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ABSTRACT 

The purpose of this paper is to investigate some of the macroeconomic and 

microeconomic properties of the commercial paper market in Japan. The commercial 

paper market is a relatively new market in Japan having been established in November 

1987. As a result, little is known about its characteristics at either the macroeconomic 

or microeconomic level. In the United States, it has been found that issuance of 

commercial paper is counter cyclical in the aggregate but pro—cyclical at the firm level. 

The first set of questions investigated relate to cyclical nature of the Japanese market 

at the firm and aggregate level. Secondly, using a new panel data set, the 

characteristics and behaviour of individual issuers of commercial paper are also 

examined. The micro analysis uses data over the period 1988—90 when the commercial 

paper market was just developing and exhibits some apparent anomalies. 

JEL Classification Numbers: E44, Gl, G18, 



1. INTRODUCTION 

The purpose of this paper is to investigate some of the macroeconomic and 

microeconomic properties of the commercial paper market in Japan. The commercial 

paper (CP) market is a relatively new market in Japan having only been established in 

November 1987. As a result, little is known about its characteristics at either the 

macroeconomic or microeconomic level. 

In contrast, recently a great deal of attention has been focused on the US commercial 

paper market (see, for example, Bernanke (1990), Bernanke and Blinder (1992), Brown 

and Tease (1992a, b), Calomiris et al. (1994), Friedman and Kuttner (1993a, b), 

Kashyap et al. (1993), Ramey (1993) and Stock and Watson (1989)). At the 

macroeconomic level, much of this research has been generated by initial findings that 

the commercial paper—Treasury Bill spread provides a good predictor of future 

economic activity, and tries to confirm and provide rationales for this result. Kato 

(1991) provides some related evidence on the information content of financial variables 

(excluding commercial paper related variables) for Japan. One finding in the United 

States is that issuance of commercial paper is counter cyclical in the aggregate but 

pro—cyclical at the firm level (see Calomiris et al. (1994)). At the microeconomic level, 

research has focused on various issues including: the factors determining whether a firm 

issues CPs (see Calomiris et al. (1994)); the determinants of CP ratings (see Peavy and 

Edgar (1983, 1986), Perry and Cronan (1986), Murphy and Rappoport (1986) and 

Chandy and Duett (1990)); the effect of changes in CP ratings on the amount of CPs 

outstanding (Crabbe and Post (1994)) and stock returns (Nayan and Rozeff (1994)); 

and the impact of the announcement of CP programs backed by a letter of credit on 

shareholder wealth (see Slovin et al. (1988)). Some of this work has aimed at verifying 

the predictions of Diamond's (1991a) model that a firm's reputation determines 
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whether it borrows through a financial intermediary or directly by a CP issue and 

Gorton and Pennacchi's (1990) model that only the highest quality credit risks issue 

commercial paper. 

Attempted replication of some of the American macroeconomic results using Japanese 

data runs into several problems: first, there is no publicly available continuous time 

series data on interest rates on commercial paper; second, since the commercial paper 

was only established in 1987 there is only really one cycle over which to observe CP 

issuing behaviour; and third, for some period after the establishment of the CP market 

on 1987 unexploited arbitrage opportunities between the CP market and other markets 

appear to exist. Some limited evidence is provided in this paper on the cyclical nature 

of the Japanese CP market at the firm and aggregate level. 

One of the key innovations of this paper is that it uses a new panel data set on the 

monthly amounts of CPs outstanding of most firms. In this study, only data from 

May 1988 to April 1990 are studied, but the panel will be extended to 1994 in the 

future. This data set permits a determination of the characteristics and behaviour of 

individual issuers of commercial paper. The method of analysis, a probit analysis 

attempting to explain a firm's decision of whether to issue a CP or not, follows 

Calomiris et al. (1994) where possible. In addition to the variables considered by 

Calomiris et al. (1994), variables to represent the seriousness of the agency problem 

facing firms, the age of the firm and the firm's main bank relationship are 

incorporated. Explicit account is also taken of the regulatory framework that 

determines which firms are eligible to issue CPs. Finally, some diagnostic tests are 

used to check the specification of the probit model used. It is important to note that 

the period examined in this micro analysis is one where there appear to be unexploited 

arbitrage opportunities for some firms that could be significantly affecting their issuing 
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behaviour. Although not directly addressed in this paper, it should be possible to 

investigate the impact of changes in regulations governing the eligibility of firms to 

issue commercial paper. By focusing on the short—term financing decisions of Japanese 

firms, this paper complements Hoshi et al (1993) who concentrate on the long—term 

financing decisions of Japanese firms. 

Even after account is taken of the regulatory framework determining which firms are 

eligible to issue CPs, the issuing decision of a firm in the Japanese manufacturing 

sector in 1988—1989 appears to have been significantly influenced by the firm's size, its 

sales to capital ratio, its net accounts payable to sales ratio and the variability of its 

earnings. There is some indirect evidence to suggest that the regulatory framework 

does prevent some firms who wish to issue CPs from doing so. 

The paper is organised as follows. Section 2 contains a brief explanation of the CP 

market and provides some stylized facts on the market. Section 3 analyses some of the 

data associated with the panel data on individual firm's amount of commercial paper 

outstanding. Section 4 contains some concluding remarks. 

2. MARKET DETAILS 

2.1 ESTABLISHMENT OF THE MARKET 

The 1980s were a period of significant deregulation and liberalization of Japan's 

financial markets. As a result of the Yen/Dollar Committee report in 1984 measures 

were taken to expand the Euroyen markets and liberalize domestic markets (see 

Frankel (1984) and Bank of Japan (1995)). Interest rates on large denomination time 

deposits were gradually deregulated over the period 1985—89. The Tokyo Offshore 

market was established in 1986. It is against this background that a domestic CP 
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market was established in November 1987. At the same time, the prohibition on 

non-residents issuing Euro—yen CPs was also lifted. 

As might be expected when a measure is taken that affects different parties differently, 

support and opposition for the establishment of the CP market came from different 

groups. A survey by the Bond Underwriters Association conducted in 1986 indicates 

that there was a wide variation of views concerning the introduction of the CP market 

(see Amaya (1988, pp. 71—73)). Very large firms and firms with experience in issuing 

bonds were likely to be strong supporters, trading companies expressed very little 

opposition and the financial industry was divided between a group strongly opposing 

the establishment of the market (presumably banks) and a group strongly supporting 

its establishment (presumably securities companies). 

One key issue in the debate over the establishment of a CP market was whether a CP 

should be classified as a promissory note or a security. This classification issue has 

implications for which financial institution would be able to deal in the asset (banks if 

it was a promissory note and securities companies if it was a security), whether CPs 

would be subject to certain provisions of the Commercial Law and the Securities and 

Exchange Law, the reporting requirements associated with issuing CPs, and how CPs 

would be taxed. Although CPs were eventually classified as a promissory note for legal 

purposes and are issued in discount form, securities companies were permitted to deal 

in CPs as a 'side business'. Since CPs are not securities they are not subject to either 

securities transactions tax or transfer tax but revenue stamp tax is payable. 

For firms wishing to raise short—term finance, the principal options are: short—term 

borrowings; issues of commercial paper where possible; and repurchase agreements 

provided some asset that can be used for collateral is held. Of these, commercial 
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paper, however, is the only form of publicly traded short—term debt placed by 

corporations. Although commercial paper is issued without collateral the issuing firm 

is, in general, required to have a back—up credit line from a financial institution 

(exceptions to this rule are detailed in Appendix 2). In essence, this means that there 

are two names on the CP, the issuer and the financial institution providing the 

back—up line of credit. The minimum denomination of a CP is 100 million yen, and 

from December 1988 the minimum and maximum maturities of CPs are 2 weeks and 9 

months, respectively (prior to December 1988, they were 1 and 6 months, respectively). 

Investors in CPs are limited to institutional investors which does not include 

individuals (see Securities Bureau (1990b)). Further details on the market are 

contained in Amaya (1988), Dickson et al. (1990), McKenzie (1993) and Matsuoka and 

Rose (1994). It should be noted that the Bank of Japan began open market operations 

using commercial paper in May 1989. 

Rather than leave the question of which firms issue CPs up to the market as is done in 

the United States, a qualification approach has been adopted by the Japanese 

regulatory authorities. As can be seen from the eligibility rules for issuing commercial 

paper detailed in Appendix 1, the regulations governing the eligibility to issue meant it 

was the authorities who initially determined which companies were eligible to issue 

commercial paper. From December 1988, the regulatory environment has become 

more market oriented with those firms that are able to obtain high enough ratings for 

their commercial paper program being able to issue. This switch to a ratings—based 

eligibility requirement has become more important over time. While the Japan Bond 

Research Institute rated the CP programs of only 16 firms in March 1989 this had 

risen to about 200 firms by March 1995. The only non—listed company that 

immediately benefited from the regulatory change in December 1988 permitting 

unlisted companies to issue CPs in certain circumstances was Suntory. It should be 
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noted that financial institutions were initially banned from issuing commercial paper. 

Although still the case for banks, this rule has been relaxed for securities and 

insurance companies, for example. The only securities finance companies that 

benefited initially from this relaxation were Japan Securities Finance and Osaka 

Securities. 

As a result of this general prohibition on financial institutions issuing CPs, it is not 

surprising that the American finding that most commercial paper is issued by financial 

companies (see Calomiris et al. (1994, p. 11)) is not found in Japan. Japanese banks 

can of course issue a similar asset, certificates of deposit. Table 1 uses data from May 

1988 to April 1990 drawn from the panel data set discussed in section 3.1 to determine 

the industries where most commercial paper is issued. In terms of the industries with 

large shares of the amount of CPs outstanding, the three key issuing industries are 

commerce (mainly trading companies), electric machinery and food. As can be seen 

from the figures for the average amount of CPs outstanding for each issuing firm in the 

various industries, the large shares for the commerce, electric machinery and food 

industries do not just reflect a larger number of issuing firms but also a much larger 

amount of CPs outstanding per issuing firm on average (especially in the commerce 

industry). A brief comparison of the number of issuing firms in each industry also 

indicates a wide variety of exit and entry behaviour across industries. 

Trading companies appear to be the biggest beneficiaries associated with the 

establishment of the CP market. In fact, an examination of the micro data indicates 

that between May 1988 and April 1990 three trading companies (Sumitomo Shoji, 

Mitsubishi Shoji and Hanwa Kogyo) usually account for 30-40% of the total amount of 

CPs outstanding in the market! Given the role of the trading companies as a large 

short—term supplier of trade credit (see Sheard (1989)), one potential interpretation of 
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this outcome is that perhaps the trading companies are using their superior ability to 

borrow and then relend to companies with inferior credit ratings. There is anecdotal 

evidence to suggest that some trading companies were exploiting the abitrage 

opportunities to be discussed in section 2.2. The trading company behaviour might 

also be argued to be consistent with the replacement bank loans with cheaper CPs. 

However, as Table 2 suggests, if trading companies could borrow at the short—term 

prime rate, then bank borrowing would still have been a cheaper source of finance. 

Unlike in the United States, the regulatory authorities in Japan have not permitted the 

direct issue placement of commercial paper so commercial paper must be issued 

through a dealer. Financial institutions that can deal in commercial paper include city 

banks, regional banks, long—term credit banks and securities companies. Figure 1 

indicates that city banks act as dealers for about half the commercial paper issued. 

This information provides a good illustration of the possibility that while deregulation 

may weaken main banks position in one sense, it opens up new avenues for generating 

profits as well. Of course, what we do not know is how often the dealer of a firm's 

commercial paper is also the firm's main bank. 

2.2 MARKET CHARACTERISTICS AT THE MACRO LEVEL 

The CP market has grown rapidly in size since its introduction in November 1987. For 

example, of the total amounts outstanding in the short—term money markets in Japan, 

13.4% was in commercial paper in 1988, 17.3% in 1990 and 10.4% in 1993 (Bank of 

Japan (1995, p. 152)). If the external funding sources of the non—financial corporate 

sector are examined, commercial paper accounted for 14% of the funds raised in 1988, 

5% in 1989, 4% in 1990 and 9% in 1992 (see Aoki et al. (1994, Table 1)). The Gensaki 

market would seem to have been affected significantly by the establishment of the CP 
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market. 

One of the key problems facing any researcher working on the Japanese commercial 

market is the lack of a continuous time series on issuing rates in the market. Table 2 

provides some limited information on maximum and minimum issuing rates for 

commercial paper (the primary data source does not indicate whether these issuing 

rates are cost inclusive or not). In the short—run, the other major form of raising funds 

is bank borrowing so for comparison purposes, information on the short—term prime 

rate is also included. Given the suggestions that CP issues rates were such that firms 

could engage in cost less arbitrage by investing in large denomination deposits or 

certificates of deposit, these rates are also provided for purposes of comparison. 

From November 1987 to June 1988, it can be seen that the certificate of deposit (CD) 

rate is always above the maximum CP issue rate while the short prime rate is always 

below the minimum CP issue rate. While this might seem as providing a strong 

incentive to firms to issue CPs where possible, the cost of issuing CPs needs to be 

considered. I have no information on dealers' commissions on CPs or the cost of 

back—up lines of credit in Japan but Calomiris et al. (1994, p. 17) cite a study 

suggesting that in the US dealers' commissions average 1/8 of one percent and 

back—up lines of credit from banks can cost as much as 1/4 of one percent. Using these 

as ball—park estimates for Japan would suggest that firms issuing at near the minimum 

issuing rate would still have some arbitrage opportunities at least in 1987 and 1988 but 

those issuing at near the maximum issuing rate would not. That is, there may be two 

groups of issuing firms here. 

From September 1988 to April 1990, it can be seen that the CD rate falls roughly 

midway between the minimum and maximum CP issue rates while the short—term 
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prime rate is again below the minimum CP issue rate (except in March 1990). From 

January 1995, the CD issue rate is slightly below the CP issue rate which is 

significantly below the short—term prime rate. It should be noted that there does not 

appear to be any publicly available information on CP issue rates between May 1990 

and December 1994 published by the Bank of Japan or the Ministry of Finance. 

Financial newspapers contain details of CP rates on an irregular basis. 

While there may be abitrage incentives for some issuers, it is difficult to see what 

incentives investors have to invest in CPs when the more attractive CD is available 

unless CDs and large denomination time deposits are not available as an investment 

opportunity or something else is being offered as well. Table 3 indicates that the 

holders of CPs are spread across a variety of investors. 

One claim that is sometimes made is that commercial paper issuing is just an 

alternative means for banks to provide funds to firms and as a consequence the ability 

of firms to issue CPs does not lead to any weakening of main bank ties. Table 3 

indicates that it is not the city banks that are the major providers of funds but trust 

accounts and other corporate businesses. This seems consistent with the position in 

the United States. In addition, the share of all banks has gradually been declining over 

time. If CPs are acting as a perfect substitute for bank loans, banks would appear to 

be losing out in providing funds to firms issuing CPs. 

Figures 2-4 provide, respectively, information on issues and redemptions of 

commercial paper, the amount of commercial paper outstanding and the share of 

commercial paper outstanding in the total of loans and commercial paper. The dotted 

vertical line in each of the figures denotes the peak of the economic boom (April 1991) 

as defined by the Economic Planning Agency (the previous trough occurred in 
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November 1986). As can be seen from Figure 2, the amount of CPs issued grows 

rapidly following the market's establishment in November 1987 until late 1990, issues 

fall off before the economy peaks, issues begin to rise again as the economy moves into 

recession, steady and then taper off. The pattern for Figure 3 is rather similar. As can 

be seen from Figure 4, the share of CPs peaks before the economy peaks, begins to fall 

before the economy goes into recession and has a slight downward trend that continues 

after the economy reaches its peak. This is the reverse of what is observed in the US 

as the economy goes into recession (Kashyap et al. (1993) and Calomiris et al. (1994)). 

Figure 4 is perhaps a little misleading as loans include both short—term and long—term 

loans whereas the US analysis looks at the behaviour of CP/(CP+ short—term loans). 

In the United States, issuance of commercial paper is counter cyclical in the aggregate 

but pro—cyclical at the firm level (see Calomiris et al. (1994)). For Japan, there is a 

significant positive correlation between commercial paper issues and industrial 

production (correlation coefficient is 0.325, significant at the 0.1% level), while there is 

a significant negative correlation between commercial paper issues and each of the 

diffusion indices (leading, coincident or lagging; respective correlation coefficients are 

—0.360, —0.565 and —0.534, and all are significant at the 0.1% level). Given that only a 

little over seven years has passed since the commercial paper market was established 

and only one cycle has occurred it is too much to expect that a clear—cut to the 

cyclical nature of commercial paper issue at the macro level will be forthcoming. Two 

special features of this cycle also need to be kept in mind. First, the arbitrage 

possibilities referred to earlier that were motivating some firms issuing behaviour may 

be driving a significant proportion of the growth in the market in the earlier periods. 

Secondly, the late 1980s is also the 'bubble period' in Japan with a booming stock 

prices and land prices and so may be quite atypical of Japanese booms. 
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2.3 THE CHOICE OF SHORT-TERM FINANCING ALTERNATIVES 

Here some of the recent financial literature relating to a firm's choice of whether to 

issue commercial paper or borrow from banks is surveyed. These papers are motivated 

by the empirical observation that firms issuing commercial paper tend to be firms with 

high credit ratings. Two points often highlighted with respect to commercial paper are 

that it is not intermediated through a financial institution and it is short—term debt. 

As indicated earlier, issuers of commercial paper in Japan are required, in general, to 

have a back—up line of credit from a financial institution which raises the question of 

whether it is the firm's credit rating, the financial institution's credit rating or both 

that matter when ratings are discussed. Even in the United States, firms often have 

back—up lines of credit although there is some difference of views about how 

widespread credit lines are (see Slovin et at. (1988) and Calomiris et al. (1994)). The 

existence of these back—up credit lines has been ignored in the theoretical papers 

discussed here. 

Diamond (1991a) develops a model that explicitly analyses a firm's choice between 

bank borrowing that includes monitoring and issuing directly placed debt that does not 

include monitoring. In his model, a firm without an established reputation or a poor 

credit reputation will borrow from a bank and be monitored whereas a firm that has 

established a good borrowing reputation can gain by issuing directly placed debt and 

avoid the cost of monitoring. A firm's good borrowing reputation becomes a valuable 

asset that reduces the firm's borrowing cost so the firm has an incentive to maintain 

that reputation. 

Diamond (1991b) focuses on the choice of long—term and short—term debt, and again 

highlights the importance of reputation. Diamond suggests that borrowers with higher 
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credit ratings tend to prefer short—term debt while those with lower ratings prefer 

long—term debt. Short—term debt can provide some incentive advantages over 

long—term debt. Short—term financing allows the firm to choose to refinance a 

borrowing when the managers of the firm expect good news or information to arrive. If 

the managers expect bad news to arrive, they would choose to borrow long—term. 

Gorton and Pennachi (1990) suggest that firms may be issuing commercial paper to 

provide liquid assets that can be used by uninformed agents for transactions purposes. 

For this to happen, only the highest quality credit risks will issue commercial paper. 

Calomiris et al. (1994) use a micro data set on commercial paper issued by 

manufacturing firms in the United States and provide evidence that is consistent with 

the suggestion that commercial papers issuers are of the highest quality and 

inconsistent with Diamond's (1991b) incentive story. 

3. ISSUING BEHAVIOUR AT THE MICRO-ECONOMIC LEVEL 

3.1 FIRM DATA ON CP ISSUES AND ELIGIBILITY STANDARDS 

In June 1988, the Nihon Keizai Shinbun began monthly surveys of about 200 large 

companies to determine the outstanding amount of their issues of Commercial Paper. 

This data starting in May 1988 is published every second month in one of the weekly 

issues of the Japan Bond Research Institute's (Nihon koshasai kenkyujo), Nikkei 

koshasai joho. Although available up to 1995, to date the data has only been extracted 

up to April 1990. Table 4 provides a month—by—month check on the reliability and 

coverage of the data by comparing the amount of commercial paper outstanding 

reported by the Bank of Japan and the total obtained by summing up all individual 

amounts outstanding reported by the Japan Bond Research Institute. While there are 

- 1 2 -



some large differences in the early part of the survey (up to September 1988), these 

problems seemed to have been ironed out. It is presumed that companies not covered 

by the Nikkei survey do not issue any commercial paper. 

Some further evidence on the arbitrage story discussed in section 2.2 can be gleaned 

from this micro—data. Of the 82 firms having positive amounts of CPs outstanding 

between May and December 1988 only 18 have issues outstanding in all 8 months and 

13 have issues outstanding in seven of the eight months. Similarly, of the 87 firms 

having positive amounts of CPs outstanding in 1989 only 14 have issues outstanding in 

all 12 months and 10 have issues outstanding in 11 of the 12 months. There are 14 

firms that have amounts of CPs outstanding in 1988 that do not issue at all in 1989. 

All this seems to suggest that not all firms issuing CPs were driven by arbitrage 

opportunities. Figure 5 indicates how the number of issuing firms changes over time 

and Figure 6 indicates how the amount outstanding per firm changes over time. 

Unlike company annual reports that are typically only available on an annual basis in 

Japan, this data set provides firm level information on a monthly basis on the amount 

of commercial paper outstanding. An examination of the data indicates that firms 

typically reduce (temporarily) their amount of commercial paper outstanding (often to 

zero) in the month when they have to settle their accounts and publish their financial 

accounts. For example, of the 55 manufacturing companies that had commercial paper 

outstanding in at least one month in the year up to their settlement month in 1989, 

only the 11 companies listed in Table 5 had a positive amount of commercial paper 

outstanding when they settled their accounts. The fall in the number of companies in 

March 1989 and March 1990 indicated in Figure 5 is consistent with this finding. This 

provides some evidence for the often suggested proposition that companies often engage 

in a significant amount of window dressing around the time they prepare their 
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accounts. This finding means it is not sensible to try and explain the amount of 

commercial paper outstanding at settlement times. 

For the purpose of comparison with Calomiris et al. (1994), the analysis is limited to 

manufacturing firms. As seen in Table 1, manufacturing firms account for between 

28% to 37% of the total amount of CPs outstanding so that even if the issuing 

behaviour of manufacturing firms can be explained well, there is still a large jump 

between that and explaining the issuing behaviour of all companies (particularly, 

trading companies). Here, we attempt to investigate the determinants of a 

manufacturing firm's decision of whether to issue CPs in 1989. A firm is deemed to be 

a CP issuer in 1989 if the company had a positive amount of CPs outstanding in any 

month in the year up to and including its settlement month in 1989. Otherwise, the 

firm is deemed to be a CP non—issuer. A dummy variable, ISSUE, takes the value 

unity for a CP issuer and zero for a CP non—issuer. It should be noted that the firms 

included in the sample have not been restricted to those firms settling their accounts in 

March. The reason for this is to maximise the number of issuing firms in the sample. 

This does have the effect of making the time period over which a firm's issuing 

behavior is examined depend on its settlement month. For example, for a firm settling 

its accounts in March 1989, issuing behaviour is examined over the period May 1988 to 

March 1989 (the period starts in May not April because the survey data starts in 

May), and for a firm settling its accounts in December 1989, issuing behavior is 

examined over the period January 1989 to December 1989. 

As noted in section 2, one significant difference in the Japanese and American 

regulatory frameworks is that Japanese firms are required to be meet at least one 

eligibility standard before they are eligible to issue CPs. The easiest eligibility 

standard to verify is the first one labelled (1) in Appendix 1 (called standard (1)) that 
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relates to net worth, shareholder's equity, dividend payments, etc. Standard (1) 

imposes different eligibility standards depending on a firm's net worth and it generates 

three groups of firms: group 1 (net worth > 300 bn yen); group 2 (300 bn yen > net 

worth > 110 bn yen); and group 3 (110 bn yen > net worth > 50 bn yen). This 

standard is easy to verify as all the relevant information is reported in the firm's 

annual report. Of all the manufacturing firms listed in the Japan Development Bank's 

data bank, complete data that enables a check of standard (1) at the time of the firm's 

settlement month in 1988 are available on 743 firms. Of these 743 firms only 42 issued 

CPs in 1989. There are 44 firms that meet standard (1) at the time of the firm's 

settlement month in 1988 or 1987. The reason for checking eligibility in both 1987 and 

1988 is that in the early part of a firm's 1988 accounting year prior to the publication 

of the firm's annual report for the 1987 accounting year, eligibility is based on data in 

the annual report for the 1986 accounting year. 

The eligibility standard (2) in Appendix 1 relating to the ratings of firms issuing 

straight bonds without collateral was checked using bond rating data provided by the 

Japan Bond Research Institute. For firms settling in March 1989, the rating in March 

1988 was used; for firms settling between April and December 1989 the maximum of 

the ratings at March 1988 and 1989 was used; and for firms settling in January and 

February 1989, the maximum of the ratings at March 1987 and March 1988 was used. 

There are 81 firms in the sample that satisfy standard (2) verified in this way. Of 

these 81 firms, 34 also satisfy standard (1). A total of 91 firms in the sample satisfy 

either standard (1) or (2) or both, and these firms are termed firms 'eligible to issue'. 

Of these 91 firms, 36 issue CPs in 1989. Standard (3) covers the nine electric power 

utilities, NTT and KDD (see Dickson et al. (1990, p. 341), and these are not in our 

sample of manufacturing firms. Standard (4) covers trading companies which are also 

not in our sample of manufacturing firms. There are six firms that issue CPs in the 
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period (Mitsubishi Rayon, Showa Denko, Nitto Seiko, Oki Denki Kogyo, Suzuki and 

Asics) that clearly do not satisfy eligibility standard (1) or (2). These six firms are 

eliminated from the subsequent analysis to leave 737 firms in the sample of which 36 

firms are eligible to issue and do issue CPs, 55 firms are eligible to issue but do not 

issue CPs and 646 firms that are not eligible to issue CPs. 

3.2 MICRO CHARACTERISTICS: 1989 

Table 6 provides information on the bond rating among the different types of 

borrowers in the sample. Among those firms that are eligible to issue, we see that 

issuers tend to have a slightly higher bond rating than the eligible non—issuers, a 

finding that is consistent with the theoretical suggestions in section 2.3. The difference 

in ratings between the eligible and ineligible issuers strongly reflects the impact of 

eligibility standard (2) relating to bond ratings. 

Table 7 provides comparable information to that in Calomiris et al. (1994, Table 2). 

The purpose of this Table is to reveal differences in the financial situations between 

eligible issuers and eligible non—issuers of CPs. Corresponding information is also 

provided for the firms that are ineligible to issue. Table 7 reports means of firm level 

variables for firms at the time of their settlement month in 1988. For firms eleigible to 

issue CPs, the findings are very similar to Calomiris et al. (1994, p. 20): 

(i) issuing firms are much larger than non—issuing firms when size is measured 

using sales; 

(ii) issuing firms have lower ratios of sales, financial working capital and 

inventories to capital ratios (SALES/K, FWC/K and INV/K, respectively) and 

lower growth rates (GROWTH is the growth rate of sales measured over the 

five year period to 1988) and 
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(iii) the differences in the financial working capital/capital ratio and 

inventories/capital ratio are nowhere near as large as in the United States. 

In contrast, to Calomiris et al. (1994), for issuing firms short—term debt/capital tends 

to be higher on average, and operating income/capital (OPINC/K) tends to be lower 

on average. 

Fukuda and Hirota (1995) suggest using the fluctuations of firm profits, BUSIRISK 

(here measured as the standard deviation of earnings to total assets over the five year 

period to 1988), as a proxy for the probability of bankruptcy. This tends to be higher 

for issuing firms (but lower when compared to ineligible firms) which suggests it is 

perhaps not providing a good proxy for the probability of bankruptcy. Fukuda and 

Hirota (1995) also suggest using advertising and research and development expenditure 

to total assets, ADRD, as a proxy for the 'seriousness of the agency problem facing the 

firm'. Their suggestion is that there may be larger informational asymmetries between 

the firm and debt holders, if it is difficult for debt holders to evaluate the value of 

advertising and research and development expenditure. Here, ADRD is higher for 

issuing firms. Diamond (1991a) constantly refers to 'new' firms and 'mature' firms and 

one way of measuring this is by the age of the firm. Whether the age of the firm is 

measured from its establishment date, AGE1, or its listing date, AGE2, issuing firms 

tend to be older than non—issuing firms. However, a statistical check of the 

significance of all these differences suggests that between the eligible issuers and the 

eligible non—issuers the only means that are significantly different are for sales, 

operating income/capital, accounts payable/sales (PAYSAL) and net accounts 

payable/sales (NETSAL). When 'main bank' affiliation is measured by the very 

restrictive definition of whether the firm is a member of the presidents' club of one of 

the six traditional enterprise groups (BANK is a dummy variable taking the value 

unity for membership and zero otherwise), it is found that about 40 per cent of the 
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issuers have a main bank and about 30 percent of the eligible non—issuers do. 

A probit analysis is used to provide a summary of some of the correlations in the data. 

The dependent variable is ISSUE the dummy variable defined earlier that takes the 

value one if the company had a positive amount of commercial paper in any month in 

the year immediately proceeding its settlement month in 1989 and zero otherwise. The 

advantage of the probit technique, as with regression techniques in general, is that it 

allows for controlling for various influences like firm size. As a result, we can 

determine whether the statistically significant differences in some of the means 

observed in Table 7 are just size related. Most of the variables used coincide with 

those in Calomiris et at. (1994). In addition, an age variable (AGE1), a main bank 

variable (BANK) and two variables suggested by Fukuda and Hirota (1994), 

GROWTH and ADRD, are included. Given that the rating of a firm's bonds is used to 

determine whether a firm is an eligible issuer, it was deemed inappropriate to include 

an explanatory variable that depends on the rating of a firm's bonds. 

The results of the probit analysis are presented in Table 8. Equations (8.1) and (8.2) 

only use data for the 91 firms that meet eligibility standard (1) or (2) or both, while 

equations (8.3) and (8.4) use data for all the firms (both eligible and ineligible firms). 

In this exercise, we are using data available at the firm's settlement month in 1988 to 

explain its CP issuing behaviour in the next accounting year. Using a likelihood ratio 

test to compare equations (8.1) and (8.2), and (8.3) and (8.4) gives test values of 4.12 

and 2.38, respectively. Since there are seven variables being excluded in the first and 

six variables being excluded in the second case, under the null hypothesis that the 

2 2 
variables should be excluded the test is distributed asymptotically as X(>j\ a n d X(a\> 

respectively. Hence, the null hypothesis can be accepted, and equations (8.2) and (8.4) 

represent acceptable simplifications of equations (8.1) and (8.3), respectively. 
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Given the results in Table 7, it is not surprising that sales should be significant 

explanatory variable. Hence, at the micro level CP issues are pro—cyclical. The 

impacts of the other explanatory variables in (8.2) very much reflect the differences 

observed in Table 7. From equation (8.2) we find that everything else being equal 

larger firms, firms with lower sales/capital ratios (SALES/K) or lower 

inventory/capital ratios (INV/K), and firms with higher values of accounts payable — 

accounts receivable to sales (NETSAL) are more likely to issue CPs. Firms that have 

a main bank relationship are more likely to issue CPs but the relationship is not so 

strong. Having a main bank suggests the firm is subject to monitoring and that the 

main bank may provide financial assistance in times of distress (see Sheard (1994)) 

both of which would increase the likelihood of issuing CPs. As discussed in Fukuda 

and Hirota (1995), BUSIRISK is supposed to measure the probability of bankruptcy, 

as the value of the variable gets larger, the probability of bankruptcy is supposed to 

increase. An alternative interpretation is that as its value gets larger the firm becomes 

more risky. In equation (8.2) this variable has an unexpected positive and significant 

effect on issuing behaviour. The anecdotal evidence suggesting that some CP issuers 

were heavily into zaitech activities may explain the perverse effect of this variable. 

The positive and significant effects of NETSAL in both (8.2) and (8.4) are also 

problematic. This result suggests that as the firm's accounts payable increase (or the 

accounts receivable fall), the firm is more is likely to issue CPs. 

Equation (8.1) indicates that firms with a lower operating income/capital ratio 

(OPINC/K), a higher short—term cash flow to sales ratio (SFLOW), a higher accounts 

receivable to sales ratio (RECSAL), lower growth (GROWTH), higher advertising and 

RD expenditure (ADRD) and older firms (AGE1) are more likely to issue CPs but 

none of these effects are significantly significant in (8.1). Similarly, none of these 

variables were statistically significant when added separately to equation (8.2): 
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OPINC/K (0.70), SFLOW (0.96), RECSAL (0.70), GROWTH (0.08), ADRD (1.15) 

and AGE1 (0.49) (AGE2 (0.46) was also not significant) where the figures in 

parentheses are the absolute values of the t—statistic on the variable. 

It is well—known that probit estimators are very sensitive to model misspecification. 

As a result, two diagnostic tests are used to check the specification of equations (8.2) 

and (8.4). The tests labelled PRED(F) and PRED(L) are the prediction tests 

suggested by Anderson (1987). For equation (8.2), PRED(F) and PRED(L) 

investigate the effect of eliminating the first five and last five observations, 
2 

respectively, and are both distributed as X(K\ under the null hypothesis that the 

eliminated observations and the remaining observations behave similarly. For 

equation (8.4), PRED(F) and PRED(L) investigate the effect of eliminating the first 
2 

ten and last ten observations, respectively, and are both distributed as X(-\o\ under the 

null hypothesis that the eliminated observations and the remaining observations 

behave similarly. These tests provide no evidence of misspecification. 

The analysis to date has specifically avoided using information about the rating level of 

a firm's bonds because this information is also used in determining whether a firm is an 

eligible issuer or not. Two dummy variables, RATEH and RATEM, were generated. 

RATEH takes a value of unity if the firm's bond rating was AAA or AA+ at March 

1988 and zero otherwise, while RATEM takes a value of unity if the firm's bond rating 

was AA or AA— at March 1988 and zero otherwise. When these variables are both 

added to (8.2) they both have a positive impact on issuing behaviour. However, they 

are jointly insignificant (likelihood ratio test value =1.78) and are insignificant when 

included separately with asymptotic t-statistics of 0.34 (RATEH) and 1.11 (RATEM). 

It is quite standard to presume that the eligibility conditions listed in Appendix 1 do 
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matter and that they do exclude potential issuers from issuing CPs. It is however 

possible that the eligibility conditions are drawn so widely that they do not exclude 

any potential issuers. Equations (8.1) and (8.2) by taking account of the eligibility 

conditions presume that these eligibility conditions do matter. Equations (8.3) and 

(8.4) by ignoring the eligibility conditions presume that the conditions do not matter. 

While it would be nice to be able to formally test the hypothesis that the conditions do 

not matter, here we restrict ourselves to providing some indirect evidence on the issue. 

First, the only variable that differs between (8.2) and (8.4) is SFLOW which is 

significant in (8.4) and is not significant when added to (8.2) as discussed earlier. 

Consistent with this finding, an equation with the variables contained in (8.2) is not an 

acceptable statistical simplification of (8.4) (likelihood ratio test is 13.10). Third, sales 

is a far more significant variable in (8.3) and (8.4) than in (8.1) and (8.2). These three 

findings tend to support the proposition that there are some differences between 

ignoring and taking account of the eligibility standards suggesting that the eligibility 

standards do matter. 

4. CONCLUSION 

This paper has attempted to present some stylised facts concerning the commercial 

paper market at the macro level while at the same time providing some evidence on 

the issuing behaviour of firms at the microeconomic level. The key to that evidence is 

a panel data set at the firm level that provides monthly information on each firm's 

amounts of commercial paper outstanding. This paper has only examined a small 

portion of this panel data in a very preliminary way. At least in the manufacturing 

sector, firm issues of CPs are pro—cyclical in 1989. The apparent existence of arbitrage 

opportunities for some firms in issuing CPs in the period examined in this paper 

suggests that the issuing behavior observed and analyzed in section 3 may be rather 
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special. The analysis does suggest there is useful information to be gleaned from this 

new data set. 
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TABLE 1: AMOUNTS OF CPS OUTSTANDING BY INDUSTRY 



TABLE 2: INTEREST RATE COMPARISON (%) 



TABLE 3: HOLDERS OF CPs 
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TABLE 4: CPs OUTSTANDING: COMPARISON OF BOJ AND NIKKEI DATA 



TABLE 5: MANUFACTURING COMPANIES WITH POSITIVE AMOUNT OF 
CPs OUTSTANDING AT TIME ACCOUNTS SETTLED 
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TABLE 6: BOND RATINGS OF MANUFACTURING FIRMS BY BORROWING TYPE 
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TABLE 7: MANUFACTURING FIRMS CHARACTERISTICS BY BORROWING TYPE 
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TABLE 8: PROBIT MODEL EXPLAINING ISSUE DECISIONS 



FIGURE 1: DEALER SHARES OF CP ISSUES (%) 
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FIGURE 2: ISSUES AND REDEMPTIONS OF COMMERCIAL PAPER 

(100 MILLION YEN) 
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FIGURE 3: AMOUNT OF COMMERCIAL PAPER OUTSTANDING 
(100 MILLION YEN) 
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FIGURE 4: SHARE OF COMMERCIAL PAPER TO LOANS+COMMERCIAL 

PAPER (%) 
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FIGURE 5: NUMBER OF COMPANIES ISSUING CPS 
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FIGURE 6: AMOUNT OF CPS OUTSTANDING PER FIRM (100 MILLION YEN) 

- 3 6 -



APPENDIX 1: ELIGIBILITY RULES FOR ISSUING CPs 



3 years. 

(5) firms that can issue straight bonds with firm collateral and have a net worth of 

> 150 billion yen. 

Source: Amaya (1988, pp. 156-158). 

From December 1988, firms eligible to issue Commercial Paper are limited to listed (or 

unlisted firms that have fulfilled the disclosure rules specified by the Securities and 

Exchange Law for at least three successive years) and either: 

1. are firms that 

(a) obtain and publish ratings for their Commercial Paper from at least two 

ratings institutions with at least one of these ratings being an A—1 rating or 

an A—2 rating and the firm has a net worth exceeding 55 billion; and 

(b) are not finance related (with the exception of Securities Finance 

Companies from December 1988; Securities Companies from January 1990; 

Lenders, Lease and Credit Companies from June 1993; and insurance 

companies from April 1994). 

2. are firms that were eligible to issue Commercial Paper under the previous 

rules and have not obtained a rating for their Commercial Paper. 

Source: Securities Bureau (1990b, pp. 222—223) and Bank of Japan (1995, pp. 

176-177). 
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APPENDIX 2: BACK-UP CREDIT LINE 

From November 1987, no back-up credit line from a financial institution is required if 

the firm meets one of the following three conditions: 

(1) the firm can issue straight bonds without collateral and 

(a) has an AAA rating; or 

(b) has a net worth > 300 billion and an AA rating; 

(2) the firm meets all of the following four conditions: 

(a) net worth > 200 billion; 

(b) 'current assets' > 200 billion; 

(c) liquidity ratio > 100 %; and 

(d) current asset ratio > 80% 

(3) the firm can issue straight bonds with collateral. 

Source: Amaya (1988, p. 157). 

From December 1988, no back—up credit line from a financial institution is required if 

the firm meets the numerical standards specified earlier or the firm's Commercial 

Paper has an A—1 rating and the firm meets some numerical standards (unless the 

rating agency judges that a back—up credit line is required). For other firms with 

rated Commercial Paper, a back—up credit line of 50% of the value of he Commercial 

Paper issued is required (unless the rating agency judges that a larger back—up credit 

line is required). 

Source: Securities Bureau (1990b, p. 223). 
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