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Motivation

Research question

E¤ect of credit supply on real economic activity.
Does it have aggregate and/or redistributive e¤ects?
Does it depend on country characteristics?
Is it persistent over time?

This paper focusses on pre-war Japan:

Quasi-natural experiment: the samurai bond (1876).
Government replaced hereditary pensions to samurai with bond.
Bonds worthed half GDP and six times government revenues.
Exploit variation in bond value per capita between prefectures.
Interaction with productivity-enhancing technologies (railways).
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Preview of the results

Persistent long-run redistributive e¤ects of credit supply shock...

depend on early access to railways stations.

Redistribution of real income between and within regions

areas with both higher bond value per capita and stations per capita

faster income growth in tertiary sector (up to 1940)
slower income growth in primary sector (up to 1940)

Structural transformation:

credit supply shock facilitated the reallocation of workers from the
primary to the secondary and tertiary sector.
it had a less persistent e¤ect (until 1890).
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Preview of the results (cont�d)

Improvement of �nancial institutions as (partial) transmission channel:

similar e¤ects when using total bank capital instead of bond value.

Role of Samurai on Industrialization:

samurai bank capital contributed to faster secondary income growth
pre-WWI.
no e¤ect on neither other sectors nor at aggregate level

Robust to exclude wealthiest samurai:

wealthiest samurai were (mainly) located in Tokyo, which could bias
our results.
without 5% bonds (received by wealthiest samurai), we obtain same
results.
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Related Literature

Financial development and economic growth:

Levine (2005), King and Levine (1993), Rajan and Zingales (1998),
Guiso et al. (2004) and Mian et al. (2017).

Railways economics:

other countries: Summerhill (2005), Attack et al. (2008),
Herranz-Loncan (2011) and Donaldson (2018).
Japan: Tang (2014) and Yamazaki (2017).

Japan:

Harootunian (1960), Yamamura (1967, 1974), Davis and Weinstein
(2001), Hayashi and Prescott (2008), Fukao et al (2015), Perkins and
Tang (2017) and Fukao and Paul (2017).
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The Samurai Bond

Samurai were a hereditary class of warriors that were the de facto
rulers during the Edo period (1603-1867).

Samurai represented around 5% of the population.

1868: Meiji Restoration - Samurai lost their monopolies on political
and military power.

1876: Japanese government replaced their hereditary pensions with
government bonds.

Pension conversion was universal, compulsory, and resisted:

"The e¤ect of [the 1876 pension commutation law] was instantaneous
and manifested itself in an epidemic of samurai riots and lawless
demonstrations against the government� (McLaren 1979, p. 562).

Samurai riots culminated in the unsuccessful 1877 Seinan rebellion.

We exploit bond value per capita variation across prefectures:

exogenous to existing or anticipated local economic activity.
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Data sources

Ministry of Finance (1904):

Bond values

Fukao et al (2015): Regional Inequality and Industrial Structure

prefectural output: 1874-1940.

Chuo Shoin (1995): Ekimei Jiten

railways station data: 1872-1912.
cf Tang (2014, 2017).
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Data description

Bond interest rate decreasing with income of samurai.
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Data description (cont�d)

Bond value per capita heterogenous across prefectures.
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Data description (cont�d)

Japan experienced a shift from primary to secondary and tertiary
sector.
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Empirical Results

Our baseline speci�cation is a cross-section OLS model:

4GPPpcit = β0 + β1lnGPPpcit�1 + β2BondPCi0 +

β3BondPCi0 � StationPCi1 + βnCovariatesit + δt + zit ,

GPPpcit = real output by prefecture i and year t,
BondPC = real bond value per capita by prefecture i and year 1876,
StationPCi1= rail stations per capita by prefecture i and year 1885,
Covariatesit = prefecture level i e¤ects in year t,

We include population (market size), student enrollment share
(human capital), and population density (urbanization).

Standard errors clustered by prefecture.
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Empirical Results

Credit supply shock did not have short-run aggregate e¤ects on
output....
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Empirical Results

... but it had redistributive e¤ects between and within prefectures.
Areas with higher value bonds and railways had faster (slower) tertiary
(primary) income growth.
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Empirical Results (cont�d)

The short run redistributive growth e¤ects extended up to 1940.
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Empirical Results (cont�d)

Financial development as (part) of transmission mechanism:

bank capital represents less than half of bonds value,
bank capital already included in tertiary sector.

We expect negative and similar e¤ect on primary income growth.

.
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Empirical Results (cont�d)

Samurai banks had a positive e¤ect on early industrialization but not
overall growth e¤ect (or in other sectors).
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Empirical Results (cont�d)

Robust to exclude wealthiest samurai (5% coupon bonds).
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Empirical Results (cont�d)

Credit supply shock facilitated the structural transformation of Japan.
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Concluding Remarks

Limits to structural transformation may have delayed the
industrialization of Japan (Hayashi and Prescott, 2008).

We showed that the credit supply shock facilitated this structural
transformation.

Prefectures with higher bond value per capita and initial railway
stations shift experienced faster (slower) growth in tertiary (primary)
sector income.
We documented the same result for the reallocation of labor.

The e¤ects of credit supply depend on country characteristics.

consistent with fundamentals location constraints emphasized in Davis
and Weinstein (2001).

Future work:

�rm dynamics: bubbly or more resilient �rms?
investigate the e¤ect on inequality within the region.
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