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Location Choices of Regional Financial Institutions

in the Tohoku Region of Japan
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Abstract Under the Financial Services Agency’s action program for the enhancement of relationship banking program,
regional financial institutions are being asked to assist small and medium-sized companies in the rehabilitation of their
financial positions. Location choices of regional financial institutions are important to support such activities. This paper
examines location choices of different types of regional financial institutions in the Tohoku region in 2012. The main
conclusion of the empirical analysis is that some financial institutions are mainly revenue driven in certain prefectures, while

some focus on both profitability and public nature of the banks.
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1. Introduction

The Pacific Ocean side of the Tohoku region in Japan was
badly damaged in the earthquake of March 11, 2011. The
role of local financial institutions for supporting the
reconstructions of the area has been greater than before. The
financial institutions have abundant knowhow on corporate
management. Each ordinary regional bank is extending loans
to tens of thousands of companies and so understand very
well the status of corporate management in various industries,
sectors and regions. Small- and medium- sized enterprises
(SMESs) are the backbone of Japan's economy. According to
the Ministry of Economy, Trade & Industry, there are 4.69
million SMEs nationwide and they account for 99.7% of all
enterprises and 70% of total employment. As such, the
Japanese government went to extraordinary lengths to
protect its small businesses from bankruptcy in the face of a
deepening economic crisis. One of these measures has been
the enactment of the SME Finance Facilitation Act, also
known as the Debt Moratorium Law, introduced in
December 2009. The legislation obliges financial institutions
to alter loans terms at the behest of those borrowing from
them, which essentially means that SMEs can defer
repayment of their debts. The Act had been in effect for over
two years since December 2009 after the Lehman crisis, and
expired in March 2012.

Teikoku Data Bank (2012) conducted a survey on
corporate attitudes towards the expiration of the SME
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Financial Facilitation Act and relationships with financial
institutions. According to the survey, in Tohoku regions, 55
out of 606 companies (9.1%) took an advantage of the Act to
modify borrowing terms, whose percentage is higher than
national average of 7.5%. That has been said that because of
the earthquake and tsunami, as well as Fukushima nuclear
disaster hit the areas.

According to the Public Opinion Survey on Household
Financial Assets and Liabilities on household with more
than two people from June 15 to July 24, 2012, the most
common way of interacting with a financial institution
remains in-person at a branch or an ATM, with 79.9 percent
of banked consumers reporting that they had choose the
particular bank because its branch or ATM is located in the
neighborhood (CCFSI, 2012). This poll has been conducted
since 2003, and nearly 80 percent of respondents answered
the same way every year. While use of online banking or
mobile banking have been increasing, the survey explores
that the most common way of interacting with a financial
institution remains in-person at a branch. Thus, it is
worthwhile to study on location choice of regional banks.
By using the data of 2012 after the earthquake, this paper
analyzes the branch location choice of financial institutions
at the municipal level in the Tohoku region. The rest of the
paper is organized as follows. Previous studies that
analyzed the behavior of location choice for branches of
financial institutions in various prefectures in Japan are
described in Section 2. Section 3 will describe the
framework of analysis. In sections four and five the data
and detail results are described. The results of the analysis
of location choice of regional banks in each prefecture of
Tohoku are summarized in Section 6.
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Table 1. Literature Review on Location Choices of Financial Institutions in Japan
Name Year Research Method Prefectures
Takabayashi 1997 The entropy measure analysis of uneven branch distribution pattern of 47 prefectures

regional banks

Oyama et al. 1999  Mathematical programming model analysis using the mesh data 47 prefectures
e vt 1099 ol s e s e D7 e
Yuri 2000 Measure of the degree of competition, and the growth potential of the business Chu.kyo
infrastructure Metropolitan Area
Yamanaka 2000  Analyzed to seek specialization coefficient based on the branch ratio 47 prefectures
Yamori , Kondo 2001 Empirical Analysis in the municipality level Aichi
Kondo 2003  Empirical Analysis in the municipality level Aichi
Ito 2004a  Empirical Analysis in the municipality level Tokyo
Ito 2004b  Empirical Analysis in the municipality level Totori
Ito 2006  Empirical Analysis in the municipality level Hokkaido
Harimaya 2005  Empirical Analysis in the municipality level Hokkaido
Nagata, Ishizuka 2007  Empirical Analysis in the municipality level Kagoshima
Ito 2008  Empirical Analysis in the municipality level Niigata, Nagano
Ito 2009  Empirical Analysis in the municipality level Osaka
Miyamoto 2012 Empirical Analysis in the municipality level Akita

2. Literature Review

Avery et al. (1999) examined the trends in branching
which based on changes in population, income and business
activities. Changes in those factors effects on the demand
for services provided by bank offices, eventually determine
banks’ branching patterns. Based on Avery et al. (1999),
several studies have conducted to measure location choices
of financial institutions, such as regional banks, shinkin
banks, credit unions, JA (Japan Agricultural) banks, in
different areas of Japan (see table 1).

For location choices of regional financial institutions in
Akita Prefecture out of the Tohoku region, Miyamoto (2012)
have analyzed using the analytical method based on previous
researches. As a result, in the Akita prefecture, shinkin banks
and credit unions have been carrying out their businesses of
more community-based services, compared to the major
regional banks and the second tier regional banks.

It has to be the result of their strategies aimed at
profitability, shinkin banks and credit union can be assumed
to strengthen the community-based business foundation.

There are few literatures conducted from the macro
viewpoint of location choices for branches of private
financial institutions and Japan Post Banks by using the
branch data of municipalities. This study of Tohoku
prefectures could be considered as having its own
uniqueness because of this macro point of view.

3. Analytical Framework

Avery, et al. (1999), Yamori and Kondo (2001), Ito
(2004a, 2004b, 2006, 2008, 2009), and Miyamoto (2012)

have been studied the relationship of the regional population,
branch placement of financial institutions, as well as location
behavior. For comparison with previous studies of other
prefectures in Japan, the following equation (1) will be
estimated in accordance with the analytical method that has
been used in the prior researches. As an economic factor, a
number of offices are added to the analysis. As demographic
factors, targets area population and the elderly population
ratio are used. Geographic areas are added as a regional
variable.

B; = C, + C,AREA, + C3POP; + C,0LD; + CsOFFICE(1)

where B; is the number of branches of financial
institutions in municipal i; ARE A; is measure of
geographic area in square kilometer; POP; is variable that
indicate population; OLD ; is ratio of people older than 65
years old to an entire population; and OFFICE ; is measure
of the office numbers in regions.

The followings are hypotheses of the analyses. Financial
institutions which take a positive and significant in
population are considered as having public nature of
providing services in a wide range. Elderly ratio has two
interpretations; one is an indication of the commercial
purpose of financial product sales for the elderly with many
financial assets. The other one is as an indicator to support
the weak social; i.e, the elderly ratio would indicates
possible interpretation to represent their public nature. The
larger positive value of the coefficients of elderly ratio
would show consideration for the elderly, or their business
strategies aiming at asset management held by the elderly are
strong.

The number of offices is considered as an indicator of the
pursuit of profit. Thus, if a coefficient of offices takes a
positive and significant, their business strategy could be
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considered as profit oriented.

4. Data

4.1. Branches of Financial Institutions

As for the business category of financial institutions, the
11 business categories are selected, such as Japan post
banks, city banks, regional banks, second-tier regional
banks, long-term credit banks, trust banks, shinkin banks,
credit unions, labor banks, agricultural cooperatives (JA),
the fishing cooperatives. Then, private business categories
were divided into three groups; city banks, regional banks,
second regional banks, long-term credit banks, and trust
banks are “private A”; sinkin banks, credit unions, labor
banks are “private B”; and agricultural and fishing
cooperatives are regarded as “private C”.

Number of branches in each business category, with the
exception of the part, is based on those of the end of March
2012. Data for city banks, regional banks, second regional
banks, long-term credit union, trust banks, shinkin banks,
and credit unions are quoted from "2013 edition Japan
Finance Directory" (Nihonkin'yutsushinsha). "The Annual
Book of prefectural agricultural cooperatives Directory
2013" (Nihon'nogyoshinbun) are used for JA data. With
respect to fishery cooperatives, home pages of each
Prefectural Fishery Cooperation are referred to. And the
latest numbers of branches for the Japan post banks are
referred to the search engine in the Japan Post HP for the
fiscal year, 2012. The number of groups by financial
institutions and the number of business type of each
province are listed in Table 2.

4.2. Dependent Variables

Data for geographical areas of fiscal 2012 were referred to
"Prefectures, cities, towns, and Villagesl." Specifically,
geographical area in square kilometer are listed by
municipalities of each province in Tohoku prefectures
(Aomori, 10-city, 22-town, 8-village; Iwate, 13-city,
15-town, 5-village; Miyagi, 13-City, 21-town, one village;
Yamagata, 13-city, 19-town, 3-village; Fukushima, 13-city,
31-town, 15-Village; Akita,13-City, 9-town, 3-village).

Population and numbers needed to calculate the elderly
ratio (the population of 65 years or older to the total
population) were referred to population estimates issued by
each prefecture.

Number of offices was referred to Ministry of Internal
Affairs and Communications Statistics Bureau edition of the
"Fiscal 2012 Economic Census."

4.3. Descriptive Analyses

Ratios of different financial institutions for the nation
average, as well as each prefecture in Tohoku, are shown in
Figure 1.

! http://uub.jp/ accessed on October 3, 2014.

An exception of Aomori Prefecture, proportion of the
Japan Post Banks is accounted for more than 50%, compared
to 37.7 percent of the national average. Private A is
accounted for 25.0 percent, which is slightly higher than the
nation average of 23.3%, except that of Fukushima
Prefecture (23.2%).

However, private B and private C are lower than 17.6%
and 21.9% for national average of private B and private C,
respectively, with the exception of Fukushima Prefecture.

The results suggest that Japan post banks take into
consideration of the principle of ‘providing their service
widely and equally’ in the Tohoku region, while the
branching patterns of private financial institutions are based
upon the profit principle.

5. Results of Location Choice of
Financial Institutions Analysis

5.1. Japan Post Banks

The areas have taken positive and statistically significant
at 1% level except for the Akita Prefecture. With regard to
population, Akita is positive and significant at 5%, and
Fukushima becomes positive and significant at 1% level.

Since every prefecture took positive and significant results,
it is suggested that the Japan post banks are located in the
Tohoku region by taking into consideration of the principle
of ‘providing their service widely and equally’ (see Table 4).

5.2. Private A (city banks, regional banks, second
regional banks, long-term credit banks, and trust
banks)

In the case of Fukushima, the area is negative and
significant and the offices are positive and significant; they
are assumed to have deployed location of branches to serve
businesses rather than publicness. In Aomori, the population
and the elderly ratio are positive and significant, while the
area is negative; they are assumed to be more profit oriented
and aimed at assets held by the elderly. In the case of Miyagi,
the population and the elderly ratio takes positive and
significant coefficient, while the number of offices and the
area have taken negative coefficients; the results imply that
location choices of financial institutions in Miyagi have
been focusing more on the elderly that holds the assets than
corporate partners. In Iwate, that population and the elderly
ratio are positive and significant, while the area is negative
and significant; this is consistent with the Aomori analysis
result. In Akita, the number of offices are negative and
significant, while the population is positive and significant.

The branch development in Akita seems to focus on
public nature rather than the pursuit of profit. For Yamagata,
the area is positive and significantly; it implies that financial
institutions in Yamagata are providing services in a wide
range. Overall, the populations and the areas of financial
institutions in private A are significant and positive; it seems
that those in Tohoku area’s location choices are based on
pursuit of profit, but they also have the viewpoint of public
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nature (see table 5).

5.3. Private B (Shinkin Banks, Credit Unions, Labor
Banks)

There are no statistically significant results in Aomori
and Fukushima. As far as offices concerned, with exception
of Miyagi, financial institutions in Tohoku has positive
coefficients. It can be considered those in private B are
friendly to small and medium-sized enterprises whose are
members of unions. The area of Miyagi is positive and
significant at the 5% significance, which implies that that of

Location Choices of Regional Financial Institutions in the Tohoku Region of Japan

branch development is based on the viewpoint of public
nature (see Table 6).

5.4. Private C (JA, Fishery coop)

In Fukushima, the population is positive and significant
at the 1% level, while the number of offices is negative and
significant at the 1% level. In Yamagata and Aomori, the
areas are positive and significant at the 1% and at the 10%,
respectively. The results imply that financial institutions in
Private C have the public nature in Yamagata, Aomori and
Fukushima.

Table 2. Number of Branches of Financial Institutions by Prefectures in Tohoku (2012)

. . Second-tier . . Japan
Prefecture JA Fis()}?;y Shinkin [erf)l; regional R;i;(;:;al Bcagl{s Pgst I];ZEEZ E;rlilits
banks Bank
Fukushima 49 22 128 58 112 131 4 542 17 0
Aomori 41 59 59 35 5 197 1 359 8 0
Akita 40 19 54 17 6 176 1 399 11 0
Total
Yamagata 41 7 56 26 100 141 1 393 13 0
Iwate 64 30 82 2 5 203 6 430 15 0
Miyagi 49 40 85 32 93 147 6 444 10 4
Table 3. Number of Branches of Financial Institutions by Groups
Prefecture Japan Post Bank Private A Private B Private C
Fukushima 542 247 203 71
Aomori 359 203 102 100
Akita 399 183 82 59
Yamagata 393 242 95 48
Iwate 430 214 99 94
Miyagi 444 250 127 89

*Private A: City Banks, Regional banks, Second-tier regional banks, Trust Banks
*Private B: Shinkin Banks, Credit Unions, Labor Banks

*Private C: JA, Fishery coop
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Table 4. Location Choices of Japan Post Banks in Tohoku

Fukushima Aomori
Variables Coefficient P-value Coefficient t P-value
C 0.975 0.538 0.593 -2.146 -0.604 0.550
Elderly Ratio(OLD) -0.018 -0.287 0.775 10.783 1.057 0.298
Geographic Area(AREA) 0.013 5.221 HxE 0.000 0.008 2.443 ** 0.020
Population(POP) 0.000 3918 HxE 0.000 0.000 1.809 0.079
Offices(OFFICE) -0.002 -1.172 0.246 -0.002 -0.684 0.498
Adjusted R2 0.960 0.905
Number of Observations 59 40
Yamagata Miyagi
Coefficient t P-value Coefficient t P-value
C -2.146 -0.179 0.860 0.177 0.051 0.959
Elderly Ratio(OLD) 0.121 0.425 0.674 1.421 0.110 0.913
Geographic Area(AREA) 0.019 5776 *** 0.000 0.020 4.469 *EE 0.000
Population(POP) 0.000 1.471 0.152 0.000 1.227 0.229
Offices(OFFICE) -0.001 -0.387 0.701 0.001 0.505 0.618
Adjusted R2 0.926 0.973
Number of Observations 35 35
Iwate Akita
Variables Coefficient t P-value Coefficient t P-value
C 8.634 0.884 0.384 -2.146 -0.179 0.860
Elderly Ratio(OLD) -19.995 -0.672 0.507 0.008 0.397 0.696
Geographic Area(AREA) 0.014 3.038 HxE 0.005 0.000 1.031 0.315
Population(POP) 0.000 -1.247 0.223 10.783 -2.497 * 0.021
Offices(OFFICE) 0.014 1.985 * 0.057 -0.002 3.505 HxE 0.002
Adjusted R2 0.822 0.887
Number of Observations 33 25
Table 5. Location Choices of Private A in Tohoku
Fukushima Aomori
Variables Coefficient t P-value Coefficient t P-value
C -1.356202 -0.813181 0.4196852 -5.675363 -2.90015 *xE 0.0064049
Elderly Ratio(OLD) 0.0511325 0.9118143 0.3659192 14.599787  2.5972532 *K 0.0136526
Geographic Area(AREA) -0.005127 -2.208233 *k 0.0314941 -0.004014 -2.11485 *k 0.0416357
Population(POP) -1.38E-05 -0.273398 0.7855901 0.0002071  2.6381437 *K 0.0123558
Offices(OFFICE) 0.0038764 3.5901127 *¥x0.0007134 -3.4E-05 -0.019986 0.9841684
Adjusted R2 0.9403936 0.9747428
Number of Observations 59 40
Yamagata Miyagi
Variables Coefficient t P-value Coefficient t P-value
C -0.279505 -0.07027 0.9444453 -4.349708 -3.33654 * 0.002272
Elderly Ratio(OLD) -0.054492 -0.43081 0.6696863 9.9179128  2.0203702 HHE 0.0523515
Geographic Area(AREA) 0.0072438 5.058497 *kx 1.975E-05 -0.003593  -2.107825 *k 0.043509
Population(POP) 0.0001053 1.2369702 0.225694 0.0001935  7.4195148 * 2.876E-08
Offices(OFFICE) 0.0017707 1.1246043 0.2696747 -0.001702  -1.721965 HxE 0.0953731
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Adjusted R2 0.9781637 0.9963632
Number of Observations 35 35
Twate Akita
Variables Coefficient t P-value Coeftficient t P-value
C -21.19993 -3.309384 Rk 0.0025778 -3.89921 -1.372445 0.1851218
Elderly Ratio(OLD) 64.956898 3.3266566  ***  0.0024663 10.539467  1.2703041 0.2185561
Geographic Area(AREA) -0.011186 -3.585186 ko 0.0012623 -0.001738  -1.445698 0.1637507
Population(POP) 0.0004613 3.0279535 ¥R 0.0052414 0.0004259  8.4780208 *xE 4.70E-08
Offices(OFFICE) -0.004568 -0.973261 0.3387571 -0.006241  -3.939084 ok 0.0008112
Adjusted R2 0.9207514 0.9885369
Number of Observations 33 25
Table 6. Location Choices of Private B in Tohoku
Fukushima Aomori
Variables Coefficient t P-value Coefficient t P-value
C 0.628 0.629 0.532 0.732 0.539 0.593
Elderly Ratio(OLD) -0.018 -0.543 0.590 -1.943 -0.498 0.622
Geographic Area(AREA) 0.001 0.848 0.400 0.001 0.719 0.477
Population(POP) 0.000 1.589 0.118 0.000 -0.152 0.880
Offices(OFFICE) 0.001 1.199 0.236 0.002 1.858 0.072
Adjusted R2 0.946 0.951
Number of Observations 59 40
Yamagata Miyagi
Variables Coefficient t P-value Coefficient t P-value
C 12.535 4928  *¥* 0.000 -1.625 -1.028 0.312
Elderly Ratio(OLD) -0.401 -4.963  RHE 0.000 5.708 0.959 0.345
Geographic Area(AREA) 0.005 5319  H** 0.000 0.005 2.536 ** 0.017
Population(POP) 0.000 -2.011 * 0.053 0.000 1.321 0.197
Offices(OFFICE) 0.003 2.894  x¥* 0.007 0.000 -0.038 0.970
Adjusted R2 0.924 0.946
Number of Observations 35 35
Iwate Akita
Variables Coefficient t P-value Coefficient t P-value
C -0.942 -0.444 0.661 1.877 0.589 0.562
Elderly Ratio(OLD) 0.570 0.088 0.931 0.000 0.648 0.524
Geographic Area(AREA) 0.002 1.735 * 0.094 -7.363 -0.792 0.438
Population(POP) 0.000 -0.533 0.599 0.003 2.153 ** 0.044
Offices(OFFICE) 0.003 2.028 * 0.052 0.001 0.328 0.746
Adjusted R2 0.917 0.875
Number of Observations 33 25
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Table 7. Location Choices of Private C in Tohoku

Fukushima Aomori
Variables Coefficient t P-value Coefficient t P-value
C 0.628 0.629 0.532 0.732 0.539 0.593
Elderly Ratio(OLD) -0.018 -0.543 0.590 -1.943 -0.498 0.622
Geographic Area(AREA) 0.001 0.848 0.400 0.001 0.719 0.477
Population(POP) 0.000 1.589 0.118 0.000 -0.152 0.880
Offices(OFFICE) 0.001 1.199 0.236 0.002 1.858 0.072
Adjusted R2 0.946 0.951
Number of Observations 59 40
Yamagata Miyagi
Variables Coefficient t P-value Coefficient t P-value
C 12.535 4.928 oAk 0.000 -1.625 -1.028 0.312
Elderly Ratio(OLD) -0.401 -4.963 ok 0.000 5.708 0.959 0.345
Geographic Area(AREA) 0.005 5.319 oAk 0.000 0.005 2.536 *E 0.017
Population(POP) 0.000 -2.011 * 0.053 0.000 1.321 0.197
Offices(OFFICE) 0.003 2.894 Ak 0.007 0.000 -0.038 0.970
Adjusted R2 0.924 0.946
Number of Observations 35 35
Iwate Akita
Variables Coefficient t P-value Coefficient t P-value
C -0.942 -0.444 0.661 1.877 0.589 0.562
Elderly Ratio(OLD) 0.570 0.088 0.931 0.000 0.648 0.524
Geographic Area(AREA) 0.002 1.735 * 0.094 -7.363 -0.792 0.438
Population(POP) 0.000 -0.533 0.599 0.003 2.153 *E 0.044
Offices(OFFICE) 0.003 2.028 * 0.052 0.001 0.328 0.746
Adjusted R2 0.917 0.875
Number of Observations 33 25
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