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Abstract

The central bank as the Lender of Last Resort (LLR) is faced with a trade off between
the stability of the financial system and the moral hazard of banks. In this paper we
explore how this trade off was dealt with by the Bank of Japan (BOJ) in the pre-war
period, and how LLR lending by the BOJ affected the financial system. In providing an
LLR loan, the BOJ adopted the policy of favoring banks which already had a transaction
relationship with the BOJ. Meanwhile, the BOJ was selective in having transaction
relationship with banks, and it ceased the relationship, in case the performance of a
transaction counterpart declined. The analysis of the bank exits data suggests that the
BOJ could successfully bail out illiquid but solvent banks, and thereby avoided the
moral hazard that the LLR policy might otherwise have incurred.
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K1 BARITERNEFDHERK

T FAlEhE (FH) RREREE (%)

1923 641,336 133,530 20.8
1924 523,792 144,840 21.7
1925 463,964 148,091 31.9
1926 517,907 159,035 30.7
1927 815,297 402,983 49.4
1928 769,658 649,496 84.4
1929 649,655 598,180 921
1930 688,473 585,434 85.0
1931 882,718 575,742 65.2
1932 632,040 565,648 89.5
1933 707,013 552,430 78.1
1934 712,841 529,820 74.3
1935 661,658 498,176 75.3
1936 585,628 472,480 80.7

M KBE[EMBESEE]1930, 19385F k.



F&2 HIRFAIRBDEFREERERK
£F(FH) B (%)

&t 761,971 100.0
HERERS| 5 723,859 95.0
Z D 38,112 50

B B H[1980]. pp.163-166 LY FERL.
I BARBITERAEERFIEICEDAFIRED#.
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(D REAZ 2 LOAN

(h)#EE%BAZ 28: SECURITIES

Const. 1.688 7.92 *¥x -0.107 -1.57
LNASSET -0.062 —4.68 *kk 0.011 247 *x
BRANCH -0.003 -2.17 ** -0.002 —-4.63 **k
BOJT 0.272 3.90 **¥x 0.168 7.51 %%k
(ERBAZ 2 BOJT (h)#ERBAZ 2 BOJT
Const. -11.378 —39.05 #kx -11.378 —39.05 #kx
BOJBRANCH 0.679 16.31 *¥x 0.679 16.31 *xk
LNASSET 0.714 37.96 *kk 0.714 37.96 **x
ASSETRANK -0.001 -0.30 -0.001 -0.30
URBAN —-0.513 —10.16 *kx* -0.513 —10.16 ***
Obs. 9913 9913
Wald chi2(60) 408.31 614.54

3¥: LOAN. SECURITIESIZBE3 A EIBXIZIZFFES

ORIEt-E.

*k 1% /KETHE.
*x 500/KETHE.
* 10%/KETHE.
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()#REREAZ 2 ROA

(DR ZE R ROA

Const. 0.083 12.39 *¥x 0.089 1311 *kx

LNASSET -0.004 —9.95 Hkk -0.004 —-10.36 ***

BRANCH -0.001 -1.41 -0.001 -1.95 *

LOAN 0.004 13.73 *¥x

SECURITIES 0.005 5.49 *xx¥x

RESERVE 0.000 -1.14

CON3 -0.008 -1.21 -0.006 -0.97

BOJT 0.002 0.83 0.004 1.78 *
(DR ERBAZE 2 BOJT (DR ERBAZ 2 BOJT

Const. -11.378 —39.05 Hkx -11.378 —39.05 Hkx

BOJBRANCH 0.679 16.31 *¥x 0.679 16.31 *¥x

LNASSET 0.714 37.96 *kk 0.714 37.96 **x

ASSETRANK -0.001 -0.30 -0.001 -0.30

URBAN —-0.513 —10.16 **x* -0.513 —10.16 ***

Obs. 9913 9913

Wald chi2(60) 2111.81 1819.45
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A.1926-1936

(k) [0)

B -BRE =Rrid B -BRE &4t
Const. 4693 (4.543) *xk 0.860 (1.036) 4756 (4.606) **xx 0.814 (0.978)
LNASSET -0.583 (—8.553) *** -0.247 (-4.557) *¥x -0.584 (-8.570) *x*x -0.244 (-4.482) #%*
BRANCH 0.201 (1.877) % 0.003 (0.436) 0.023 (2.090) *x 0.003 (0.398)
ROA -15.841 (-7.890) **x -0.063 (-0.055) -16.693 (=7.992) **x 0.245 (0.212)
LDR 0.000 (-0.241) 0.001 (0.212) -0.001 (-0.382) 0.001 (0.411)
RESERVE -0.010 (-1.032) -0.013 (-0.339) -0.009 (-0.954) -0.014 (-0.354)
EQUITY 2.189  (8.063) #kk -0.828 (-3.126) *+x 2.125 (7.689) kk -0.863 (=3.153) *kk
AGE 0.011 (2.618) *xk 0.007 (2.028) ** 0.011 (2.667) **x 0.006 (1.948) *
FORM -0.481 (-2.221) *x* 0.093 (0.492) -0.494 (-2.280) *x* 0.090 (0.473)
CRITERION 0.103 (0.660) 0.446  (3.830) *#x 0.110 (0.700) 0.455 (3.896) #*x
URBAN -0.041 (-0.303) -0.145 (-1.505) -0.056 (-0.415) -0.141 (-1.468)
QUAKE 0.970 (5.417) *xk -0.121 (-0.667) 0.959 (5.345) *xx -0.104 (-0.576)
BOJT -0.167 (-0.717) -0.019 (-0.133) -0.607 (-1.220) -0.033 (-0.108)
BOJT*ROA 3.407 (0.459) -10.340 (-1.348)
BOJT*LDR 0.015 (1.435) -0.133 (-0.833)
BOJT*RESERVE 0.903 (0.800) 0.182 (0.181)
BOJT*EQUITY 0.273 (0.261) 1.555 (1.464)
Obs. 9915 9915 9915 9915
Positive obs. 451 749 451 749
Log likelihood -4077.72 -4072.61
B.1926-1931

(m) (n)

B -BRE =Rrid B -BRE &4t
Const. 4723 (4.293) *xk 0.020 (0.023) 4693 (4.268) *xx -0.038 (-0.043)
LNASSET -0.584 (-8.110) *** —-0.181 (=3.179) % -0.579 (—8.041) *x*x -0.177 (=3.106) %k
BRANCH 0.023 (2.086) *x* -0.009 (-0.932) 0.023 (1.919) * -0.011 (-1.059)
ROA -14.714 (=7.137) #xx -1.325 (-1.035) —-15.195 (=7.107) **% -1.025 (-0.800)
LDR -0.001 (-0.638) 0.000 (0.104) -0.002 (-0.850) 0.001 (0.208)
RESERVE -0.008 (-0.789) -0.009 (-0.303) -0.007 (-0.661) -0.108 (-0.327)
EQUITY 1.968 (6.674) *kx -0.624 (-2.220) ** 1.939 (6.457) **xx -0.607 (-2.107) **
AGE 0.015 (3.072) #kk 0.009 (2.596) **xx 0.015 (3.205) *kk 0.009 (2.577) %k
FORM -0.406 (-1.881) * 0.160 (0.840) -0.422 (-1.952) * 0.152 (0.797)
CRITERION 0.040 (0.213) 0.368 (2.847) *x#x 0.043 (0.228) 0.369 (2.855) #*x
URBAN -0.018 (-0.121) -0.142 (-1.389) -0.042 (-0.289) -0.142 (-1.388)
QUAKE 0.920 (4.870) *x* -0.151 (-0.809) 0.896 (4.720) **x -0.138 (-0.737)
BOJT -0.028 (-1.115) -0.173 (-1.103) 0.112 (0.208) -0.035 (-0.097)
BOJT*ROA -20.381 (-1.843) * -9.524 (-1.118)
BOJT*LDR 0.052 (2.724) **x* -0.124 (-0.646)
BOJT*RESERVE 1.369 (1.274) 0.634 (0.578)
BOJT*EQUITY -0.030 (-0.027) 0.792 (0.624)
Obs. 7519 7519 7519 7519
Positive obs. 388 686 388 686
Log likelihood -3492.98 -3485.51
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xx 1% KETHE.
*x 5% /KETHE.
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