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     R&I applies this rating methodology to consumer finance companies whose primary activity is 

the provision of small-sum unsecured loans. While credit card companies and credit companies also 

offer similar products, R&I has formulated a separate rating methodology for such firms because 

their core sales credit business has different industry risk. 

 

I. Evaluation of Business Risk 

1. View of industry risk 

     The consumer finance business mainly focuses on the provision of small-sum unsecured loans 

to low and middle-income individuals. Since differentiation based on product characteristics is 

difficult and similar products are available through credit card companies, credit companies, banks 

and other institutions, the competitive environment is relatively severe. With the ceiling interest 

rate and the regulations on aggregate loan amounts in place, there is scant room for growth. The 

market is susceptible to economic fluctuations, though market volatility has been stable in recent 

years. 

     While unsecured consumer loans play an important role in supporting personal life, they have 

also been criticized for contributing to the multiple debt problem. Such reputation risk cannot be 

ignored because it is not a matter of individual companies and may spread to the entire industry 

through tightening regulations. Since the amendment of the Money Lending Business Act in 2006, 

efforts to achieve an appropriate market have progressed and a risk of regulatory changes has 

become lower than before. Even so, it is necessary to continue to pay attention to the trends of 

public opinion on the industry. In light of these circumstances, R&I judges the industry risk to be 

high. 

 

(1) Market size, market growth potential and market volatility 

     According to figures published by the Financial Services Agency, at the end of March 2019 the 

size of the market for consumer loans (including secured loans) was 6,923.3 billion yen, with 
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consumer finance companies accounting for 2,954.3 billion yen. The total outstanding loan balance 

of consumer finance companies, which exceeded 12 trillion yen at the end of March 2003, has 

dropped sharply since about 2007, following the court ruling against City's Corp. in January 2006 

that substantively invalidated loans at gray zone interest rates. The balance has been recovering 

modestly for the past few years, but the pace of the recovery is slow. Under the regulations on 

aggregate loan amounts a major rebound cannot be envisaged, and R&I evaluates the market 

growth potential to be low. 

     Market volatility is deemed to be comparatively high. It is true that the tightening of various 

regulations has substantially reduced volatility, but inherently the market is somewhat highly 

correlated with the business cycle. Unsecured consumer loans are limited by future expectations of 

household disposable income. While there is a tendency to assume the demand for borrowing rises 

during difficult economic periods, this is not necessarily the case. Many customers are salaried 

employees, and when their anticipation of future salary increases is strong, this lessens resistance 

to borrowing because of borrowers' expectations they will be able to repay their debts even if money 

is borrowed. When the likelihood of a future drop in income grows, on the other hand, this triggers 

anxieties over repayment and reinforces the intention to save. An additional characteristic is that 

when macroeconomic indicators such as salaries and the unemployment rate deteriorate, their 

impact on the cost of credit tends to surface quickly through repayment delinquencies and defaults. 

     Younger age brackets account for a large share of new customers, with demand being limited 

among senior citizens who enjoy high levels of savings and income. With the birthrate remaining at 

a low level, the elderly percentage of the population continues to rise, and the probability that 

potential customers will decrease gradually in the future must be noted carefully. 

 

(2) Industry structure (competitive environment) 

     The number of registered money lenders has declined rapidly from approximately 30,000 in 

2000 to less than one-tenth. A shakeout has progressed, as many companies, particularly 

independent small and medium-sized firms, withdrew in the face of market contraction. With the 

withdrawals and consolidation of major firms also underway, the market has become increasingly 

oligopolistic. While there is a continued tendency for new customers to be concentrated among the 

major players, the competitive environment will remain comparatively severe due to competition 

across industries. 

     Before the amended Money Lending Business Act took effect in 2010, consumer finance 

companies exceled in the high-risk customer bracket, banks were more adept in the low-risk 
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bracket, and credit card and credit companies were in the middle. Nevertheless, such divisions are 

disappearing because the ceiling interest rate has substantively fallen to 18% as a result of 

enforcement of the amendment. Even in the banking industry, which is not subject to regulations on 

aggregate loan amounts, self-imposed regulations have been widely adopted, and this has 

intensified the competition to acquire customers who have room to borrow. In many cases, however, 

consumer finance companies provide guarantees for bank consumer loans, which suggests that the 

two industries are complementary to each other in one aspect. Although the profitability of the 

credit guarantee business is lower than that of direct lending, guarantee fees from banks can help 

increase earnings and are expected to make certain earnings contribution. 

     The primary business of consumer finance is lending cash, and the spread of cashless 

payments can be a headwind. The increase in customers who use credit cards for shopping and shift 

to revolving payments is one of the causes of the decrease in the use of card loans. In the payment 

market, emerging players such as social networking and e-commerce sites are gaining more 

presence with customer bases, digital strategies and capital strength that are different from those 

of traditional players. Using the Internet and smartphones as customer contact points, these firms 

adeptly serve the younger generation, which is targeted by consumer finance companies. In the 

future, they may make a full-scale entry into the personal loan market, possibly changing the 

industry structure drastically. 

 

(3) Customer continuity and stability 

     The majority of unsecured consumer loans have similar interest rates regardless of the lender 

and offer a revolving arrangement for payments, and differentiation based on product features is 

difficult. Customers can easily switch among similar products, which are available through other 

business formats, such as credit cards with cash advancing services and card loans provided by 

banks. 

     When viewed from the standpoint of customers' borrowing motivation, benefits typically cited 

as the strengths of consumer finance companies include (1) short credit screening wait time 

(immediacy), (2) the opportunity to borrow and repay funds at any time within the credit limits 

(convenience) and (3) customer privacy protection (secrecy). Since the enforcement of the amended 

Money Lending Business Act, however, such dominance has been gradually weakened. Any great 

distinctions in the immediacy and convenience that had been ensured by the introduction of 

automatic loan-application machines and other means have been substantially eroded, as it has 

become common for customers to apply for loans from anywhere in Japan via, for example, the 
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Internet. Locking in customers is difficult, and customer continuity and stability is low. 

 

(4) Protection, regulations and public aspects 

     The industry faces a risk of regulatory changes from the viewpoint of consumer protection, 

and is regulated under the Money Lending Business Act. Lenders take the maximum risk feasible 

within the scope of regulations, including the ceiling interest rate and restrictions on aggregate 

loan amounts. When various regulations are further tightened, the effect on the consumer credit 

industry will be considerable.  

     In 1954, the Interest Rate Restriction Act and the Act Regulating the Receipt of Contributions, 

the Receipt of Deposits, and Interest Rates (hereinafter "the Capital Subscription Act") were 

enacted. When they were established, there was a big gap between the maximum interest rate 

allowed by the Interest Rate Restriction Act and that by the Capital Subscription Act, with the 

former permitting 15-20% of the principal amount and the latter 109.5%. The maximum interest 

rate set by the Capital Subscription Act was subsequently lowered to 73%, 54.75%, 40.004% and 

29.2% in a phased manner and to 20% with the full enforcement of the amended Money Lending 

Business Act in June 2010. Loans in the so-called "gray zone" interest rate band were forbidden, 

and lending rates were set within the scope of the Interest Rate Restriction Act. This has reduced a 

latent risk of regulatory changes compared with earlier years. 

     Reputation risk is high. The three factors for this risk are violations of the law during loan 

collection and dunning, criticism by public opinion or the mass media and evaluations in the 

financial markets. Because of its lending to low- and middle-income individuals at high interest 

rates, the industry is an easy target of the public's criticism, and the risk of lawsuits is significant. 

Since most products share similar characteristics, a problem that affects one company tends to 

spread to the entire industry. 

 

2. View of individual firm risk 

     R&I decides the business risk of each company by analyzing the risk of the consumer finance 

industry and giving consideration to the risks of the individual firm. 

 

(1) Franchise 

     The value of the franchise, which is the source of future earnings, will define the framework 

for creditworthiness. In addition to the core loan business, consumer finance companies' operations 

include the credit guarantee business and the servicer business, which utilize the credit and 
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collection know-how cultivated through lending. 

     Interest income earned from the loan business is calculated by multiplying the outstanding 

loan balance by the average lending rate. Because there are no large differences in the average 

lending rates among companies, the value of the franchise is determined by the size of outstanding 

loan balance and the ability to acquire customers. Factors that lead to differences in firms' abilities 

to acquire customers are not only the number of new customers they are able to attract, but the 

extent to which they can retain repeat customers who borrow and repay funds multiple times. 

     The industry's core unsecured consumer loans are aimed at customers with annual income in 

the three to four million yen range as the main customer bracket. Under the regulations on 

aggregate loan amounts, a consumer finance company cannot make new loans when a customer's 

total borrowing reaches the upper limit of one-third of annual income. Considering the fact that the 

unsecured loan balance per customer is about 400,000-500,000 yen, this means that a company 

needs to acquire new customers who have no more than two or three loans borrowed from other 

firms. Consequently it is vital to elevate name awareness and boost brand power through television 

CM, Internet advertising and other channels, and become the company customers remember when 

borrowing needs arise. 

     For borrowing, non-face-to-face channels are mainly used, including automatic 

loan-application machines, telephone and the Internet. At one time, the number of manned shops 

where customers could apply for a loan from the sales staff and the number of automatic 

loan-application machines installed were key factors distinguishing the major loan companies from 

small and medium-sized firms. In recent years, the spread of smartphones and tie-ups with 

convenience store ATMs have allowed lenders to offer almost the same level of convenience even if 

they have no shops. 

     R&I emphasizes the level of development of their overseas business in addition to peripheral 

businesses such as credit guarantees and servicing. While profitability itself in the credit guarantee 

and servicer businesses is not as great as in loan operations, provided a company can construct the 

proper schemes, these businesses can generate stable profits based on accumulated loan balances. 

Along with loan balances and business scale, R&I thus looks carefully at the number of alliances 

with financial institutions and the strength of such relationships. In overseas markets, especially in 

the Asian region, the income levels of individuals are rising in tandem with economic growth. This, 

combined with demographics with a large young population, as well as the rapid spread of mobile 

devices which allows for easier access to customers, leaves room for money lenders to expand 

business overseas. Because the market size for the loan business cannot be expected to grow 
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significantly in Japan, R&I assesses whether a company is able to build a franchise in other 

businesses. 

 

(2) Risk profile and risk appetite 

     The risk profile can be classified mainly into (1) credit risk, (2) excess interest payment refund 

claim risk, (3) interest rate risk and (4) operational risk. 

     For the risk profile, R&I confirms how much risk a company takes in its business portfolio. 

The loan business involves advancing funds on an unsecured basis to the high-risk bracket on the 

assumption that a certain level of defaults will occur, and the greater the proportion of the loan 

business, the greater a firm's risk appetite becomes. A company's risk appetite reflects the degree of 

its business portfolio diversification, including peripheral businesses, and the strength of its 

risk-taking intention with regard to overseas development. R&I focuses on both a company's risk 

profile at the present point in time and its future risk appetite and risk-taking policy. 

 

II. Evaluation of Financial Risk 

(1) Risk resilience 

Capital adequacy, risk management structure 

     Risk resilience is a quantitative indicator for evaluating capital adequacy as examined from 

the viewpoint of economic capital. R&I evaluates the extent to which a consumer finance company 

is able to absorb the company-wide risk amount calculated under certain scenarios, with its equity 

capital assessed by taking into consideration capital quality and the accumulation of internal 

reserves from future profits. The allowance for credit losses and the allowance for losses on debt 

guarantees are considered a buffer that absorbs credit risk. 

     In addition to quantitative evaluation, R&I emphasizes a company's risk management 

structure as an indicator of its ability to maintain risk resilience. Confirmation of the structure for 

managing credit risk, which accounts for the majority of risk at consumer finance companies, forms 

the heart of analysis. When a company intends to develop operations overseas, R&I confirms 

whether the company can undertake risk management at an appropriate and sufficient level, based 

on regulatory change risk and country risk in the region into which the company will expand. 

 

(2) Asset quality 

Credit cost ratio = Cost of credit/average balance of operating loans, credit management 

     An evaluation of asset quality is critical because deterioration of quality is a leading cause of 
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bankruptcy. The ratio of cost of credit to operating revenue is high, and companies must be able to 

maintain the ratio within certain limits. The credit cost ratio, which R&I emphasizes in its 

evaluation of asset quality, is an indicator that highlights credit portfolio characteristics, including 

the form of past credit and customer attributes. R&I verifies the delinquency rate as a leading 

indicator that underscores any deterioration in asset quality. In addition, R&I also emphasizes 

credit management to see whether a company will be able to maintain sound asset quality over the 

future. 

 

(3) Earning capacity 

Ability to absorb costs using basic profits, operating revenue-based ROA, 

overhead ratio = (Selling, general and administrative expenses - loan loss and interest refund-related 

expenses)/operating revenue, 

stability of earnings 

     Profits serve as a buffer to initially absorb losses incurred when risks actualize, as well as the 

source of funds for accumulating equity capital in the future. Consequently both profits and equity 

capital are important. When evaluating earning capacity, R&I conservatively estimates the cost of 

credit and costs related to claims for excess interest payment refunds that might be incurred in the 

future, and adds to this amount the increased portion of funding costs that reflects the funding 

structure, to focus on how much of the cost a company will be able to absorb with basic profits before 

write-offs and provisions. R&I also uses the operating revenue-based ROA and the overhead ratio, 

an indicator showing essential cost efficiency. 

     In addition to the above quantitative indicators, R&I emphasizes the stability of earnings as 

seen from operating revenue. Based on the stability of earnings in not only the core loan business 

but in peripheral businesses as well, R&I confirms the degree to which sources of earnings are 

diversified, and whether there is sufficient diversification. 

 

(4) Liquidity 

     For non-bank financial institutions, which lack the means to obtain funds from deposits, 

stably raising funds from financial institutions and the capital markets is a lifeline for continuing 

their business. Since it has a major influence on earning capacity, fundraising (i.e., procuring stock) 

is highly important for the evaluation of a consumer finance company. 

     Because it collects unsecured consumer loan payments every month, a company can control its 

liquidity by reducing new loans. Nevertheless, consumer finance companies raise funds on a large 
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scale, and there is a substantial risk a company's deteriorating performance or a change in the 

environment will alter the stance of the financial institutions or investors it deals with, which will 

affect the cost of funds or the amount of funds the company is capable of raising. If circumstances 

prevent it from borrowing funds normally, a company will be compelled to rapidly curtail lending, 

delivering a blow to its earnings base. R&I therefore confirms factors such as a company's liquidity 

on hand and relationships with financial institutions, and incorporates them into its evaluation. 

 

III. Rating for Consumer Finance Industry 

 

 

 

 

 

 

* This report replaces all previous versions that have been released to date. 

Importance Indicator Importance
Franchise ◎ Risk resilience Capital adequacy ◎

Risk profile and risk appetite ◎ Risk management structure ○

Asset quality Credit cost ratio ○

Credit management ◎

Earning capacity Ability to absorb costs using basic profits ◎

Operating revenue-based ROA △

Overhead ratio △

Stability of earnings ○

Liquidity Funding structure ◎

Note) Importance is indicated by ◎: extremely important, ○: important, or △: relatively important.

Issuer Rating

Individual Firm Risk Financial Risk

Industry Risk: High

The Rating Determination Policy and the Rating Methodologies R&I uses in connection with evaluation of creditworthiness (collectively, the 
"Rating Determination Policy and Methodologies") are R&I's opinions prepared based on R&I's own analysis and research, and R&I makes no 
representation or warranty, express or implied, as to the accuracy, timeliness, adequacy, completeness, merchantability, fitness for any particular 
purpose, or any other matter with respect to the Rating Determination Policy and Methodologies.  Further, disclosure of the Rating 
Determination Policy and Methodologies by R&I does not constitute any form of advice regarding investment decisions or financial matters or 
comment on the suitability of any investment for any party.  R&I is not liable in any way for any damage arising in respect of a user or other 
third party in relation to the content or the use of the Rating Determination Policy and Methodologies, regardless of the reason for the claim, and 
irrespective of negligence or fault of R&I.  All rights and interests (including patent rights, copyrights, other intellectual property rights, and 
know-how) regarding the Rating Determination Policy and Methodologies belong to R&I.  Use of the Rating Determination Policy and 
Methodologies, in whole or in part, for purposes beyond personal use (including reproducing, amending, sending, distributing, transferring, 
lending, translating, or adapting the information), and storing the Rating Determination Policy and Methodologies for subsequent use, is 
prohibited without R&I's prior written permission. 
 
Japanese is the official language of this material and if there are any inconsistencies or discrepancies between the information written in 
Japanese and the information written in languages other than Japanese the information written in Japanese will take precedence. 


