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The Role of the Universal Banking Model in Assisting Banks to Finance Economic
Enterprises (The Experience of Japan)

Abstract

In some countries, particularly Japan and Germany, banks are recognized as major
actors in corporate governance within non-financial companies. In other words, in
addition to their role as commercial banks, they also perform the functions of
investment banks. This model of banking is referred to as universal banking, which
differs from the commercial banking model. Therefore, the experience of this type of
banking, in terms of the mode of intervention, ownership, corporate governance, level
of risk, profitability, and other aspects, is subject to examination and study. It appears
that the universal banking model can offer advantages for Iran in its path toward
development. Accordingly, this study seeks to analyze the experience of the universal
banking model—known in Japan as the main banking model—to identify the
challenges and opportunities it presents, thereby providing strategies for the Iranian
banking system to improve the financing of economic enterprises.
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Introduction

Over the past decade, Iran’s economy has grappled with unprecedented challenges stemming from external
sanctions and internal structural inefficiencies, both of which have dampened economic vitality. In an
environment where external developmental resources are constrained, it is imperative to mobilize domestic
financial capabilities to drive national economic growth and reverse stagnation in the real sector. One
promising pathway lies in leveraging the banking system’s credit capacity to strengthen domestic production
and foster enterprise creation. This, however, requires a fundamental shift in banking strategies toward
development-oriented models. In many advanced economies, particularly Japan and Germany, banks have
played a dual role as both commercial and investment banks, actively participating in corporate governance in
non-financial firms. This dual-function model, known as universal banking, contrasts with the Anglo-Saxon
commercial banking model and offers potential developmental advantages. The Japanese variant, referred to
as the main bank system, stands out for its deep, long-term relationships between banks and enterprises,
integrating pre-lending, ongoing, and post-lending monitoring within a single institution. This integration
facilitates both corporate oversight and strategic support, thereby enhancing industrial growth, export
expansion, and systemic stability during Japan’s post-war economic boom (Aoki, 1994; De Long, 1991;
Canals, 2011). Given Iran’s developmental stage and structural constraints, lessons from Japan’s experience
in universal and main bank systems may inform policy adjustments to improve enterprise financing and
mitigate systemic inefficiencies in the Iranian banking sector (Sunamura, 1995; Ogawa, 2005).



Methods and Materials

This study adopts a descriptive analytical approach, focusing on the structural, regulatory, and operational
characteristics of Japan’s main bank system to extract applicable insights for Iran’s banking sector. Data were
compiled from historical accounts, institutional reports, and scholarly literature on banking models, corporate
governance, and industrial policy. The research begins with a typological analysis of various banking systems,
emphasizing regulatory regimes, ownership structures, and corporate governance roles. It then examines
Japan’s post-war financial architecture, the mechanisms of main bank—enterprise relationships, and the
integration of monitoring stages. The analysis extends to explicit and implicit functions of main banks, risk
management practices, and restructuring strategies during corporate distress. Finally, the study compares the
Japanese main bank model with the Anglo-Saxon market-based model, identifying contextual factors that
enabled its success and considering the feasibility of adaptation in Iran’s economic environment.

Findings

The analysis reveals that Japan’s main bank system evolved within a post-war developmental context
characterized by strong state involvement, industrial concentration in keiretsu conglomerates, and limited
capital market reliance. Main banks held substantial equity stakes in client firms, coordinated syndicated loans,
participated in boards, and acted as both lenders and corporate monitors. Explicit functions included equity
ownership, lead role in syndicated financing, and formal corporate governance participation, while implicit
roles encompassed lender-of-last-resort support, provision of business intelligence, and leveraging historical
networks for mutual benefit. Monitoring was comprehensive: pre-lending assessments mitigated adverse
selection, ongoing oversight addressed moral hazard, and post-lending interventions ensured corporate
survival or orderly exit during distress. Risk management combined continuous credit file updates,
classification systems, early intervention, and flexible restructuring packages. Strategies varied by client
type—high-potential young firms, stable growth firms, or mature companies—balancing profitability with
systemic stability. Compared to universal banking in Germany, the Japanese model featured closer, more
interventionist relationships and conditional corporate governance powers that activated during crises.
Discussion and Conclusion

The Japanese main bank system demonstrates how integrated monitoring, relationship banking, and
conditional corporate governance can enhance industrial growth and resilience. For Iran, a bank-based
financing model may offer several advantages over a purely market-based system. First, it economizes on
scarce monitoring resources by centralizing oversight functions, which is critical in environments with
underdeveloped capital markets. Second, it accommodates high corporate debt levels by fostering long-term
creditor—debtor relationships, reducing bankruptcy risks associated with short-term market financing. Third, it
can facilitate coordination in strategic industrial investments, addressing low-growth traps caused by
fragmented investment patterns. Fourth, it is adaptable to diverse ownership structures—state-owned,
cooperative, or private—common in transitional economies. Finally, it can build trust and information-sharing
mechanisms that support both stability and efficiency, provided robust state regulation prevents rent-seeking
and maintains competitive neutrality. However, the Japanese experience also cautions that such systems
require a sound banking sector, disciplined oversight, and institutional safeguards against collusion and
inefficiency. For Iran, adapting this model would necessitate not only structural reforms in banking operations
but also legal, regulatory, and governance frameworks capable of sustaining long-term, performance-based
bank—enterprise relationships aimed at national economic development.
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