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Japanese relationship banking system has its origin in the 18th century Osaka. Osa

ka was under jurisdiction of the shogunate court, whose protection of property right encouraged developmen
t of financial sector. The core business of financiers was financing feudal lords. Basically, there were t
wo channels. One was the short term bond market that was under jurisdiction of the shogunate court. The ot
her one was peer-to-peer lending from a financier to a feudal lord.
Roughly the first one can be saild to be a historical origin of modern arms-length style of financial marke
t and the second one of relational banking. As feudal lords were independent from the shogunate jurisdicti
on, financiers™ claim was not necessarily under protection by the shogunate. Thus financiers built long-te
rm relationship with client lords and contracted exclusive sale of tax rice of them. This scheme substanti
ally decreased feudal lords® incentives of cheating financiers, accordingly risk of default.
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