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in bank capital and the supply of loanable funds.''® Rising stock markets increase the
capital base of Japanese banks, and hence their supply of loanable funds. Similarly,
falling stock markets decrease the supply of loanable funds. While the issue of bank
ownership of commercial firms, and vice-versa, arises periodically, especially in the
U.S., where the Japanese system is held up as a model by those who favour direct
linkages between banking and commerce, the relationship between stock prices and
bank capital tends to be ignored.'’® Anyone prescribing a closer banking-commerce
link must carefully consider the effects on bank capital and loanable funds of
movements in the stock market.

In addition, allowing banks to hold equity increases the risk that they bear,
especially if their holdings are not well diversified.'” The increased risk of bank failure
is enhanced by the presence of a deposit insurance system. Even though Japan has
never had a bank failure, bank equity links in other countries could lead to excessive
risk taking, depending on the banks’ abilities to manage their portfolios.''®

A benefit attached to the corporate ownership structure and banking
relationships in Japan is the reduced costs of financial distress.’’® For a firm
experiencing financial difficulty, other companies within the keiretsu often assist
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