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We Need to Prepare Ourselves for Higher Interest  Rates 
 

S u mm a ry  
 

I f  de f l a t i o n  con t in u e s  t o  be  c o mi n g  to  an  en d  i n  J a pan ,  t h en  i n t e r e s t  r a t e s  a r e  
ex p ec t e d  t o  r i s e  s ig n i f i ca n t ly  i n  t h e  mi d -  an d  lo ng - t e r ms .   I n  t i me s  o f  r i s in g  in t e r e s t  
r a t e s ,  h a v i n g  a d j u s t a b l e  r a t e  m o r tg a g e s  c a n  l e a d  t o  i nc r ea s e d  r ep ay me n t  bu r d en s  on  
ho us e h o lds ,  an d  s o  l e n d e r s  n ee d  t o  s ho u l de r  t h e  r e spo ns ib i l i t y  o f  ens u r in g  th a t  t h e  
bo r r ow e r s  a r e  we l l  awar e  o f  t h i s  r i sk .   T he  c o nsu mer  lo an  mar ke t  may  sh r in k  
d r a ma t i c a l l y  i f  ma r k e t  i n t e r e s t  r a t e s  c o n t in u e  t o  r i s e  a n d  th e  i n t e r e s t  r a t e  c e i l i n g  i s  
l o w er ed .   T he  cap  on  i n t e r e s t  r a t e s  s h ou ld  f l oa t  w i th  mar k e t  r a t e s .   
 

T hi s  cu r r en t  e co no mi c  exp a ns io n  - -  t ha t  i s  now ce r t a i n  t o  ou t l a s t  t h e  po s t war  
r eco r d  o f  e co n o mi c  e xp a ns i o n ,  t he  I z a n ag i  bo o m ( 57  mo n t hs  be t w e e n  N ov e mb er  19 65  
t o  Ju ly  1970 ) .   The  BOJ  l i f t ed  t he  ze r o  i n t e r e s t  r a t e  p o l i cy,  ma k i n g  r o o m fo r  f u t u r e  
i n t e r e s t  r a t e  h ik e .   Thou gh  the i r  r i s e s  a r e  l i ke ly  t o  be  g r adu a l  a t  t h i s  s t a ge ,  
ho us eh o lds  mus t  b e  we l l  aw ar e  o f  t h e  r i s k  o f  h ig he r  i n t e r e s t  r a t e s  i n  t h e  mid -  t o  
l o ng - t e r ms .  

T he  n e t  i n co mes  o f  J ap a ne se  ( c o mmer c i a l )  ba nks  i n  FY20 05  ( e nd in g  Mar ch  3 1 ,  
20 06)  h a v e  r each ed  r e co r d  l ev e l s  an d  th e  c r ed i t  r a t i ngs  a r e  ex pe c t ed  t o  be  up g ra de d  
( Exh ib i t  1 ) .    

Exhib i t  1 .  Cred i t  Rat ings  o f  Major Banks  
 

 

 

 

 

 

 

 

 

 

 

 

 

N o t e s :   

1 )  C r e d i t  r a t i n g s  b y  t h e  r a t i n g  a g e n c i e s  a r e  t r a n s f o r m e d  i n t o  n u m b e r s  a n d  t h e n  

a r i t h m e t i c  a v e r a g e  i s  t a k e n  i n  e a c h  c o u n t r y .  

2 )  S o u r c e :  S & P ,  M o o d y ' s ,  F i t c h ,  R & I ,  J C R .  
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Tho ug h  th e  b a nk i ng  se c t o r  h a s  s ho w n  a  r e ma r k a b l e  r e co ve r y,  t he  ( l en d in g )  ma rg ins  –  
o r  t he  d i f f e r en c e  b e t we e n  th e  f un d i n g  r a t e s  fo r  t h e  ba n ks  an d  th e  l e nd in g  r a t e s  t ha t  
a r e  c h a rged  to  t h e  bo r r ower s  –  a r e  do wnwa r d - t r en d in g .   T he r e  a r e  l i mi t e d  
o p p o r t u n i t i e s  f o r  b a n k s  a l r e ady  cu t t i n g  th e i r  ex p e n s es  a n d  l o a n  l o s s es  t o  r a i s e  t h e i r  
p r o f i t  l ev e l s   G i v en  th e  f ac t  t h a t  o p e r a t i n g  ex pens es  a r e  i n c r ea s in g ,  p r o f i t s  o f  ban ks  
w o u l d  b e  a bo u t  t o  r ea c h  t h e i r  p e a k s .  
 

H e a v i er  B u r d e n s  C a u se d  b y  A d j u s t a b l e  R a t e  Lo a n s   
I n  s uc h  an  env i r o n me n t ,  J ap a nes e  b an ks  h a ve  mor e  f oc u se d  o n  p e r s on a l  l o a ns  

m ar k e t s .   I n  p a r t i cu l a r ,  t h e  o u t s t a n d i n g  a mou n t  o f  r e s id e n t i a l  mor tg a g e s  ha s  b e en  
g r ow in g  r ap id ly  and  he lp in g  t o  o f f s e t  t h e  dec l i ne  i n  co mmer c i a l  l o ans  wh e re  i t  i s  
d i f f i cu l t  t o  ma k e  ad eq u a t e  p r o f i t s  ( Ex h i b i t  2 ) .   O n  th e  o th e r  ha n d ,  t h e  ou t s t an d i n g  
mor tg a g es  by  t he  Go v er n men t  H ous i ng  L o an  Corpo r a t i o n  ( GHL C)  hav e  been  d e c l i n in g .  
T h a t  f a c t  i s  a t  l ea s t  p a r t l y  d u e  t o  t h e  f a c t  t h a t  b u s i n e s s  o f  t h e  G HLC i s  p l a nn e d  t o  b e  
t ak en  ov e r  by  t he  I nd ep e nd en t  A d min i s t r a t i ve  Ag ency  in  20 07 .  
 

Exhib i t  2 .  Loans  and  Discounts  Outs ta nd ing  by  Sec tor o f  Domes t ica l ly  Banks  

S o u r c e :  B a n k  o f  J a p a n .  

 
      I t  sho u l d  b e  n o t e d  t h a t  t h e  ma j o r i t y  o f  J a p a n es e  p eo p l e  ch o o s e  ad j u s t a b l e  r a t e  
mor tg a g e  l oan .   As  ho me  p u rc has e r s  i n t end  t o  own  th e i r  ho me s ,  t hey  t e n d  t o  p r e f e r  
l o a n s  w i t h  i n i t i a l l y  l o w  mo n t h l y  r ep ay me n t s .   A  ty p i c a l  ex a mp l e  i s  t h e  t y p e  o f  l o a n  
c a l l e d  t h e  “ s e l e c t i v e  f i x e d  t e r m r a t e  mor t g a g e” .   T h a t  h a s  a  f i x e d  in t e r e s t  r a t e  f o r  a  
c e r t a i n  f i x ed  p e r iod  f ro m th e  o u t s e t  a nd  t hen  h as  a  ad j us t a b l e  r a t e .   Ho wev er ,  t he  
ex t r e me ly  lo w  i n t e r e s t  r a t e  e n v i r o n me n t  i s  co min g  to  an  e nd  an d  t h e r e  i s  v i r t u a l l y  no  
r oo m f o r  i n t e r e s t  r a t e s  t o  f a l l  f r o m no w ,  s o  t ha t  t he  a mo u n t  o f  r ep a y men t s  o f  
“ s e l e c t i v e  f i xe d  t e r m r a t e  mor t ga g e”  w ou ld  b e  l a r g e r  t h an  w ha t  ( ze r o - i n t e r e s t  r a t e  
ad d i c t e d )  p e o p l e  h a v e  e x p e c t ed .  
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L e t  u s  co mp ar e  t h e  t y p i ca l  f i xed  r a t e  mor tg a g e  p r od uc t  “F l a t  35 ”  w i th  t h e  
“ s e l ec t i v e  f i x e d  t e r m r a t e  mo r tgag e ” .   T he  F l a t  35  i s  a  mor tg a ge  p r od uc t  w h e r e  
ban ks  su bs eq u en t ly  se l l  t h e  l o ans  t o  t h e  G HLC an d  t he  GHL C s e cu r i t i z e s  t h e m.    

W e  c on du c t  a  s i mu l a t i o n  o f  e f f e c t s  o f  r i s e s  i n  i n t e r e s t  r a t e s  o n  th e  F l a t  3 5  
( whos e  r ec en t  av e r ag e  l e nd in g  r a t e  ha s  b e en  3 .0 96% )  and  o n  t he  s e l e c t i v e  f i x ed  t e r m  
mor tg a g e  p r od uc t  w i th  f i x ed  r a t e s  fo r  t h e  f i r s t  f i ve  y e a r s  and  ad ju s t ab l e  r a t e  
t h e r e a f t e r  ( a  r ep r es e n t a t i v e  i n i t i a l  r a t e  o f  a  ma jo r  ban k  h as  b e en  1 . 85%) .   W e  r un  a  
s i mu l a t io n  f o r  35  y ea r  mor tg a g es  i n  b o th  c as e s ,  a nd  w e  a s su m e  t h e  r a t e s  w ou l d  r i s e  
on ly  once  a f t e r  f i v e  y e a r s .  

I f  we  a s s u me  t h a t  t h e  mos t  r ec en t  a d j u s t a b l e  r a t e  ( 2 . 3 7 5%  a t  a  ma j o r  b a n k )  
w i l l  r i s e  t o  h ig h e r  t ha n  3 . 7%,  t h e n  t h e  t o t a l  r ep a y me n t  a mo u n t  o f  t h e  F l a t  35  w i l l  
b e c o me  l e s s  t h an  t h a t  o f  t h e  o t h e r  mor t g a g e  p r o d u c t .   I f  t h e  ad j us t a b l e  r a t e  w i l l  
r e ma in  a t  l o w  r a t e s ,  t h en  t h e  r ep a y men t  bu r d en  o n  t h e  F l a t  3 5  w i l l  be co me  g r ea t e r .   
How e v er ,  g i v e n  t h e  cu r r en t  l eve l  o f  mar ke t  r a t e s ,  t h a t  s cen a r io  w i l l  u n l i ke ly  t ak e  
p l a c e .  

T h e  a d j u s t ab l e  r a t e  a t  a ny  p o i n t  i n  t h e  fu tu r e  c a n  b e  e s t i m a te d  f r o m  t h e  
ex p ec t e d  fu t u r e  i n t e r e s t  r a t e s  ( I F R –  the  i mp l i e d  f o r w a r d  r a t e ,  de r i v ed  f r o m t h e  
cu r r en t  ma r ke t  r a t e )  an d  th en  a dd in g  a  c r ed i t  r i s k  p r e mi u m.   The  on e - y e a r  I F R ,  n i ne  
y ea r s  f ro m no w i s  2 .8  -  3 . 0%,  wh i l e  t h e  i n t e r e s t  r a t e  on  a  cu r r e n t  on e -y ea r  fo rward  i s  
ab o u t  0 . 6 % ,  and  t h e  imp l i ed  r i sk  p r emiu m i s  abo u t  1 .8%  (2 . 375% l e s s  0 . 6% ) .   Thus ,  
t h e  a v e r a g e  r a t e  o n  t h e  3 0 - y e a r  mor tg a g e  r a t e  i n  t h e  ad j u s t a b l e  p e r i o d  i s  e s t i ma t ed  t o  
be  a t  l e a s t  4 . 6  t o  4 .8 %,  wh ich  i s  h igh e r  t h an  t h e  3 .0 9 6%  on  t he  F l a t  3 5 .   
 
 G r e a t e r  B u r d e n s  i n  t h e  Lat e r  Y ea rs  w i t h  t h e  1 2 5 %  R u l e  

 The  i n c re as e  i n  t h e  ad j us t ab l e  r a t e s  i s  e xpe c t ed  t o  r e s u l t  i n  a  g r e a t e r  bu r d e n  
on  t h e  ho us eh o lds .   F o r  ad ju s t ab l e  r a t e  mor t g ag e s ,  we  ca l cu l a t e  t h e  r epay men t  
a mo u n t s  w h e n  t h e  i n t e r e s t  r i s e s  j u s t  a f t e r  t he  s t a r t  o f  t h e  l o an ,  a s  s ho wn  in  Exh i b i t  3 .   
( a s s u mi n g  th a t  t h e  i n i t i a l  i n t e r e s t  r a t e  i s  2 %  an d  t h e  r a t e  r i s e s  j u s t  o n e  y ea r  l a t e r  an d  
t h a t  t h e  m o n t h l y  r ep ay me n t  a m o u n t s  a r e  r ev i s e d  e v e r y  f i v e  y ea r s ) .  
 

Exhib i t  3 .  Es t imates  o f  R epayment s  o f  R is ing  In teres t  Rate  on  
Adjus tab le  In teres t  Rate  Res ident ia l  M ortgages  

 
 

 

 

 

 

 

N o t e s : I n  t h o u s a n d s  o f  y e n .  
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I f  t h e  i n t e r e s t  r a t e s  g o  u p  by  1 .0%  o r  t o  3 . 0% in  t h e  s e co nd  y ea r  and  t h e  r a t e s  r e ma in  
u n c h a n g e d  t h e r e a f t e r ,  t h e  m o n t h l y  r ep ay men t  a mo un t s  f r o m th e  f i f t h  y e a r  wi l l  be  1 . 2  
t i mes  l a r g e r  t ha n  t h os e  i n  t he  ca s e  o f  2 % in t e r e s t  r a t e  fo r  t h e  w h o l e  p e r i o d  a n d  i f  
t h ey  r i s e  b y  3% ,  then  th e  mo n t h ly  r epay me n t  a mo u n t s  f r o m t he  f i f t h  y e a r  w i l l  be  1 . 6  
t i mes  l a r g e r .  

M or e o ve r ,  i f  t h e  i n t e r e s t  r a t e s  sky r ocke t ,  t he n  t he  r e pay me n t  a mo u n t s  w i l l  b e  
l o w er  t han  th e  i n t e r e s t  p ay men t .   T he  bo r r ower s  w i l l  f i nd  t h a t  t h ey  w i l l  n o t  b e  e v en  
k e e p i n g  u p  w i t h  i n t e r e s t  p ay men t s .   Fo r  ad j us t ab l e  r a t e  l oans ,  i n  o r de r  t o  avo id  a  
sh a rp  r i s e  o f  mo n t h ly  r ep ay men t s  du e  t o  h ik e s  i n  i n t e r e s t  r a t e s ,  t h e  “ 125%  r u l e ”  i s  
o f t e n  a p p l i e d .   T h i s  r u l e  e n s u r e s  t h a t  w he n  r e p ay me n t  a mo un t s  a r e  r ev i s e d  ev e r y  
f i ve  y ea r ,  t h e  ne w  r epa y me n t  a mo un t  s ho u l d  b e  s ma l l e r  t h an  th e  c u r r en t  a mo u n t  
mu l t i p l i ed  b y  1 . 2 5 .   U n d er  t ha t  r u l e ,  u n p a i d  i n t e r e s t s  c a n  a c cu mu l a t e  mu c h  f a s t e r ,  
an d  t h e  b u r d e n  i n  t h e  l a t e r  y ea r s  w i l l  b e  m u c h  h i g h e r .  

D u r i n g  t h e  p e r io d  o f  i n t e r e s t  r a t e  h i k e ,  h o u s eh o l d  i n c o me  i s  e x p e c t e d  t o  r i s e  
i n  s o me  d eg r e e ,  t h a n k s  t o  t h e  ec o n o mi c  exp a n s i o n .   Bu t  h o u s eh o l ds  s ho u l d  n o t  b e  
t o o  o p t imi s t i c .   Man y  hous eho lds  may  f i nd  t h a t  t h e  r ep ay men t s  on  t h e  l o an  h a v e  
b e c o m e  m u ch  g r e a t e r  b u r d e n s  t h a n  t h ey  i n i t i a l l y  a n t i c ip a t e d ,  an d  th e n  t h ey  w o u l d  n o t  
b e  a b l e  t o  s t ay  c u r r en t  w i t h  t h e i r  p ay me n t s .  

A c c o r d i ng  to  a  su r v e y  con du c t e d  by  the  G H L C,  a l mo s t  4 0%  o f  r e s po nd en t s  
an s w er ed  t h ey  “ d o  n o t  k n o w  a t  a l l ”  a n d  “d o  n o t  k n o w  w e l l ”  t h e  i n t e r e s t  r u l e s  o n  
ad j us t a b l e  r a t e  l o a n s .    S u c h  a  l a c k  o f  bo r rower s ’  k n ow l ed ge  c a n  b e ,  t o  s o me  ex t e n t ,  
a t t r i bu t ed  t o  i n s u f f i c i en t  ex p l ana t i o n  by  t h e  l e nd e r s .   I n  o r de r  t o  av o id  a  l a r ge  
nu mbe r  o f  de f a u l t s  i n  p e r s on a l  mor tg a ge  lo a ns ,  b an ks  mus t  b e  fu l ly  ac c ou n t a b le  t o  
t h e i r  bo r r ower s  and  mu s t  a l so  be  i n  c o n t r o l  o f  t h e i r  l e n d i n g  a c t iv i t i e s  f r o m t h e i r  r i s k  
man a g e me n t  pe r s pec t i v e s .  
 

Dec l in in g  Ma rg in s  o f  Con s um er  Lo an  Com p anie s  
T he  co ns u me r  lo a n  i nd us t r y  i s  a t  s t ak e .   T he  l e g a l l y  ma x i mu m in t e r e s t  r a t e s  

un d e r  t h e  In t e r e s t  Ra t e  Res t r i c t i on  L a w a r e  2 0 %,  wh i l e  un d e r  t h e  Mo ney len d ing  
Co n t r o l  L a w ,  t h e  ma x i mu m  r a t e s  o f  i n t e r e s t  a r e  2 9 . 2 %  ( a n d  n o n - c o mp l i a n c e  c a n  l e a d  
to  c r i mi n a l  p e n a l ty ) .   Co n s u me r  l o a n  co mpa n ie s  c ha r ge  h ig h  i n t e r e s t  r a t e s  o n  l o a n s .  
T h e  r a t e s  l i e  b e t w e e n  th e  c e i l i n g  i mp o s e d  u n d er  t h e  I n t e r e s t  Ra t e  R es t r i c t i o n  L a w a n d  
t h e  c e i l i n g  o f  t h e  Mon e y l end in g  Co n t r o l  Law.   T h e  r ang e  20 %- 29 .2%  i s  kn ow n  a s  
t h e  “ g r ey  zo n e ” .   H ow ev er ,  a s  t he r e  a r e  s oc i a l  c o nc e r ns  r eg a r d i n g  ex c es s  l e n d in g ,  
mu l t i p l e  o r  h e avy  d e b t s ,  a n d  h a r sh  co l l e c t i on  p r a c t i c e s ,  t h e  i n t e r e s t  r a t e  c ap  u n d e r  
t h e  Mo n e y l en d i n g  Co n t r o l  L a w wi l l  b e  mo s t  l i k e ly  t o  l o wer  t h e  max i mu m r a t e s  t o  t h e  
20% l e v e l ,  wh ic h  i s  cons i s t en t  w i th  t he  I n t e r e s t  Ra t e  Res t r i c t i o n  L a w.   

Co ns u mer  l o an  co mp an ie s  h av e  be en  h i gh ly  p r o f i t a b l e  w i th  a  r ap i d ly  g r owing  
lo a n  o u t s t a nd in gs ,  w h i l e  t he  p e r s on a l  l e nd i ng  f o r  c on s u me r  go o ds  a n d  s e r v i c es  f r o m  
ba n ks  h a s  b ee n  on  t he  d e c l in e .   T h e  ma j o r  b a n ks  h av e  s t r o ng  i nc e n t i v e s  t o  
pa r t i c ip a t e  i n  t h e  co nsu mer  l oa n  b us in es s  du e  t o  t h e i r  h igh  r e tu r ns ,  and  t h e r e  h a v e  
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b e e n  c a p i t a l  p a r t i c i p a t i o n  a n d  b u s i n e s s  a l l i a nc es .   E xa mp l es  i n c lu d e  t h e  a l l i a nc e  
be twee n  S u mi to mo  Mi t s u i  Ba nk in g  Cor po r a t i o n ’ s  (S MBC’s )  an d  t h e  cons u mer  l oan  
co mp any  P r o mis e ,  a nd  t h e  B a nk  o f  Tok y o- Mi t s u b i sh i  UF J ’ s  a l l i an ce  w i th  A c o m.   
B an ks  h a v e  b e en  i nc r e as in g  t h e i r  pe r so n a l  l o ans  i n  t h i s  w ay ,  bu t  t h e r e  h a ve  b e e n  
w i d es p r e a d  c r i t i c i s m o f  su c h  a l l i a n c es .  

Un l ik e  co r po r a t e  l o a ns ,  c ons u m er s  no r ma l ly  do  no t  u se  t h e i r  l o an s  t o  g en e ra t e  
p r o f i t s .   I n  ad d i t i on ,  s u pp os e  t ha t  a n  i n d iv i du a l  bo r r ows  ov e r  h a l f  o f  t h e i r  a nn ua l  
s a l a r y  and  pay s  c lo s e  t o  30% in t e r e s t s  on  i t .   Un le s s  t he  l oan  has  a  v e r y  sho r t  t e r m  
an d  i s  f o r  b r i d g e  f i n a n c e ,  t h e  i n t e r e s t  w i l l  a c c u mu l a t e  v e r y  q u i ck l y  an d  i t  i s  l i k e ly  
t h a t  t h e  i n d i v id u a l  w ou ld  no t  h av e  t he  c a pa c i ty  t o  r ep a y  th e  l o an .   Th e r e  i s  o f  co u r s e  
so me  f au l t  o f  t he  i n d iv i du a l s  b o r r owing  l a r ge  s u ms  wi th ou t  kn ow in g  t h e i r  ab i l i t y  t o  
r epay  th e  l oa ns .  A nd  th e r e  i s  a l s o  g r e a t e r  c r i t i c i s m a g a i n s t  t h e  l e n d e r s :  t h ey  a r e  w e l l  
aw ar e  o f  t he  bo r r ow e r s ’  c r ed i t  c o n d i t i o ns ,  mak e  l a r g e  a mo un t  o f  h ig h - r a t e  l o a ns ,  a nd  
u s e  h a r sh  co l l e c t i on  me th od s .   

L ow er ed  i n t e r e s t  r a t e  c e i l i n g  w o u l d  ha v e  h u ge  n eg a t iv e  i mp a c t  on  th e  
co ns u mer  l oan  i n du s t ry .   The  l oa n  mar g ins  w ou l d  b e  l o wer e d ,  an d  t h e  ab i l i t y  o f  t h e  
l o an  su pp ly  wou l d  be  ha mp er ed .   As  t he  ma r g in s  wou l d  sh r in k ,  con su mer  l o a n  
co mp a n i es  w o u ld  n o t  b e  a b l e  t o  l en d  t o  r e l a t i v e ly  h i g h  r i s k  c u s t o mer s .   Mor e o v e r ,  
t h e  a mo un t  o f  l o ans  exc e ed ing  o ne - th i r d  o f  t h e  bo r ro wer ’ s  s a l a ry  wou ld  b e  gen e r a l l y  
p r oh ib i t ed .    
 

Exhib i t  4 .  Es t imates  o f  Prof i t s  and  Losse s  o f  Maj or C onsumer F inance  
Companie s  

 
 
 
 
 
 
 
 
 

N o t e s : D a t a  o f  f i v e  m a j o r  c o n s u m e r  f i n a n c e  c o m p a n i e s  ( T a k e f u j i ,  A c o m ,  P r o m i s e ,  A i f u l  

a n d  S a n y o  S h i n p a n ) . F i g u r e s  i n  p a r e n t h e s e s  d e n o t e  p e r c e n t a g e  s h a r e s  o v e r  t o t a l  

o p e r a t i n g  p r o f i t s  o f  f i s c a l  2 0 0 5  ( 3 6 3 . 2  b i l l i o n  y e n ) .  N o t e  t h a t  t h e  i n t e r e s t  r e f u n d  

c o s t  c o m p o n e n t  o f  e x t r a o r d i n a r y  l o s s e s  i s  e x c l u d e d .  ▲  d e n o t e s  n e g a t i v e  s i g n .  

 
E xh ib i t  4  d i s p l ay s  e s t i ma ted  e f f e c t s  o f  bo t h  h ig h e r  fun d in g  cos t s  and  s ma l l e r  

a mo u n t  o f  l o a ns .   The  e s t i ma t io n  a s s u m es  th a t  t h e  av e r a g e  l e n d in g  r a t e  - - cu r r en t ly  
23%- -  w i l l  de c l i n e  t o  18%,  a n d  t h a t  t h e  amo un t  o f  bo r r ow in gs  f r o m th e  c ons u me r  
l o a n  c o mp an i e s  w i l l  a l s o  d e c l i ne  a s  t h e i r  l o a n s  d ec l i n e .   I f  t h e i r  o u t s t an d in g  o f  l o a n s  
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f a l l  b y  1 0 % ,  th en  g iv e n  t h e  u n c h a n g ed  f u n d i n g  r a t e s ,  t h e i r  o p e r a t i n g  p r o f i t  w i l l  
sh r in k  t o  l e s s  t han  h a l f .   I f  t he i r  f und in g  r a t e s  r i s e  b y  5 % ,  t h e n  t h e y  w i l l  g e n e r a t e  
op e r a t i n g  l o s s e s .  

S upp os e  t h e  o u t s t an d i ng  o f  l oa n s  f a l l  by  40%,  a  3% inc r ea s e  i n  t h e i r  f un d i ng  
r a t e s  w i l l  l e ad  t o  o p e r a t in g  l o s s es .   E v e n  un d e r  t h e  s c en a r i o  a s s u mi n g  a  r e du c t i o n  i n  
op e r a t i n g  ex p ens es  i n  p r op o r t i on  t o  t he i r  de c l i ne  i n  l end in g ,  a  r i s e  i n  fu nd in g  r a t e s  
w i l l  l e t  c o n su mer  l o a n  c o mp a n i es  j u s t  b a r e ly  b e  ab l e  t o  av o id  l o s s es .  
 
  Les s on s  f rom Germ an y  and  F ran ce  on  in t eres t  ra t e  ce i l in gs  

T h e  e n f o r c e m e n t  o f  m a x i m u m i n t e r e s t  r a t e s  c h a rg ea b l e  b y  l aw  m ay  h av e  s o m e  
v a l u e  i n  r e so l v in g  so c i a l  p r o b le ms ,  b u t  i t  l a c k s  e co n o mi c  r a t i o n a l i t y.  

T h e  p r o b l e ms  a r e  t h a t  t h i s  d i s c u s s io n  co n c e r n i n g  t h e  i n t e r e s t  r a t e  c e i l i n g s  
t ak es  p l a c e  i n  t h e  e n v i r o n me n t  o f  e x t r e me ly  l ow  in t e r e s t  r a t e s  an d  t h a t  t h e  c e i l i n g  i s  
ex p r e s s e d  a s  a  f i x e d  no mi n a l  r a t e .   L ook ing  a t  t h e  l on g - t e r m h i s to r i c a l  i n t e r e s t  r a t e s  
i n  J a p an ,  z e ro  i n t e r e s t  r a t e s  a r e  ve r y  unusu a l .   As  t h e  J a p a n es e  econ o my  r ev i v e s  
mor e  a nd  mor e ,  i n t e r e s t  r a t e s  a r e  e xp e c t ed  t o  r i s e  by  ( a t  l e a s t )  a  f ew  p e r c en t a g e  
po in t s .  

I f  t h e  i n t e r e s t  r a t e  c e i l i ng  i s  d e t e r mi n ed  by  the  l aw  a s  a  f i x ed  no mi n a l  r a t e ,  
t hen  t he  l ende r s  may  be  unab l e  t o  ad d  a n  ap p r op r i a t e  sp r ea d  i n  some  c a se s .   The  
f r ac t i on  o f  c r ed i t  co s t s  a s  a  sha r e  o f  l oan s  ou t s t an d in g  w as  a bo u t  4%  un t i l  f i s c a l  2 00 0  
f o r  t h e  f i v e  ma j o r  co nsu mer  f i n a n c e  c o mp a n i es  b u t  i n  f i s c a l  2 0 05 ,  i t  r o s e  t o  a b ov e  
7%.    

I f  co ns u mer  l o an  c o mp a n i e s  w i l l  b e  un a b l e  t o  g e n e r a t e  p r o f i t s  e v e n  a f t e r  
t r i m m i n g  t h e i r  e x p en s e s ,  t h e n  t h ey  w i l l  n o t  b e  a b l e  t o  s u r v iv e .   I t  w i l l  n o t  b e  a  
de s i r a b l e  ou t co me  f o r  con su m er  l o an  co mpa n i es  t o  be  o u t  o f  bus in e s s  wh en  in t e r e s t  
r a t e s  a r e  g o i n g  t o  b e  n o r ma l i z e d .  

T h e  i n t e r e s t  r a t e  c e i l i n g s  s h o u l d  t ak e  t h e  f o r m o f ,  f o r  ex a m p l e ,  “ Ja p a n e s e  
go v e r n men t  bo nd  y i e ld  +  a  f i x e d  s p r ead” .   T h i s  i s  how in t e r e s t  r a t e  caps  a r e  
de t e r min ed  i n  G er many  and  F r an ce .   Thou gh  i t  i s  imp or t an t  t o  p r o t e c t  bo r row e r s  
f r o m a  s o c i a l  w e l f a r e  s t a n d p o i n t ,  t h e  a d j u s t ab l e  i n t e r e s t  r a t e  c e i l i n g  w i l l  b e  e f f i c i e n t  
o r  r a t i o n a l  i n  e co n o m i cs  s e n s e .  

 
 
 
 
 
 


