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THE EVOLUTION QOF JAPAN'S FINANCIAL SYSTEM IN THE INTERWAR PERIOD

I. Introduction®* -

The role of finance in Japan's econamic development is a fascinating,
if not fully understood, phenonenon.l In the interwar period there was a
flowering of the modern financial system concomitant with the overall
process of industrial development and diversificétion. This paper first
reviews the broad evolution of Japan's financial system from the erd of

wWorld War I until the begimihg of its profound transformation in the

late 1930s as war-related direct controls and centralization were imposed.

The second part‘ provides a more detalled examination of the financing of
corporate business, in particular the sources and uses of funds in the

mid-1930s for the Mitsubishi zaibatsu first-line and second-line indus—
trial and commercial enterprises as a case study. Main emphasis is upon
the second-line subsidiaries, whose funding has not been considered pre-

viously in much detail, utilizing the Allied Occupation (SCAP) zaibatsu
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II. The Interwar Financial System: An Overview

In most respects the basic features and even the structure of the
financial system in the period 1920-1937 were determined by its earlier
dévelopment. So too were the various problems in finanelial structure
that became apparent during the period. In this section we briefly con-
slder the heritage, the growth and diversification of the financial
system, the very substantial changes in commercial banking structure,

and the issue of financial dualism.



By 1905 or so, Japan's modern financial system, centered on the
banking system, was well in place—in terms of the basic rules of the
game, the institutional structure, the development of deposit banking,
and the substantial degree of integration of financial markets (Teranishi
and Patrick, 1978). The most important rule, to prevail until the late
1930s, was that interest rates in principle were determined by supply
and demand in a competitive marketplace; this was the case for virtually
all financial claims, ranging fram bonds and loans even to rates on time
and saving deposits. While the initial establishment of the banking
system had been subsidized .by various forms of govermment credit, by the
erd of Melji this had becane relatively unimportant. The financial sys-
tem was able to exist and thrive on the basis of market demand for its
services. According, "demand-following", market-oriented financial
development was a major feature of the interwar period (Patrick, 1966).

Entry into banking had been very easy, resulting in a large number
of cammercial banks, some 1867 at its peak in 1901. Banks ranged tre-
mendously in size, fram tiny "dwarf" banks to such immense banks as the

cial structure had been established well prior to World War I Japan
had commercial banks, savings banks, a central bank, long-term credit
banks, life and non-life insurance companies, a small but active capital
market in bonds and equities, and attendant securities companies and
other institutions. |
The World War I boom was an important force in the shaping of

Japan's interwar industrial and financial str't.xc‘cv.zre.2 In particular
many well-established large firms made such substantial profits that

they no longer needed much external long-term or short-term credit.
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Others, especially those established during World War I, were not yet
sufficiently campetitive relative to imports, a problem exacerbated by
Japan emanating from World War I with a price level somewhat above the
majJor industrial nations. Financial institutions, large as well as
small, were subject to similar disparities in performance in the 1920s
as a consequence of differential growth and growth strategies during
the war periad.

Growth and Diversification of the Financial System

In looking at the interwar period as an entire period, the most
" striking features are rapid financial growth, increasing diversification
ammg.types of financial institutions, and substantial reduction. in the
number of banks. In Goldsmith's macro measurements, '

"The decade [of the 1920s] witnessed one of the most inten-

sive phases in the growth of the financial system compared

to national wealth and income, the ratio of financial assets

to gross national product rising...from just over three in

1920 to five-and-one half in 1930. from about 3.3 to 5.4
with stocks at market value" (Goldsmith 1972, ch. IV, pp. 77-78).

In the 1530s the expansion of f‘mancial assets kept approximately in
step with that of natlonal product, the ratio remaining in the neighbor-
hood of five-and-one half (Goldsmith 1972, ch. V, p. 79). Between 1918
and 1938 not surprisingly the ratio of money supply (Ml) to GNP increased
only slightly while the more broadly defined MZ/GNP ratio, including time
ard savings deposits, rose rapidly (Fujino and Teranishi, 1975, pp. 338-9).
For the interwar period as a whole the government sector, the foreign
gsector, and the business sector were in deficit. The deficit of the
government , particularly pronounced in the 1930s, was financed through

the issuance of government bonds, while that of the foreign sector was




Table 1

matched by the decrease in foreign currency reserves which had been ac-
cumilated during World War I. Although the corporate sector was in
deficit its retained earnings were relatively large. This s__ecto_r ob-
tained outside funds both through flotation of stocks and bonds, espe-
cially in the 1920s, as well as borrowings from financial intermediaries.
The household sector was, of course, a suiplus sector; 1t held its assets
in the form of deposits as well as bords and stocks.

The increasing diversification of the financial system is shown in
Table 1. During the interwar period, growth is particularly rapid in
the loanable funds and hence loans and investments of financial institu-
tions for agriculture and small business, trust companies, the Postal
Savings and Deposit Bureau, and life insurance companies. Accordingly
the relative share of the commercial banks as a whole decreased sharply,

but the share of the "large" banks increased, greatly relative to local

- banks but even relative to the financial system as a whole by 19140.3

The five special banks for long—tem' credit were of considerable
importance. They floated their own bonds as the main source of funds,
as well as serving as a conduit for goverrment funds. While privately-
owned, profit-maximizing institutions, they were subject to eonsider-
able government influence. Trust companies and insurance campanies,
while growing, had a smaller market share. Althodgh postal savings pro-
vided the basis for substantial goverrment financial intemediatioh, its
furds were mainly directed to the central and local govermments and to
soclal overhead investment (through the special banks and local municipal-
ities).

‘The stock market continued to expand during the 1920s. In addition,
the Japanese bond market developed particularly strongly during the 1920s
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and 1930s. While the central govermment continued to be an important
borrower, local goverrments, special banks, and large industrial corpor-
ations (especially electric power con‘paniés) relied increasingly on new
bond issues in a free, competitive capital market (Shimura, 1969).

. Concentration in the Cammercial Banking Structure

The Increasing concentration within the banking system during the
interwar period is an important topic which has received considerable
attention. The figures are stark.u Japan had 2,001 ordinary and savings
banks in 1919; by 1929 this had declined to 976, and by 1939 to 389. New
banks were established throughout, 244 in the first ten-year period and
69 in the second. However, there were substantially more bank failures,
348 and 328 in the respective subperiods. There were even more mergers,
838 and 438, typicélly among small banks many often on the verge of
bankruptcy, rather than with the Big Five (Dal-ichi, Sumitamo, Yasuda,
Mitsui, Mitsubishl) or other large banks. The one exception was the
emergence of the Sanwa Bank in 1933 as an amalgamation of three medium—
sized Kansail banks, thereby changing the Big Five to the Big Six.

The overall growth of the flnancial system masks the tremendous;
recurrent turbulence to which the financial system was subjected during
the interwar period, turbulence reflected in the 81 percent decline in
the number of banks. There were two basic causes at work: structural
~ defects of the banking system itself; and a series of external events
and random shocks which subjected the banking system to one crisis after
another.

The large number of small banks, operating in markets limited geo-
graphically and hence in diversification of borrowers by industry, without
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serious constraints on proportion of lqa.ns to a few borrowers, without
depositor insurance or other forms of depositor protection, and without
adequate outside inspection of the quality of bank assets, made the
structure highly vulnerable. There were two, interrelated problems:
that of the fallure of an individual bank due to insolvency (insufficient
value in assets to cover deposits) or illiquidity (inadequate liquid
asset reserves cam:l.hed with inadequate ability to convert other assets
into cash quickly in event of strong shift in depositor preference toward
currency); and the spreading effects of a single bank failure on depositor
confidence in other banks. The structure of the banking system did little
to protect individual banks or the banking system from bank z'uns and panics.

And the structure was tested by a series of exogenous events. Of
great importance was the greater inflation in Japan during World War I
than elsewhere, combined with the effort throughout the 1920s to deflate
the economy sufficliently to return to the gold standard at the prewar
pa.r‘:!.t:y.5 This difficulty was exacerbated by the world business cycle
exogenous to Japan; the recession of 1920-21 and the depression of 1930-
31 had majer meé.ctsi It is estimated that during 1921-22, as a con-
sequence of recession arnd sharply declining price levels, about 20 per-
cent of all commercial bank outstanding loans and advances could not be
paid off on schedule; underlying collateral was either illiquid or
valueless (Kang, 1960, p. 238).

And then there was the random shock: the Kanto earthquake of 1923.
The earthquake ‘caused tremendous additibnal losses. The goverrment and
Bank of Japan correctly stepped in rapidly to provide support, including
the discounting of what came to be known as "earthquake bills", some

of which never did achieve any urderlying value. Their life and use was
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extended until the denouement of spring 1927, when debate over the issue
of further extension of the guarantee of the remaining ¥109 million in
commercial bank portfolios led to disclosure of the possible unsoundnéss
of several banks holding earthquake bills; this resulted in bank runs
culminating in the most profound banking crisis Japan has ever endured.
Deposits shifted dramatically from small banks especially to postal
savings (a completely riskless form of time deposit) and to some extent
to large banks (true more of monetary than time deposits) .6 The succes-
sion of bank runs and eroding confidence of depositors in small banks
was the basic cause of the failure and merger of banks during the inter-
war period.

Government policy abetted this process of consolidation. The short-
run response of the monetary authorities to a bank panic was to attempt
to contain it from spreading through substantial provision of emergency
loans to affected banks deemed worth saving; this was fully appropriate.
The longer-run response was to stréngthen the financial system by impos-
ing high liquidity and capital 1:°eqx.l.’L:r'ermen‘cs.7 It was difficult to im-
pose minimm requirements on comerclal banks, but the Banking Act of

1927 set large minimum paid-in capital requirements to be enforced by

1932, ranging from ¥500,000 for towns under 10,000 population to ¥2,000,000

for Tokyo and Osaka. That, combined with the banking crisis of 1927, gave
the Goverrment the will and the legislation to force bank consolidation.
The interwar period is often reéarded as the period of the concen-
tration of finance into the '"Big Five" banks, and the attendant consolida-
tion of the power of the "Big Four" zaibatsu. While to some extent this
was true, more so when zaibatsu-controlled insurance and trust companies

are included, it appears that (a) the extent of aggressive zaibatsu




efforts at financial concentration prior to the wartime controls of the
late 1930s has been exaggerated, and (b) focus on the "Big Five" is in
part an artifact of historical scholarship. The large banks generally
behaved quite conservatively throughout this perlod, particularly follow-
ing the 1927 crisis. They tended to have surplus furds, ard managed
their portfolios conservatively. They sought safe, large customers, not
small. Moreover, there was considerable turmoil within the large bank
sector, particularly following World War I.0 Interestingly the Fifteenth
Bank, initially by far the largest commercial bank in Japan (with half
the capital of the total banking system at its formation), is seldam
ifxcluded in the discussion of large banks. The formation of the Sanwa
Bank in 1933 poses an analytical problem for those supporting the '"Big
Four" zaibatsu financial c_oncentration thesis; it thereby became the
largest bank in Japan, with total assets 16.6 percent greater than its
next competitor Sumitomo Bank, and 30-40 percent above Mitsui and
Mitsubishl Banks respectively.

Financial Dualism

The growth of large banks relative to small and the sharp reduction
in numbers of smaller banks, together with the evolving interplay between
the modern financlal system and traditional sources of finance, raise
important issues concerning the nature and degree of financial dualism
during the interwar pe:f'iod.9 The clearest indlcators of financial-dual-
ism are differentials in interest rates on borrowed funds and in access
to mnds by category of borrower (such as firm size) substantially in
excess of transactions costs and default risks. These differentials
arise through financial market imperfections, due to underdeveloped

financlal markets or to oligopolistic market power of financial institu-
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tions (and to government regulation, not so important in prewar Japan),
and through non-profit-maximizing behavior of individuals and institutions.
Financial dualism is analagous to the much better documented differentials
and dualism in labor markets (Yasuba, 1976).

These differentials are frequently aséociated with "traditional"
versus "modern" sectors. The traditional sector consisted of very small-
scale units of production, essentially all agriculture and miniscule
industrial and commercial enterprises (defined as having less than
¥10,000 total assets and fewér ’chan seven workers on average, predom-
inantly family members or apprentices, in 1932). Traditional sources of
finance were family and friends, moneylernders, and rotating credit co-

operatives (tanomoshiko or mujin). It is important to understand that
location in the traditional sector does not necessarily imply elther
non-profit-maximizing behavior or a high degr'ee of segmentation between
traditional and modern financial markets. For example, we do not know
the extent to which family and friends provided credit on maximizing
or other criteria, or how the relative importance of such criteria
evolved over time. By the interwar period individualé throughout the -
econamy had a wide range of options among financial and real assets.
Empirical evidence on interest rate differentlals or access to
credit by firmm size is so fragmentary for the Interwar period that it is
not yet possible to assess how significant financial dualism was. Con-
temporary literature refers to the difficulties small business had in
borrowing in the 1928-32 perlod of bank consolidation but little empiri-
cal evidence is presented. Survey data by firm size for Tokyo wholesale
ard retail firms in 1931 and for Tokyo, Yokohama, and Kobe manufacturing
firms for 1932 do not indicate any substantial interest rate differentials
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except for those largest firms able to issue bords. Moreover, it appears
that most ﬁ:cms’ of all sizes in the interwar period were able to finance
long-tem investment needs internally or through equity issue (in most
cases sold privately of course, in smaller firms typically to family ard
friends). Debt equity ratios were low and declining over the period
(Fujino and Teranishi, 1975, p. 339). These fragmentary bits of informa-
tion suggest that, while large banks and other financial 1nsti_‘cutions may
have provided the loan and investment funds primarily to large industrial
enterpfises and smaller banks to smaller businesses, the financial sys-
tem as a whole was sufficiently campetitive with specific financial
markets sufficliently interrelated that serious market segneniation ard
major interest rate differentials ard access to funds by firm si;e within
the modern sector was not a major feature of the interwar economy. That
is to say, financial dualism may well not have been a significant feature
of the modern sector. With the evidence so scanty, this can be regarded
only as a hypothesis deserving further research.

An altermative approach is to examine the relative importance of
modern: versus traditional socurces of funds by different types of borrow-
ers, and hence their degree of integration into the modern financial
system. At the apex were the very large industrial corporations, able
to issue bonds and borrow funds virtually at will. While reliance on
external funds apparehtly was approximately constant by finn_ size for
all but the largest (which borrowed more), thé camposition shifted
substantially. As firm size decreases, the proportion of external
credit derived from modern financial j_nstitutions decreases and that
from traditional sources (moneylenders, family and friends) increases.
Miniscule I‘irms relied overwhelmingly on traditional sources of finance.




Traditional sources of finance continued to be very important in agri-
culture as well. An agricultural survey in 1932 indicates same 52
percent of agricultural credit continued to come from traditional sources,
despite the growing role of modern financial institutioné specifically
designed for farmers (Table 1 and Teranishi, 1976).

Moneylenders are tr_xe prototype of the traditional financial inter-
mediary. Linkages between the traditional and modern financial sectors
had become sufficiently close by the beginning of the twentieth century
that the lending rates' of moneylenders and banks moved rather closely
together. This continued in the interwar period. Moneylender interest
rates fluctuated less cylically than bank loan rates, and were (not
surprisingly) always higher.lo The nunber of moneylenders reached a
peak in 1924 or so, and did not begin to decline substantially until after
1935. Their working capital showed a stnilér éattern, reaching a peak
of ¥733 million in 1925, and declining only after 1930. (These data are
based on Tax Bureau statistics, hence presumably are underestimates.)
Interest rates on moneylender loans were lower in urban than rural areas,
and lower in more developed than less developed rural areas. As Shibuya
notes, this reflects the greater development of, and competition from,
modern financlal institutions in these economically more advanced areas.]‘1

It seems evident that the predominant financial dualism in the per-
iod continued to be between the traditional and modern sectors, in agri-
culture, industry, and finance. Miniscule firms, continuing to rely
upon relatively simple technology, very small amounts of capital, and
family labor, had only limited though presumably increasing access to
ched.it from modern financial institutions. Accordingly they continued

to rely predominantly upon traditional sources of finance. ‘At the same
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time there was sufficient interconnection between traditional and modern
financial markets, ‘with flows of funds and interest rate detenninatién
in the latter increasingly dominating the former, that it is not clear
that the extent of the financial dualistic gap was severe. (n this
point too further research 1s needed.

One final point should be xﬁade in this ovérvi_ew. The World War II
period, 1937-1945, brought profound changes in the rules of the game of
the financial system and in the banking structure. Interest rates were
controlled administratively, credit was allocated directly, entry was
virtually ended, the lcdnmerciai banking system was consolidated further
into a few }(nationwide) city banks and, in principle, one loca.l bank per

- prefecture. This was the period in which major zaibatsu financial ard

other economlc power became highly concentrated (Bisson, 1954 and Hadley,
1970). And it was this wart:l.me-engenderfed.set of controls, policies,
and bahldng structure—rather than those of the interwar period ard
earlier-—which have determined the financial policies and structure of
the financial system since World War II.

IITI. The Financing of Corporate Business -

As analyzed elsewhere in this volume, economic growth during the
Interwar period was led_ by investment and production in manufacturing
and facilitating industries. The financing of large enterprise has been
relatively well documented, but we still know little about the financial
relations of smaller firms. The Allled Océupation zalbatsu company
files provide information on the financing of smaller (s:cond and third

line) as well as the major campanies under the 83 designated zalbatsu
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holding companies.® Data on the Mitsubishi zaibatsu are relatively
camprehensive, and are here used for a case stu:dy.]‘3
Evidence on the sources and uses of funds for major industrial
firms is provided in Table 2. Several points stand out. One is the
always substantial reliance on increases in pald-in capital. This was
mainly by allottment to existing shareholders (including zaibatsu hold-
ing campanies), though scme'shares were newly issued for public sub-
scription through the stock market (Shimura, 1969, p. 222, Table 4-11).
Secord 1is the relative modest reliance on retained earnings (reserves)
except in the 1932-36 period. A third is the increasingly large im-
portance of corporate bond issue during the 1920s. The commercial banks,

trust companies, and insurance companies were major purchasers. Corres—

'pond:mgly, reliance on (bank) borrowing, trade credit, and other short-

term sources was quite modest until 1937-41.

The funding of the Mitsubishi major industrial corporations in the

mid-1930s follows these general patterns. The overall growth and

evolution of Mitsubishi, especially the family-owned holding company
Mitsubishi Goshi (incorporated in 1937 as Mitsubishi Honsha) ’andvits
first-line subsidiaries, have been quite well documented.lu There are
problems in defining the membership and size of the prewar Mitsubishi
zalbatsu. Takahashi and Aoyama (cited in Hatade, 1978, pp. 322-3)
indicate Mitsubishi in 1937 comprised 73 industrial companies, including
six first-line and 29 second-line, having 5.5 percent of Japan's total
industrial pald-in capital. Iwal (1937) used a somewhat more restricted
definition, and a slightly different listing of first-line campanies; by
that definition the Mitsubishl share, including financial institutions,

in 1937 was 3.3 percent of total corporate paid-in capital (Hadley, 1970,
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op. 54-5).%

The first-line subsidiaries, wxder the formal authority of the
holding campany, were the most important operational component of the
zalbatsu. Here too definitional difficulties exist, especlally over

16 For

time, due mainly to the dynamic evolution of individual firms.
analysis of the 1935-37 period I use Hatade's listing (1978, p. 300) of
first-line industrial subsidiaries plus Mitsubishi Chemical Industry
(see Table 3) because it grew so rapidly in fixed investment between
1935-37 as to rank fourth in total assets (¥48.1 million) in 1937,
though still far behind the three dominant companies: Mitsubishi Trad-
ing (¥390.2 million), Mitsubishi Heavy Industries (¥308.3 million) and
Mitsubishi Mining (¥214.1 million). The first-line subsidiaries also
included three financial institutj.ons: Mitsubishl Bank, Mitsubishi
Trust Company, and Mitsubishi Marine and Fire Insurance Company..!

The detalled data for 1935-37 reflect the evolution of the funding
process for first-line subsidiaries since the end of World War I. Most
important was the transformation of Mitsubishi Goshi from an operating
to a holding company, still fudly
partments into first-line subsidiary companies. Hatade argues (1978,
ch. 5-6) that one reason for these organizational changes was the in-
ability of Gosh118 to finance expansion fram its ‘intema.l resources ard,
more importantly, that by the early 1930s Goshl had substantially turned
over management operating decisions concerning finance as well as other
matters to first-line subsidiaries. Almost all Goshi's investments were
in shares in subsidiaries. In two cases foreign capital was involved
in first-line companies; Westinghouse Electric Company invested in 10

percent of Electric Manufacturing's shares fram 1923, and Ol11 was an
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essentially 50-50 joint venture with Tidewater Assoclated Oll Campany
established in 1931, Initially, most stock issues were absorbed within
Mitsubishi. However, during the 1920s several campanies (Mining, Bank,
Trust) opened new stock issues to public subscription. While this may
Initially be in substantial part due to government pressure, by deliberate
strategy it became an increasingly important external source of funds by
the mid-1930s as discussed below. Also companies isswued bonds. To what
extent they were purchased by Bank, Trust and the various imsurance cam-
panles 1s not clear but apparently it was substantial. For instance
Shipbullding's bond issue in the 1920s was purchased entirely by Bank
(Hatade, 1978, ch. 5).

By the mid-1930s a quite clear pattermn of finance had emerged, well
demonstrated in the balance sheet data for 1935 (Table 3) and the sources
and uses of funds for 1936 and 1937 (Tables 4 and 5) .19 Long~term in- ‘
veStnents, in fixed assets and securities, were essentia.lly funded entirely
by lmg-term sources, in both stock and flow terms. Net worth was the
overwhelming source; bond issue was negligible with the important exceptions
of Mining and Chemical Industries in 1937. Almost two-thirds of net worth
was in pald-in capital and its increases. Rellance on short-term credit—
borrowings, trade credit, advance payments, accounts payable—varied con-
siderably; Trading naturally used large amounts and proportions of trade
recelvables and payables and short-term bank borrowings to finance its
net trade credit balances.

Firm growth was funded fram three categories of sources: intemal to
firm, intermal to the Mitsubishl zaibatsu, and external funds fram the
public. It appears that firm internal sources were used first, to fund

relatively modest new investments. However, the earlier priority toward
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funding intemal to the zalbatsu, was samewhat attenuated in 1935-37—
in part probably due to the canstraints wpon zaibatsu intemal sources
relative to the substantial increases in fixed investment and in equity
finds to subsidiaries by Heavy Industries and Mining in both 1936 and
1937:, and by Chemica.l Industries' fixed investment in 1937.

The sources of funds generated intemally by the firm are straight-
forward: retained eamings, depreciation allowances, and lé@l and optianal
reéerve funds. They are all long-term in nature. Despite the substantial
growth and profitability of first-line firms, by 1935 intermally generated
finds were only 54.9 percent of paid-in capital. Flrms were expected to
pay most profits but in ddvidends. This wés an effective technique for
transferring funds uward (often to Goshi and the Iwasaki families) where
they could be allocated to new areas of rapidly growing investment require-
ments. Funds which might have been internal to the firm thereby became
intermal to the zalbatsu as a whole, depending on the degree to which
stock was held publicly.
| Funds intermal to the Mitsubishi zalbatsu were both long-term and
short-term, and in a variety of forms. Full data are not available, but
the Occupation records Indicate general patterms. Shares were held verti-
cally by Goshi, laterally by other first-line companies, and in small
amounts by senior employees, and 1n a few instances directly by Iwasakis

(see Table 3). The Occupation records do not indicate holders of the

bands issued, but probably Mitsubishi financial institutims were predominant.

The most substantial shift to external sources occurred in new share

issues over 1935-37 totalling ¥93.5 million. Goshi took only 18.6 percent.
It maintained its full ownership of Trading and proportionate share of
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011, increased absolute holdings but decreased its share of Heavy, and
modestly decreased holdings in Mining, Warehouse, and Electric Mmufactu:ing.
The share issues of Electric, Warehouse, Mining, and part of Heavy, about
45 percent of the total, were sold to the public. Chemical, a close secand
to Hea\fy in increase in pald-in capital 1935-37, had all its equity provided
by 1its jolnt owners Asahi Glass and Mining.2® (It could be argued that
Mining's own public equity issue was used to finance Chemical.) The public
demand for Mitsubashi shares were appérently strang. They were sold at a
premium, and the Heavy Industries 1935 issue was oversubscribed 27 times
(Econamlc Plamihg Agency, 1958, pp. 140—41).21 The securities holdings
of first-line company were overwhelmingly stocks, predominantly of subsi~
dlaries but also small amounts in other first-line firms, the limited bond
holdings were nan-related, mainly governﬁ;ent. |

By odntrast first-line sources and uses of short-term finds were quite
heavlly intemal to the Mitsubishl zalbatsu, at least in the flrst instance.22
By and large trade credit was to and from subsidiaries, other first line
firms notably Trading and affiliates. Heavy Industries received substantial
advance payments from the Navy Department, as well as extending it smaller
but significant amownts of credit. Borrowing v}as preddminzmtly from Bank,
with two major exceptions. Trading, by far the largest short-term borrower,
obtained about 30 percent fram Bank, slightly less f'fom Yokohama Specile
Bank, and the remainder from other (unspecified) non-Mitsubishi institutions.
011l was the only clear case of competition; during 1935-37 it borrowed
substantially more fram Sumitomo Bank and Sumitomo Trust Company than from
‘Micsubishl Bank and Mitsubishi Trust Comparny—and at lower interest rates.
The data suggest interest rate competition: in 1936 Mitsubishl charges 4.75

percent, Sumtomo 4.38 percent; in 1937 Mitsubishl dropped to the 4.38
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percent rate, but Sunltamo charged 4,015 percent.23 Deposits were ma:ln]y-
in Bank and Trust, though Trading also had substantial deposits in Yokohama
Specie Bank. Interestingly, same firms held temporarily surplus funds in
their parent, Heavy Industries in Goshi and Chemical Industries in Mining
and Asahi Glass.

A1l first-line firms had a system of employee deposits; for Mining and
Heavy Industries they were not negligible, in 1935 camprising 4.9 percent
and 7.7 percent of total 1iabllities respeétiveLv. Worker deposits were
apparently perceived as a fringe benefit to employees, since interest rates
paid were substantially above individual fixed deposit rates in banks or
campany borrowing rates from banks. Mining paid a 6.57 percent interest
rate on employee deposits in 1936 and 1937, while it was borrowning in 1937
at U4 4 percent from Bank. It appears that worker deposits and pension funds
were also used éubstantially to finance co@any investments In securities
of subsidiaries and other =ibatsu members.

The Allied Occupation zaibatsu files are ane of the few sources of
fairly detalled financial data on smller campanies for the 1935-U5 period.
Tables 6, 7, and 8 provide balance sheet and sources and of funds data for
the 15 second-line Mitsubishl subsidiaries which existed in 1935 and for
which the files contain data. As thelr names Indicate, six were subsidiaries
in the Empire, Shanghai, or S:!.ngapor'e.zl4 While size varied substantially,
all were small, with company assets less than ¥10 million as of 1935. Only
one, Tokyo (later Mitsubishi) Steel Products, graduated to first-line sub-
sldlary status by war-end. Seven fimms were in manufacturing, three in
coal mining, two in wholesale trade, and one each in a railroad for coal
mining, warehousing, and rubber plantations.

As Table 6 indicates, Mining owned by far the most swbsidiaries in
the sample, mostly coal mines and related rallroad facilities which financially
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were little more than operating divisions. Trading had small equity posi-
tions in a large number of companies whose purchases and sales it handled,
and probably exercised substantial control through marketing arrangements
rather than ownership. For three campanles ownership was sufficiently
spread among first-line campanies and Goshi that cantrol could not be
ascertained. Consolidated Sangyo, interestingly, was owned directly by
the Iwasaki families, with no involvement of zalbatsu firms.?> Mitsubishi
control prevailed; all companies were privately-held, even where Mitsubishi
owership was not camplete.

The financing patterns for secand-line subsidliaries were similar to
those for first-lire companies, but simpler and more pronounced. The pre-
daminant source of funds was internal to the zalbatsu, mainly from parent
firms; both internally generated funds and those external to Mitsubishi
were much less important. Long-term financing needs, predominantly for
fixed investment, were entirely financed by net worth, as indeed were the
preponderance of total assets. In 1935, 88.4 percent of the net worth of
the 15 campanies amounting to ¥40.1 million (coxrpaxed with ¥296.6 million
for the 7 first-line companies) was in paid-in capital, and net worth
equalled 72.0 percent of total assets. Reliance on equity funding varied
with the degree of fixed investment in total assets, with capital-intensive
coal mining at one extreme and the trading campanies at the other. More-
over, firms based overseas had substantially higher net worth/total asset
ratlios than domestic firms, even within manufacturing and mining.

Between 1935-37 total assets increased for every firm except Sakal
Chemical and Shanghail Warehouse. While absolute amounts of investment were
substantial for the coal mining companies, the relative rates of growth

due to fixed investment were most rapid for Mitsubishi Chemical Industry
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Machirery (1937 total assets 4.2 times those in 1935), Manchuria Mitsubishi
Engireering (3.9 times), and Tokyo méht Alloy (2.6 times), and investments
in inventordies and receivables by Ryobi (2.1 times). Growth was funded
primarily by new stock issue to parent firms, which accounted for 74.9 per-
cent of the increase in net worth in 1936-7 of ¥27.7 million and, more
than meeting long-term uses, alone funded 59.2 percent of the growth in
total assets. Interestingly, the relationship between profitability and
growth of assets by firms was roughly inverse. Engireering and Chemical
Industry actually made iosses, while the most profitable firms included
Sakal, Bibai, Yabetsu, and Shoko. Presumably high growth firms were newer
and had higher start-up costs, but had good future prospects. This dls-
parity in individual firm sources and uses helps explain the large stock
i1ssue, since retained earnings and depreciation a]lowanoeé in 1936-7 was
equal to 85.0 percent of secand-line fixed investment. It also appears
that firms were using stock issue in 1937 to bulld wp liquid assets in
anticipation of further f‘ixed investment plans.

While internal sources of funds increased, most funding came fram
other sources within the Mitsubishi zaibatsu. Notably, any subsldiaries
engaging in substantial fixed investment (other than highly profitable
Consolidated Sangyo) funded it through stock subscription by parent firms
and other stockholders essentially proporticnal to holdings. All were
closely-held subsidiaries; public stock subscriptlion was not used, not
surprising given their relatively small size. Changes in the structure
of ownership within Mitsubishi did occur, notably the sharp decline in
Goshi's owrership of Tokyo Steel Products with Mining becaming the largest
shareholder followed by Heavy Industries. Only ore fimm, Chemical Machirery,

had long term borrowings, obtained from Mitsubishi Trust.




=21~

With the exception of the two secand-lire trading companies and Shoko
Glass, reliance on short-term f‘mds was relatively limited. Several com—
panies financed fixed investment fram short-term sources in 1936, covered
by. the parents' provision of long-term equity funds in 1937; Yabetsu simply
obtaj_._ned advances from 1ts parent, Mining, and Light Alloy and Chemlcal
Machirery borrowed fram Mitsubishi Bank. Most domestic second-lire campanies
had a banking relationship with Mitsubishi Bank, evidently their main source
of bank loans. In addition several had deposit relationships with a number
of campetitor barks. 'ihis samevwhat surprising fact may well be explained
;I.n terms of convenience, since Mitsubishi Bank had only 27 branches during
this period. Data on overseas campany banking relationships,while limited,
suggests they reliéd primarily uwpon Yokohama Specle Bank and the semi-
goverrmental colonial banks. The practice .'of depositing short-term funds
with the parent campany, noted for first-line campanies, was implemented
at thls level as well in the cases of Bibal, Ryocbl, and Yabetsu at least.

Most of the second-lire firms had trade and trade credit relationships
with Trading in addition to their parent firm; they provided normal trade
credit to a vardety of custamers, most of which were not zaibatsu members.
In sum, the second-line companies were much more dependent on thelr
parent for both long-term and short-term funds than was the case for first-
lire companies, and hence more dependent on funding internal to the Mitsubishi
zalbatsu. They were too small to obtain funds from the public or outside
fimancial institutions, with the important exception of those firms opera-
ting in the Empire, especially Manchuria, where seml-govermmental funding
was posslble. Yet there is no evidence that these firms suffered from a
short of funds, total or equity. In ore sense the first-line companies

were their financial intermediaries with the outside world. More importantly,




they were thelr owners and masters. The reliance upon and provision of
equity capital suggests it was the (first-line) parent companies that
decided when to expand, and where. In this perceptive second-line campany
financial dependency was part and parcel of their overall dependence.

IV Conclusion

This essay reflects, and swports a general point of view which sees
the development of Japan's financial system in the Interwar period as one
of natural, evolutionary growth and diversification based on rather came-
titive market forcés, within financial markets and in business demand for
credit and related financlal services. Iarge flnancial institutions ser-
viced large corporations, small institutlions small. Nonetheless there was
sufficient interaction among financial markets that significant financial
dualism did not emerge within the modern sector. The main financial dualism
was between the modern and the traditional sector of agriculture and miniscule
industrial and commerical firms. Zaibatsu firms and financial institutions
grew during the period as a whole, but so too dld others. The overwhelming
concentration of economic power to the Blg Four zalbatsu was to came about
later within the context of the controlled, centralized ecaonamy of World
War II,

The Mitsubishi zalbatsu provides a useful case study of the evolution
of corporate finance. There was, first, the predominant reliance on funding
intemal to the zaibatsu. Net worth for the first-line subsidiaries in 1935
was equal to 51.1 percent of total assets, 70.4 percent when Trading with
its huge tfade credit and borrowings is excluded, and for secmdélire subsi-
diaries 72.0 percent. This was overwhelmingly in the form of pald-in
capital rather than retained earnings and reserve accounts in individual
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firms. Nonetheless most of the equity was derived fram accumulated profits
internal to the zailbatsu as a whole. Between 1935 and 1937 this pattem
changed substantially for first-lire companies, as about 45 percent of the
large amount of new shares issued wés sold, directly or indirectly, to the
pﬁblic. Far second-lirne firms, however, rellance on zalbatsu-intermal funds
through their first-line parents persisted. Both first-lire and second-
line short-term financial relationships—deposits, loans, trade credit
received and extended—were substantially with Mitsubishi financial insti-
tutions. On balance these probably represented net inflows fram the public,
mainly because of the large share of Mitsubishi Trading in total current
liabilities (58.6 percent of both first-lire and second-line coxrpanies in
1935) combired with its predominant reliance cn bank loans from non-Mitsubishi
sources. However, laék of data prevent any quantitative assessment. Given
intermal profits, the strength of its financial inst‘;i’cutions and the attrac-
tiveress of new share issués by first-line companies in the open market it
1s A fficult to argue that the Mitsubishi zailbatsu was constrained to grow
less rapidlj than 1t desired due to lack of access to flnance. The evidence
indicates that, through the financial support of their parents, this was

as true of second-lire subsidlaries as those in the first rank.
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FOOTNOTES

*I have beneﬁted from the research assistance of Donna Doane, Tam

Doene, Yasunori Homma, Edward Lincoln, Eric Rasmusen and Dan Thomas.

lAn extensive, detailed, though not fully comprehensive literature
exists in Japanese. The English language literature is much more sparse,
and is frequently derivative of Japanese scholarship. Useful references
in English for the interwar period include Yamamura (1972) and (1978),
Patrick (1971), Teranishi (1977), and Fuji Bank (1967). In addition,
important materials exist in manuscript form, especially Goldsmith (1972),
Feldman (1976), and Kang (1960).

2See, for instance, the paper in this volume by Hidemasa Morikawa,

as well as Patrick (1971) and Yamamura (1972).

3'Ihi.s is in part a definitional artifact, due to the establishment
of the Sanwa Bank in 1933. The "Big Five" bank share of deposits as

defined in Table 1 was 15.5 percent in 1940 (computed from Mitsubishi

-l

D - 100 - o
oalik, 4379, P. <

1‘For annual data and analysis see Teranishi (1977, p. 451f).

SFor a discussion of this macro problem, and the difficulties its

policy implementation caused the financial system, see Patrick (1971).
6F‘or analyses see Teranishi (1977) and Feldman (1976).

7Urxder' the Savings Bank Act of 1921 savings banks had to have a
minimum capital of ¥500,000 and had to hold government and other bonds,
as well as reserves with the Ministry of Finance Deposit Bureau. Trust

companies under the 1922 law required capital of ¥1,000,000. In fact,
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savings banks had by far the highest deposit/paid-in capital ratios and
accordingly the highest profit rates of all major categories of financial

institutions (Feldman, 1976, pp. 33-38).

tx]?he essay by Hidemasa Morikawa in this voluﬁxe is particularly use-

ful on these points.

9’]1115 discussion is based substantially on Teranishi and Patrick

(Q977).
10m15 paragraph 1s based on Shibuya (1962).

uTne evolutionary prbcess whereby traditional financial institutions
first became, in effect, hybrids and then modern financial institutions is
best exemplified in mujin, the traditional rotating credit cooperative
for mutual help among people who knew each other. Eventually they became
less personalized installment deposit and lending organisations, particu-
larly for small business. The first commercial mujin was started in 1901;
by 1915 the number had increased so rapidly that the Mujin Business Law
was passed to regulate them. Extenslve revision of the law in 1931

stipulated that mujin had to be joint-stock campanies.

12‘Ihese included major cotton spinning companies and their subsidi-
aries (Hadley, 1970, pp. 464-5), SCAP required information'on scme 3,000
campanies regarded as first, second, and third line subsldiaries or affil-
iates. These materials are in individual company files in approxmately
80 boxes in the U.S. National Archives at Sutland, Maryland. In prin-
ciple companies reported, in English, from 1935 annual balance sheets,
ownership, 1ongétenn debt, stock and bond holdings by issuer, loans and
other liabilities by source, and related financial data. Actual cover-

age varies widely; in some cases, especially for smaller companiles, files -

are so incamplete as to be virtually useless.
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135ubstantial materdals are also available on the Mitsul zaibatsu;
they were not sampled since other studies are available (see Shibagaki
1965 and 1971).

Wsee, for example, Economic Planning Agency (1958), Hatade (1978),

Iwal (1937), as well as Bisson (1954), Hadley (1970), and the essay by
Morikawa in this volume.

158y the end of World War IT Mitsubishi consisted of 241 campanies,
with 8.3 percent of total paid-in capital in Japan Proper and 29.7 per-
cent of the much smaller amount outside Japan (Hadley, 1970, pp. 26,
50-51, 459). Definitions turn substantially on the degree of control
Mitsubishi Honsha or its subsidiaries exercised over affiliated or "col-
lateral- " campanies in which only minority equity was held.

16’Ihus Mitsubishi Steel, never very successful, was absorbed into
Nippon Steel Company in 1935; Mitsubishi Airplane and Mitsubishi Ship-
building merged to becané Mitsubishi Heavy Industries; Mitsubishi Real
Estate was finally separated out from the holding company in 1937, much

later than other major subsidiaries.

1T ynfortunately annual data on these institutions for this period

are not in the SCAP files.
18 e reafter Mitsubishi is left off company names.

l9’111e sources and uses flows are derived from the balance sheet
and data on depreciation allowances taken fram profit and loss accounts ,
new fixed investment equals changes in fixed assets plus depreciation.
The tables, and Tables 6-8, are derived from the Allied Occupation zaibatsu

files in the National Archives. These tables must be used with same caution
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since some reports, especially for second-line subsidiaries, are in-
.complete, there are data inconsistencies within and among reports, the
English translations of accounting items were not always identical or

correct, and more detailed entries have been consolidated.

Omyis ownership pattern argues for classifying Chen;icallndustries
as a second-line subsidiary. However, its size amd growth were so large
from 1937 that, in retrospect, it clearly was in transition to first-
class status. Note that as 6f 1935 Goshl held minority ownership in
other first-line companies, not only Oil but also Bank and Trust (Hatade,
1978, p. 320).

2‘J‘Gosh:l. used this opportunity to sell Heavy Industries shares in

the market, making a capital gain of ¥5.5 million (Hatade, 1978, ch. 6).
It repeated this process in 1937. This was another mechanism for' ob-
talning external funds.

22Unfortunately data are not available on the proportion of deposits

from and credit to Mitsubishi firms at Bank, Trust, and Mitsubishi in-
surance campanies, so no evaluation can be made of Mitsubishi reliance

on external funds generated by outsider deposits in its financial in-
stitutions. As noted below, the large borrowings of Trading from non-
Mitsubishi sources is an additional external channel; it is not possible

" to know to what extent its trade credit and that of other Mitsubishi firms
was internal to the zaibatsu. The evidence suggests much was not internal,

at least by a fairly restrictive definition of the zaibatsu.

23Un1‘ortunate‘ly data in the Occupation files on interest rates are
fragnentary.




2“Cmsolidated Sangyo Koshl. Shoko Glass was in Manchuria.

25No data are available on its banldng‘am trade credit relationships.
It was among the most profitable firms in the sample, earning about 1U
percent on net worth 1935-37, thereby able to finance its considerable

fixed investment intermally.




TABLE 1. PERCENTAGE DISTRIBUTION OF DEPOSITS, AND LOANS AND INVESTMENTS, BY TYPE OF FINANCIAL
. INSTTTUTION, 1910-1940

1910 1910 1920 1920 1930 1930 1940 1940
(1) (2) (1) (2) (1) (2) (1) (2)

Qrdinary and Savings 72.8 73.6 70.3 72.1 47.4 50.7 46.4 45.5
Large? _ ' 12.7 12.0 14,4 12.2 14,7 14.7 20.5 19.9
Local 60.1 61.5 55.9 59.9 32.7 36.0 25.8 25.6

Special Banksb (Long-Term

Credit Banks) 14.4 13.3 14.9 14,1 13.0 14.6 10.4 10.4

Financlal Institutions for
Agriculture and Small

Business® 0.3 0.5 2.2 1.6 7.1 7.0 13.5 9.0
Trust Companies® - - - - 7.6 6.4 8.1 5.8
Life Insurance Companies® 3.8 2.9 4.4 3.2 6.6 6.4 5.6 8.1
Postal Saxings and Deposit : :

Bureau 8.6 9.7 8.2 9.0 18.3 14.7 16.0 21.3
Total amount (nillion yen) 2010 2429 10916 12444 21680 22412 62816 61118

Source: Teranishi and Patrick (1977, Tables 1 and 2).

Notes: Z2Five banks 1910-1930 six banks 1940; Deposits plus financial debentures; “Trust plus deposits;
clR«as.erves, Postal savings and insurance and annuity.

(1) Deposits; (2) Loans and Investments



TABLE 2. SOURCES AND USES OF FUNDS OF LARGE INDUSTRIAL CORPORATIONS, 1914-1941

A B

1918 1922 1927 1928 1932 1937
to 1 to to > to to to
1921° 1926 1930 | 1931 1936 1941

(1) - -(2) - (3) - (4) (5) - -{6)
I. Absolute Amounts (bill. yen)

1. Pald-in capital 0.74 0.54 0.44 0.13 1.60 4,69
2. Reserves 0.30 0.16 0.12 -0.14 0.93 2.54
3. Corporate bonds. 0.10° 0.48 0.69 0.53 =~0.05 1.28
. Borrowings -2~ 3. 011 -0.14 1.62
5. Other outside lia.bilities}ofz‘g - 0.33 030 - 45050 0.9 6.16
6. Sources - total 1.37 1.51 1.5 0.13 3.33 16.49
7. Fixed assets 1.4 1.16 1.12 0.60 1.20 3.53
8. Inventories 0.13 0.17 -0.00 =0.45 .67 4.36
9. Other current assets 0.55 0.18 0.39 -0.02 1.47 8.60
10. Uses - total 2.09 1.51 1.51 0.13 3.33 16.49
II. Percentage Composition (in percent)
1. Pald-in capital ’ 54 36 28 100 48 35
2. Reserves 21 11 8 107 28 19
3. Corporate bonds 7 32 45 408 -2 10
4. Borrowings }_ 18 2o 19 84 -4 12
5. Other outside liabilities -385 30 24
6. Sources - total 100 100 100 100 100 100
7. Fixed assets 68 77 T4 461 36 21
8. Inventories 6 11 0 -346 20 27
9. Other current assets 26 12 26 - 15 4y 52
.10. Uses - total 100 100 100 100 100 100

Source: Bank of Japan (1966); A fram Table 124, pp. 334-5 (coverage 50-75 firms);
B from Table 125, pp. 336-7 (coverage 295-330 firms).

Notes:  lprem first half 1914 to second half 1921.

®From second half 1926 to first half 1930.
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TABLE 3. ASSETS AND LIABILITIES, MITSUBISHI FIRST-LINE COMPANIES, 1935 (unit ¥1,000)

Mitsubishi

Mitsubishi Mitsubishi  Mitsubishi Mitsubishi Mitsubishi Mitsubishi
Heavy Warehouse Trading Electric 01l Chemical . Mining
Industries Manufacturing Industries
Net Worth » }
Capital, pald-in 60000 10000 22500 15000 7000 2000 75000
Retained Earmings 6205 . T3h 2162 2190 (62) - 266 27542
Legal Reserves 7080 2500 1940 330 12 14
Optional Reserves 25505 2770 6173 2800 - 118 10 16788
Subtotal 98790 16004 32775 20320 7068 2290 119330 -
Long Term Liabilities »
Debentures 2000
Borrowings ’ 500
Subtotal 2000 500
Current Liabllities
Workers' Deposits 13588 743 2382 1978 97 239 6357
Borrowings 3000 2598 115241 5868 88
Trade Credit 43162 740 48930 6085 36 9 8529
Accounts Payable 6849 529 4948 3705 287 638 1384
Other 1386 2076 89 129 60
Subtotal 67985 kelo 173577 11768 6377 1015 16418
Total Liabilities 67985 6610 173577 11768 6377 1515 ‘16418
TOTAL 166775 22614 206352 32088 13445 3805 - 135748
Proportion of Paid-in Capital
~ Held by '
Mitsubishi Holding Company 51.4% 100% 99.6% 90.0% 30.0% 0 57.8%
Mitsubishi Group 54.9% 100% 100% 90.0% 49.5% 97.8% 60.8%
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TABLE 3 (CONTINUED):

Mitsubishi Mitsubishi Mitsubishi Mitsubishi Mitsubishi Mitsubishl Mitsubishl
Heavy Warehouse Trading Electric 0il Chemical Mining
Industries : Manufacturing : Industries
Long Term Assets
Tangible Fixed Assets 40343 19364 16086 7910 5393 2710 67258
Intangibles 566 150
Securities 8805 1561 16907 1426 135 50 34068
Subtotal 49714 20925 32993 9486 5528 2760 101326
Current Assets
Employee Benefits?®
Deposits 3544 Lou2
Securities 27570 951
Inventories 55887 56484 11118 5353 311 10223
Trade Credit 14586 1002 105138 4812 2475 379 17392
Deposits & Cash 15474 18 5439 1459 16 355 4108
Other 664 6296 220 73 2701
Subtotal 117061 1684 173357 22602 7917 1045 34424
TOTAL 166775 22609 . 206350 32088 13445 3805 135750
Armual Report Date 12/31/35  12/31/35 3/31/36 3/31/36 3/31/36 12/31/35 3/31/36

Notes:

aSegregated in corporate accounts to fund employee deposits, pensions etc.
Small differences in asset and liability totals are the result of rounding.
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TABLE 4. SOURCES AND USES OF FUNDS, LONG TERM AND SHORT TERM: MI'SUBISHI FIRST-LINE COMPANIES, 1936 (UNIT ¥ 1,000)

Mitsubishi Mitsubishi Mitsubishi Mitsubishi Mitsublishi Mitsubishi Mitsubishi
Heavy Warehouse Trading Electric 0il Chemical Mining
Industries Manufacturing Industries
A. Sources of Funds: Long-Term
1) Increase in shareholder equity 8211 230 2643 15937 1327 13032 10313
Legal reserves 450 0 100 7170 32 4 0
Other reserves 6572 194 584 1059 76 0 6629
Retalned earmings 1189 36 1959 208 1219 28 3684
Paild-in capital 0o 0 0 7500 0 13000 0
2) Increase in long term debt 0 0 0 0 0 0 0
3) Decrease of fixed assets 3683 403 -1096 786 359 81 6602
(depreciation) ' '
TOTAL (1 + 2 + 3) 11894 633 3739 16723 1686 13113 16915
B. Uses of Funds: Long}Tbrm
Decreases in debt 0 1000 0 0 0 500 0
Investment in fixed assets 614y 211 3008 3122 181 4877 15946
Capital participation + securities 17045 (96) 719 740 456 0 10368
TOTAL : 23149 1115 3087 3862 637 5377 26314
C. Increase in Working Capital (11295) (482) 652 12861 ' 1049 7736 (9399)
(A-B = D-E)
D. Assets (Uses)
Cash and deposits 7643 48 4006 10398 (13) 7127 (3769)
Recelvables (4941) (171) 32130 591 1280 355 1663
Inventories 12341 0 34894 6l25 1148 653 2148
TOTAL 15043 (123) 71030 17414 2415 8135 936
E. Liabllities (Sources)
Workers' deposits 1852 108 332 332 30 158 1249
Short term debt (300) Ly2 50100 0 52U 0 3494
Trade credit 24024 (192) 19336 4221 877 173 5590
Other 811 0 609 0 (66) 68 3
TOTAL 26348 358 70377 4553 1365 399 10336
Note: ( ) indicate negative figures. Small differences between A-B and C-D are due to rounding.



CABLE 5. SOURCES AND USES OF FUNDS, LONG TtRM AND SHORT TERM: MITSUBISHI FIRSI‘—LINE COMPANIES, 1937 (UNIT ¥ 1,000)
Mitsubishi Mitsubishi Mitsubishi Mitsublshi Mitsubishi Mitsubishi Mitsubishi
Heavy Warehouse Trading Electric 0il Chemical Mining
Industries Manufacturing Industries
A. Sources of Funds: Long-Term
1) Increase in shareholder equity 40270 5620 12410 2700 4354 15049 25213
Legal reserves 550 0 400 0 95 1 0
Other reserves 8439 334 3842 1336 1137 0 4590
Retained earnings 1281 286 668 1364 - 122 4y 8123
Paid-in capital 30000 5000 . 7500 0 3000 15000 12500
2) Increase in long term debt 0 0 0 0 0 16000 20000
3) Decrease of fixed assets 3652 288 1515 755 378 158 6923
(depreciation)
TOTAL (1 + 2 + 3) 43922 5908 13925 3455 4732 31207 52136
B. Uses of Funds: Long-Term
Decreases 1n debt 0 1000 0 0 0 0 0
Investment in fixed assets 29844 242 5731 6374 3449 20632 23994
Capital participation + securities 2757 (112) 2964 1719 uy 1667 29684
TOTAL 32601 1130 8695 8093 3493 22299 53682
C. Increase in Working Capital 11321 4778 5230 (4638) 839 8908 (1546)
(A-B = D-E)
D. Assets (Uses)
Cash and deposits 9083 2454 7812 (9315) 24 3351 (224)
Recelvables 18003 1271 56713 6922 1743 3649 5633
Inventories 50927 - 38120 11847 4957 2239 5567
TOTAL 78013 3725 103676 qlisy 6724 9234 10973
E. Liabilities (Sources)
Workers' deposits 1387 22 244 420 58 (50) 405
Short term debt 19406 (3040) 33939 0 5395 118 3961
Trade credit Lhelg 1962 64329 13677 133 207 8131
Other 1256 0 (69) 0 299 51 6
-+ TOTAL 66692 (1056) 98443 14092 5885 326 12523

Note: ( ) indicates negative figures.

Small differences between A-B and C-_D are due to rounding.



TARL 6. ASSETS AD LIABILITIES, MITSUBLSHI SECOND-LINE COMPANIES, 1935 (unit ¥ 1,000)

LIABILITIES A HET WORTH

South

Korean

Nippon

Shanghat

Japan Yubetsu Sankalin Anthracite Archi- Ryob1 Tokyo Mitsubishi Manchuria Ounsolidated
Light Alloy Sakai Bibai Colllery Colliery Colliery Holayyo tectual Electric Mitsubishi  Steel Chem. Ind.  Mitsubishi  Shoko Sango
YEAR: 1935 Wswfacturing Chemical MR +RR + R + Shola 8teel Machinery Varetwuse FProducts Machinery Englwering Glass Koshi
let Worth
Capital, paid-in 1000 1850 1600 5000 2720 7500 200 300 1000 12%6 2000 1500 750 3000 5000
Retalned famings 316 265 k53 802 7 651 7 3 10 (30) Aph Q9) 261 593
Lezal Reserves a 65 H 108 70 100
Ortional Reserves 6 90 22 82 029 3N b2 100 75
Suttctal 183 e 2196 5492 19 L] 229 303 1089 1708 3N6 1309 750 na 5664
lang Tern Liabilities
Debentures
borrowings
Suttotal 228 g
Quarent Liatilities
durkers' Leposits 311 119 9 40 30
sorTeiags 211 356 21 518 30 763 672 20 F2}1
Trals Credit 99 243 334 2844 3526 563 b0 117 595 3 39 30 22 305 35
Accounts Fayable 4 54 154 149 1042 [}
Other 19 236 ho 82 ) 36 97
Sautctal 836 929 KkL] 3330 3934 1081 492 8to 595 a8 1893 30 22 493 276
Y.tal Liabilitles 83 929 334 3330 3434 1081 492 840 595 4y 2543 30 2 493 276
TOUTAL 1839 2708 2530 9222 6653 9264 721 1863 1644 1752 559 1594 T2 3954 5904
froport ion of Paid-in Cepital
ield by ] ) “c
Mitsubishi Holding 0 ] 0 0 0 0 0 0 0 508 85.08 0 2.9 0 N,
Ntsubishi (roup i 93.5% 51.1% 100% 1008 1003 28.Bl° 1008 81.78 96.2% 1008 85.08 60.08 1008 58.5% ?
i " - ¥ Glaes



TAbie 6 (CTDUED):

ASCETS South Korean Nippon
Japan Yubetsu  Sahkalin Anthracite mhltl Ryobi mm 'ls\takwl) Hitum;‘a:i :x:;mn Consolidated
YEAR: Ligt Alloy Sakal Bibal Colliery Oolliery Colliery Holuyo tect Electric ee Chens. . subishi  Shoko Sargo
F 1935 Mamifacturing (hemical RR + R + RR + R Sokal  Steel Machinery Warehouss Products Machinery  Englnweering Glass Koshi

Long Term Assets

TangiLle Pixed Assets n 984 128 8688 5738 1 1

Irtancitles 151 2% 7 155 1658 1218 19 1239 Sese

Securities 17 102 5 109 158 ] 899

Subtotal o8 1086 1241 8693 SHAT My 1 3w T 1555 257 1310 9 1239 s
Qurrent Assets

1
emgloyee cenefits®
Deposits 1 . : 33 202
Securities 656 708 u36 P 103 9% o

Inventories 9 0] [4 313 246 8 5

Trace Creait 68N 192 1290 76 26 82l 591 535 7io 16 pri 3 35 s ey

g&alta & Cash % 123 2 8 6 32 g 551 151 91 190 06 1857 16

ner . :

Sitrotal 1431 1623 1290 533 803 1533 ny 84l 1637 197 3702 275 & s 452
TUTAL 1839 2109 253 9226 6650 9262 T20 1143 1644 1752 5859 1593 172 3959 99D
Anual Report Late 11/30/35 4/30/36 12/31/35 S/31/36  12/31/35 4335 VIV V336 VIV¥  v3vi6 12/31/35 12/31/3

Aluminun Chemical FR for Coal Coal Coal Trade Manu- Trade Warehouse Fabrica-
Business ard parts coal  mining  mining  mining facture teaca=  Machinery Pritice-  Sheet prber

Motes: “Segrecated in corparate accounta to fund employee deposits, pensions, etc. -.
Bield by Mitsubishi Mining; no data available an cther stockholders, presusably under control of M. Mining. :
Somned directly by Iwasaid family; resainder to other Japensse individuals (Noussm family 26.5%) and Japannee-owned ﬂnmmlma—m..

Smll differences in asset and liability totals are the result of rowding. v



TALE 7. SRS AD WS OF PRIS, LONO TERM AND SHORT TERM: MITSUBISHI SECOND-LINE (OMPANIES, 1936 (UNIT ¥ 1,000)

South Korean Nippon ' . -~
Japan Yubetsu Sahkalin Anthracite Archi- Ryobl Shanghal Tokyo Mitsubishi Manchuria Consoliiated
Ligit Alloy Salal Bibai Colliery OColliery Colliery lokuyo tectual Electric  Mitsubishi  Steel Chem. Ind, Mitsubishi Soxo Sanp
Manufecturing Chemical RR + RR + RR + RR Shokai  Steel Machinery Warehouse Pmdycn Machinery bBngineering Glass Kosnl
A. Sources of Fuxis: Long-Ters _
1) Increase in shareholder squity 123 k)1 k) | n 2212 269 8 1n 11 0 297 51 758 492 129
Lepal reserves . 15 N L] 0 0 0 0 1 0 0 50 0 0 1000 - 0
Other reserves 0 0 0 94 22 55 0 2 5 0 459 2 0 120 1
Retalned eamings 108 0 a1 215 0 214 [ 10 6 0 18 (1] [} 2712 128
Paitd-in caqital 0 0 0 0 2250 [1} 0 1] 0 [4] 1500 0 750 0 0
2) Incrvase in lug term debt 0 0 0 0 0 [1] 0 1] 0 0 0 745 0 [} [}
3) Decrease of fixed assets 36 1) 86 903 326 0 0 g 2 k1 0 33 ] 358 64
(depreclation) .
TUIAL (1 + 2 ¢ 3) 159 T nr 1216 2598 269 0 62 13 k)% 2197 827 758 850 o7
B. Uses of Puxls: Lang-Term
Decreases in debt 0 9 0 0 96 0 [ 0 0 49 650 0 0 (1] 0
Irvectment in fixed assets 622 0 0 2370 1215 S47 1 86 15 0 146 454 396 140 5
Capftal participation + securitise 0 (14) 0 7 2 118 0 0 67 0 0 [} 0 1362 0
LW 622 (5) (] 207 1332 665 1 46 2 L) I 796 458 39 1502 545
C. Ircrease in Working Capital
tA-b = D) (%63) 79 u7 Q) 1266 (396) 7 (24) (69) (58) 1401 373 362 (652) 212
D. Asscts (Uses) . : .
Cazh and deposits 46 (63) 0 (21) () 49 (8) 3 (2712) (57) 774 (187) 150 287 )
Recelvolles 102 158 4 5 194 74 47 (14) 147 (4) 108 226 107 25% 18
Inventories A (105) (59) 0 297 523 314 (&1)] EL)Y 243 0 (159) (1] 55 (64) b3
TY-AL a3 36 324 327 73 L1} 342 330 ny (65) 1 493 202 a7 157
E. -Liubilitles (Sources) .
Woriers' deposits 0 0 0 10) 21 0 0 0 o 2 22 0 0 6 0
hert term debt 332 (39) 0 16 0o 732 (30) (48) 0 ] (672) . 435 [+] 1100 {(bh)
Trade credit 1712 (19%) 208 152 (517) 105 404 02 197 1 (2v) o4 (2) (82) (38)
R her 2 195 -0 6 [ 0 0 (] (D] ] 0 ] 25 0

TUTAL s06 (38) 204 158 (550) 837 mn A a7 5 (67%) 519 @) 1089 (LY)




TARLE 8, SOURCES AND USES QP PUIDS, LONO TERM AMD SHORT TERM: MITSUBISHI SECOND-LINE OOMPANIES, 1937 (UNIT ¥ 1,000)

Jdagan Light Sakal Yubetau South Ryob1 Shergtal  Tokyo Mitsubiahi Manchuris " Coms.
Alloy Ghemtcal Bibai Colliery Sahkalin Hokwo  practric  Mitsubishd  Steel Cem. Ind. Mitsubishi  Shoko  Sango
Manufacturing Industries Railroad & Railroad Colliery ¢ MR Shokai Machinery Warehouse Products Machinery Engineering Glass Koaht

A. Sources of Puris: Long-Term ' ' '

1) Increase in shareholder equity 1661 137 35 6128 5297 21 25 1l 2102 1775 1500 - 661 993
Lesal reserves 14 0 17 0 0 1 0 0 50 0 0 150 0
Ocner reserves 0 45 0 (23 1] 3 13 ) sh6 25 0 50 20
Petalred earmings 147 52 U] 1057 297 17 12 1n 6 0 0 67 975
Pald-in capital 1500 0 0 5000 5000 0 0 0 1500 1750 1500 0 0

2) Increase in ‘long tem debt 0 0 0 0 0 1] 0 0 0 500 0 0 0

3) Decrease of fixed assets 65 150 T3 903 460 0 2 20 [)] 95 121 L ¥ 95

(uerrectation)

TIRL (L+2+3) 1726 247 121 7031 5751 2 27 3 2102 2310 1620 909 1393 -

B. Uses of Panus: Long-ierm
Decreases in debt 0 0 0 o 2 0 - ) 8 0 99 209 0 0
Lvesioent in fized assets 492 22 0 2536 875 0 29 29 671 979 498 0 460
Capital participation ¢+ securitiss 10 1 0 (1] R 0 80 0 126 0 0 1302 0
TUTAL 502 23 0 2536 969 ] 109 o 803 1078 107 13 460

€. Increase in Working Capital ’

(A3 = D-£) 1224 264 121 4495 4788 21 (82) (79) 1299 1292 914 (392) 633

D. Assets (Uses) ) ’ )

_Cast wra aejcoits 400 30 0 52 (4) (9) (170) (n) 871 114 366 (437) 6o
Fecelvables 325 (140) 30 221 944 (12) 535 (6) 66 g 282 (124) (1)
inventories ml 126 0 542 1000 m 1236 0 635 1985 437 6 (15%)

TUTAL 1836 16 (34) 914 1940 90 1600 17) 1572 2873 1085 56 75

B. Liabilitles {Sources)

" Workers' deposits 0 0 0 ko (35) 3 0 (4] (&) 0 0 8 o0
Znort tem uebt 626 (139) 0 7 [ 0 0 0 0 115 0 15  {157)
Trade credit (19) 48 (155) (3627) (2778) 122 1687 2 am’ 1464 28 386 0
Other 5 (161) (] ] (38) (56) 0 0 (] 0 187 39 0
TOTAL 612 (252) (155) (3580) (2651) 69 !.682 __(5) 213 1579 170 a3 (157

Note: Nippon Architectual Steel and Korean Anthracite Colliery and Rallroad are excluted because of data inah111ty.





