, or how much has been collected. But the 

figures given in the Nihon Keizai Shimbun in December 2005 do in fact incorporate money 

spent redeeming those credit guarantees to that point. All told, the government estimated 

that it might well be able to limit total tax charges to under 10 trillion yen. Even if that 

figure is unrealistically low, a figure of 20 trillion, less than half the Kashyap estimate, 

looks reasonable.      

Standards used by credit rating agencies and others frequently extended to loans 

that certainly would not have been considered bad under SEC standards, such as loans to 

companies that had not missed payments and were in the black year by year but had high 

enough amounts of debt that they would need many years to pay off completely given their 

current profits. There were arguments to be made for and against alarmingly high 

estimates formed on that basis. Wade and Veneroso saw in alarming estimates of bad loans 

in Asian countries part of the attack by holders of the “Washington consensus” on the 
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structure of these countries’ economies.325 In the Asian countries suffering crisis in 1998, 

including Japan, bank loans had long made up a larger share of corporate finance than in 

the West. If one considers this a problem in itself, then high debt levels are a problem even 

if banks do not have to take large losses. And if government policy is to lower debt levels 

quickly, then high debt levels are sure to lead to the problems feared. But the sensible 

approach to such high debt levels, Wade and Veneroso argue, is simply to make economic 

growth, not the restructuring of countries’ credit systems, a priority. Those who issued 

alarming bad loan estimates could always reasonably answer, however, that high debt 

levels meant high bank risks one way or another. The question to which any bad loan 

estimate leads is how much banks will fail to recover of amounts borrowers have contracted 

to pay, and the answer is always that it depends – on the state of the economy in general, 

on the market value of collateral assets, and on banks’ willingness to lend enough to 

sustain the demand needed for borrowers to pay over time from earnings.  

In light of these considerations, this dissertation does not attempt to specify the 

scale of Japan’s bad loans problem with any precision. I consider it clear that whatever the 

ostensible standards the Japanese government used in estimating bad loans, it 

undercounted the loans in the categories it defined. On this basis, it is fair to say that bad 

loans amounted to more than the roughly 11 percent of all private bank loans at their peak, 
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this being the figure the government gave in 1998. If the true figure for loans in the US 

SEC categories was close to this figure, then the Japanese bad loan problem was somewhat 

smaller than that of at least one wealthy democracy of the time, Sweden.326 The true figure 

might put Japan in a class by itself among the wealthy countries of the late-20th century.  

In any case, from the early 1990s Japan’s banks were holding over 100 billion 

dollars in loans to companies that had failed or had not made payments in at least six 

months. If loans to companies that had not paid for three to five months and loans on which 

banks had forgiven interest are included in estimates for the early 1990s, the figure is 

naturally much higher. Moreover, the situation in general became steadily worse. From the 

early 1990s, there was also an officially acknowledged gap of tens of billions of dollars 

between nonperforming loans and collateral and reserves taken against them. Moreover, 

the collateral on most loans was land. With land prices falling or under heavy downward 

pressure throughout the decade, the amounts of losses banks would have to absorb were 

certain to grow, and did. One way or another, the financial system would have to 

accommodate a balance sheet shock of hundreds of billions of dollars. This dissertation 

treats Japan’s bad loans simply as a large, growing, and highly salient problem.      

                                                  
326 The Deputy Governor of Norway’s central bank in 2003 cited a World Bank estimate of 
Swedish banks’ nonperforming loans amounting to 18 percent of total bank loans at their 
peak. (See “Crisis Resolution and Financial Stability in Norway (Speech by Mr. Jarle Bergo, 
Deputy Governor of Norges Bank, at the 50th Anniversary of Bank Indonesia, 10 December, 
2003), online article at 
http://www.norges-bank.no/font/parke/en/foredrag/2003/2003-12-10/.) 
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Appendix B: Major banks “weak” and “strong” 

 

In an important sense, the major banks constituted a weak sector. Benjamin M. 

Friedman states that in the early 1990s “in aggregate the entire Japanese banking 

industry or even… each of the 21 large banks were insolvent, which became common 

knowledge for private analysts in the late 1990s.”327 This is a stronger claim than even 

most harsh critics of Japan’s banks have made, and Friedman does not support it except 

with an appeal to “common knowledge” of (some) “private analysts.” But it is certainly true 

that, notwithstanding the denials of some major banks that they needed the money, the 

large banks were reported to support use of public funds as early as 1992, and that they all 

took the money offered in 1998 and 1999 in an environment in which their share prices 

were plummeting faster than the stock market as a whole. It is also true that they 

depended on aggressive discount rate cutting from 1991, which eventually brought deposit 

rates near zero. Furthermore, they had led a highly protected life throughout the postwar 

period. As many authors have explained, high walls between sectors of the domestic 

finance industry, high barriers to entry for anyone interested in establishing a bank in 

Japan, ready access to the Bank of Japan’s “discount window”, and a host of written and 

unwritten regulations limiting competition were all vital to maintenance and expansion of 
                                                  
327 Benjamin M. Friedman, “Japan Now and the United States Then: Lessons from the 
Parallels”, in Ryoichi Mikitani and Adam S. Posen (ed.), Japan’s Financial Crisis and its 
Parallels to U.S. Experience, Institute for International Economics Special Report 13 
(September 2000), p. 37.  
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their profits.328  

Heavy bank reliance on state protection, moreover, is not a uniquely Japanese 

phenomenon. It was an essential element of postwar economic policy in all the major 

industrial democracies; this fact is evident if one reflects on such routine features of 

contemporary finance systems as deposit insurance, central bank control of interest rates, 

special access accorded banks in the setting of prices of government debt, and regimes of 

prudential bank regulation which allow banks not to compete with each other to offer 

higher deposit rates and lower loan interest rates than they can bear or to engage in even 

more reckless behavior that can seem a short-term competitive necessity. Further, though 

the long-maintained postwar Japanese policy of not allowing any banks to fail was 

distinctive, major banks in far more liberal finance systems have long known that they 

could count on their governments’ banking authorities to make great efforts to help them in 

a pinch.329 Finally, the 1970s shift from rapid to slow economic growth weakened banks’ 

connections to the largest and most successful industrial producers, and made them 

                                                  
328 Yoshio Suzuki, The Japanese Financial System, Oxford University Press (1987) is 
perhaps the clearest and most authoritative account of the organization of the postwar 
financial system.   
329 Bagehot is most frequently cited for his description of bankers as “the soul of caution”. 
No phrase could capture less well the arguments he advances in his classic Lombard Street. 
The plainly stated premise of the work is that finance panics will arise fairly frequently, 
with even the most trusted bankers showing little caution when it would do any good; and 
its frequently repeated thesis was that the Bank of England “ought to lend at once and 
most freely in an incipient panic… as plain principles of banking require”, and that 
institutional reforms were needed to codify and strengthen its obligation to do so. (Walter 
Bagehot, Lombard Street: A Description of the Money Market, Richard D. Irwin (1962), pp. 
32-36.)   
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dependent on small businesses and highly protected producer sectors, such as construction; 

the best customers had less and less need for the major banks’ services. 

If major banks were among the weak in these respects, they must be classed with 

the strong in others. First, they were the primary private-sector advocates and 

beneficiaries of a progressive liberalization and deregulation of the domestic finance sector 

through the 1980s and 1990s. This began with a relaxation of restrictions on their trading 

in government bonds in the late 1970s, progressed through interest rate liberalization in 

the late 1980s and early 1990s, included a change in the Banking Law and other relevant 

basic laws to allow banks to create fully owned securities firm subsidiaries, and ultimately 

produced a change in the Antimonopoly Law to allow full-fledged bank holding companies 

(finance conglomerates) – partially capitalized by the state.330 In the 1980s, they also 

moved aggressively into lines of business to which their access had been quite restricted in 

the early postwar decades, most notably individual home lending and loans to small 

businesses, who had hitherto depended far more on “regional” and smaller local banks 

lacking the major banks’ national deposit networks and capacity to raise money from large 

firms. Clearly, major banks have a history of seeking the dismantling of restrictions that 

protected them.  

                                                  
330 On the politics of finance liberalization throughout the early 1990s, see Steven K. Vogel, 
Freer Markets, More Rules: Regulatory Reform in Advanced Industrial Countries, Cornell 
University Press (1996), pp. 167-195. Valuable additional information on the content of 
liberalization is found in Takeo Hoshi and Anil Kashyap, Corporate Financing and 
Governance in Japan: The Road to the Future, The MIT Press (2001), pp. 219-265. 
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They must also be classed among the strong in another important sense: as owners 

of shares in Japanese companies. At the end of March 1990, the twelve largest commercial 

banks (“city banks”) owned 4.55 percent of all Japanese corporate shares by value.331 At 

the end of 2000, the city banks, now reduced to nine in number by mergers and failures, 

owned 7.3 percent.332 There is some quarter-to-quarter volatility in these percentages, but 

in an important sense, the increase is larger than it seems. It corresponds to a 38 percent 

increase in these banks’ holdings, and an increase of over 10 trillion yen (somewhat over 80 

billion dollars). These figures are more stable, and no other domestic Japanese sector 

witnessed anything like that increase. It meant an increase from under 55 percent to over 

60 percent of the city banks’ share of all Japanese banks’ stockholdings. The life insurance 

industry, which maintained a rough parity with banks over the long term, saw a smaller 

increase over the same period (3.1 trillion yen, 10.9 percent). The value of shares held by 

non-finance corporations, meanwhile, fell by 41 percent, and the shares held by households 

by 36.5 percent. The reason the city banks’ share of share-holdings did not increase more is 

the massive entry of foreign buyers of Japanese stocks. The peak of foreigners’ share of 

Japanese stock holdings before the 1990s was 5.7 percent (by number of shares).333 At the 

                                                  
331 Source: Bank of Japan Research and Statistics Department, Economic Statistics 
Monthly, No. 522 (September 1990), p. 36; and Economic Statistics Annual: 1990 (March 
1991), pp. 209-210.  
332 Source, Bank of Japan Research and Statistics Department, Financial and Economic 
Statistics Monthly, No. 25 (April 2001), p. 40 and Flow of Funds Accounts pp. 40-41.  
333 Economic Statistics Annual: 1991, p. 200. Interestingly, in the breakdown by value, no 
figure for foreigners is given.  
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end of 2000, foreigners owned over 18.5 percent of Japanese corporate shares (by value).334 

 These facts are remarkable in light of the anemic growth in new loans and 

outstanding loan totals over the same period. As the Japanese financial system descended 

toward crisis, it was the largest banks and foreigners who were buying in the collapsed 

market, and stock issuance seems to have been healthy.  In the midst of a crisis that would 

bring the banking system near collapse, the largest banks played a leading role in a 

transition of Japanese finance from one based on loans to one based on shares and other 

securities. This shift from “indirect” toward “direct” finance was a trend which numerous 

experts have long called essential to raising the soundness and efficiency of Asian finance 

systems, including Japan’s.335 It is also, of course, what Rudolf Hilferding saw as a central 

event in the rise of “finance capital” – “capital itself at the highest stage of its development”, 

in which “the finance capitalist increasingly concentrates his control over the whole 

                                                  
334 Financial and Economic Statistics Monthly, No. 25 (April 2001), Flow of Funds 
Accounts, pp. 17-18.  
335 See, e.g., Dominic Wilson, “Recent Developments in Asian Financial Markets”, in 
Gordon de Brouwer (ed.), Financial Markets and Policies in East Asia, Routledge, 2002, pp. 
17-31. See also Ulrike Schaede, “The ‘Middle Risk Gap’ and Financial System Reform: 
Small Firm Financing in Japan”, IMES Discussion Paper Series, Discussion Paper No. 
2004-E-11 (2004). Schaede complains bitterly about Japan’s “’overbanked’ system (with 
bank loans outstanding nearly equaling GDP)” (p. 1) and about excessively low loan 
interest rates held down by government lending institutions and the presence of numerous 
private banks specializing in small-business finance (passim). In other words, she holds 
that too much is lent and that large banks are not able to charge as much for lending as 
they should be. She does not note that a 100 percent ratio of bank lending to GDP 
represents nearly a 20 percent drop from 1984, the last year before the rise of the bubble. 
(See Bank of Japan Research and Statistics Department, Economic Statistics Monthly, No. 
462 (September 1985), pp. 117-118 and p. 178.)  
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national capital by means of his domination of bank capital.”336    

The leading banks were thus a vanguard of a 21st-century capitalism, as well as 

relics of the outdated developmental state. If in their lending business (in which they also 

enjoyed dominant market share) they supported all manner of inefficiency, they were also 

an essential pillar of the extremely small community of firms that operate without constant 

reliance on bank loans. Furthermore, they had a cushion not available to most banks or 

other firms that would help them to ride out years of poor performance and accumulating 

bad loans: “unrealized gains” on shares (the difference between market value and what 

they had paid for their shareholdings). Noguchi thought in 1992 that any such gains 

accumulated by smaller banks had likely been exhausted337; they remained significant for 

larger banks at least until share prices approached their post-bubble lows in 1998.  

Large banks as a whole have to be considered among the stronger firms in terms of 
                                                  
336 Rudolf Hilferding, Finance Capital: A Study of the Latest Phase of Capitalist 
Development, Routledge and Kegan Paul, 1981, p. 225. This dissertation does not assert a 
perfect identity between the post-bubble development of Japanese banking and the double 
movement of consolidation traced by Hilferding (consolidation of the banking industry, and 
consolidation of industrial ownership and control through banks’ control or coordination of 
industry’s credit operations). Assessing how far the analogy holds requires research beyond 
the scope of this study. But the analogy is certainly suggestive: The movement of Japanese 
banks to reestablish their tight relations with the most profitable industrial producers 
(who had progressively lost their dependence on bank credit since the 1970s) through a 
consolidation into holding companies better able than the more tightly regulated large 
commercial banks of the postwar era to control large blocks of stock seems, on its face at 
least, to point toward Hilferding’s theorized culmination rather than away from it. It is also 
worth noting that no less a critic of Marxist dialectic than Schumpeter considered plausible 
Hilferding’s account of the role of banks in regulating the newly concentrated industrial 
structure of the late-19th century. (See Josesph A. Schumpeter, Ten Great Economists: 
From Marx to Keynes, Oxford University Press, 1951, p. 70.)   
337 Noguchi Yukio, Baburu no Keizaigaku: Nihon Keizai ni Nani ga Okottanoka, Nihon 
Keizai Shimbunsha, 1992, pp. 180-181.  
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their ability to weather crisis, and were looking not simply to hold on, but to bring their 

market resources to bear in a freer post-crisis economic system. The Japanese banking 

crisis spread over eight years from the smallest to the largest banks; when it reached the 

core of major banks, the entire business community saw its own interests threatened and 

swung strongly toward support for prompt state action.  
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