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The impact to the money lending market that which the cap amount regulation
brings about by the money lending business law

[Abstract]

The Japanese government fully enforced the Money Lending Business Law in June
2010, and the cap amount regulation was introduced to the money lending market at the
same time. The cap amount regulation prohibits lending in excess of one third of the
debtor’s personal annual income in principle. The system has not been introduced in
major advanced countries. The government’s revision of the Money Lending Business
Law including the introduction of the cap amount regulation caused the market to
contract dramatically. At the time, the media reported concerns over the impact on
debtors. Nevertheless, there has been no academic research investigating the impact of
introducing the cap amount regulation to the money lending market on debtors.

Hence, the present study aims to investigate the legislative process by which the cap
amount regulation was introduced to the money lending market, and to verify the
efficacy of the regulation by analyzing its impact on debtors from their debt status. To
achieve these research objectives, this paper is broadly composed of two research stages.
In the first stage, the author carefully examined the materials published by the
government during the process of revising the Money Lending Business Law, and then
used the oral history method to conduct interview surveys with the legislators and others
involved with the revision. As result, the author found that in the “Specific Discussion of
Basic Approach to Money Lending Business System” jointly published by the Liberal
Democratic Party’s Policy Research Council Board and General Council in September 19,
2006, the Liberal Democratic Party confirmed a policy of entrusting lenders with the role
of assigning credit; and yet on October 25, 2006 the policy was changed to an article
stating a “prohibition on lending in excess of one third of the annual income in principle.”
The change reflected a) claim by the Supervisory Bureau of the Financial Services
Agency that a uniform quantitative standard was needed to make it simple to process
financial testing at the practical level, and b) concerns among the Liberal Democratic
Party executive that a system design that entrusted credit assignment functions to
moneylenders would arouse antipathy from the public in the year before an Upper House
election. That is to say, the cap amount regulation was discussed and decided giving
priority to the convenience of supervisory administration and political considerations,
without closely examining the impact on debtors.

In the second stage of this study, the author used data relating to repayments by debtors

provided by five major lenders to analyze the repayment status of debtors for 12 months



either side of the introduction of the cap amount regulation (24 months in total). The
result showed that debtors whose borrowings from lenders were curtailed or stopped due
to the cap amount regulation were highly likely to make late repayment or be in arrears
after the regulation was introduced. The author also compared the repayment status of
debtors whose borrowings from lenders were curtailed or stopped to see if an associated
shopping function was involved their financial products or not. As a result, the author
found that debtors who used lenders without have a shopping function were highly likely
to make late repayment or be in arrears after the regulation was introduced. In other
words, the cap amount regulation appears likely to have caused a difference in the
creditworthiness of debtors depending on whether or not an associated shopping function
1s involved in their financial products.

In its conclusion, this paper shows that the government’s hasty introduction of the cap
amount regulation without scientifically verifying the impact on debtors resulted in late
repayments and arrears occurring after the introduction of the regulation among debtors
who had not been in arrears, and caused a difference in the probability of late repayment
or arrears occurring among debtors who were not in arrears depending on differences in
their financial products. These research results presented in this paper cast scientific
doubt on the effectiveness of the Money Lending Business Law, including the quickly
revised the cap amount regulation. The results also demonstrate weaknesses in the
policy determination process in Japan, thereby presenting an original insight not only

from the perspective of finance theory but also from that of policy studies.



