
THE ROLE OF TANOMOSHI IN HAWAIIAN BANKING 

John M. Derby 

While preparing the original study under this title (Derby, 

1971), John Derby consulted with Professor Bernhard Hormann. 

Professor Hormann has now, with the permission of Mr. Derby, 

edited and shortened the original work for publication here. 

On matters of terminology, particularly the Chinese (kanji) 

characters involved, Hormann consulted his colleague, Professor 

George Yamamoto, who had read the original article. In addition, 

Hormann drew on his four years of residence on the rural out- 

Skirts ef Canton, China, from 1930 to 1934, where he learned 

about the Chinese version of tanomoshi as practiced in peasant 

villages, and on his contacts with hundreds of students in over 

thirty years of teaching at the University of Hawaii, where he 

learned of the uses of tanomoshi in Hawaii as described in 

student papers. 

Since the practice of tanomoshi throughout East and South- 

Gast Asia is if the oral tradition of peasants, historical 

research is not very extensive. The historical section of this 

paper has consequently been greatly reduced. 

The reader should be warned that in the decade or more since 

this article was first written, the decline of the tanomoshi in 

Hawaii has continued. The skyrocketing of interest rates on the 

part of the financial institutions of America has complicated 

the financial analysis of the tanomoshis, and this section has 

consequently also been substantially shortened. 

-- The Editors 

Background of the Tanomoshi 

Schemes like the private banking arrangement of 
tanomoshi probably are found throughout East and South- 
east Agia, @€.¢g., Vietnam, China, Korea, and Japan, 
where their spread is connected with that of Buddhism. 
ft 26 also found in the Philippines, where Chinese 
merchants may have introduced the custom. Except for 
resort £O Ene Eanomoshi in gapan to finance pilgriam- 
ages to Buddhict temples, the use in Japan and else- 
where seems to be primarily secular, and may be found 
beth in vural areas and in cities, e€.g., among groups 
Of City women in pre-Communist Vietnam. It has been 
described in books on Japanese and Chinese village 
life, where peasants have been able to get much 
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needed funds by this scheme. In. Jepan it has. now 
apparently disappeared. See village studies by Embree 
(1939); Beardsley, Hall, and Ward (1959); and Dore 

(1978); published in twenty year intervals on villages 
progressively closer to Tokyo. Embree's Suyemura, 
under ko, an alternative designation, reports on it at 
length. “Beardsley, et al. mention 26,2 but indicate 
that other credit facilities and’ government restric-— 
tions have put an end to it. Dore's Shinohata does 
not mention it at all. The Japanese immigrants to 
Hawaii used the tanomoshi, as is described in Masuda 

(1937) and Embree (1941), both appearing over forty 
years ago. 

Berhard Hormann studied a Chinese village near 
Canton, China in.the early 19306 and there diccoverca 
essentially the same system, called by the villagers 
jou wut, which he described in his unpublished manu- 

script, "Feeding the Hungry Ghosts." Published 
descriptions can also, be found in Fei (1939), Yang 
(1959), and Bald (1903,. esoeCially the extencive 
description starting on,page 632). 

No clear evidence has been found that the Chinese 
workers on Hawaii's plantations resorted to the system. 
However, Chinese merchants found it-useful in meeting 
their debts. One informant said that her father, who 
was a dry goods merchant in Chinatown, at any given 
time belonged to more than one such organization. 

While details vary and there is the danger of 
bogging down in details, it is possible to character- 
ize the, basic characteristics of Ehe Tanonosai or iis 
Chinese. form... It 1s-.an,.associalion Of percens For 
only one purpose, periodically, say monthly or twice 
a year, to contribute an agreed-upon sum of money, 
maybe one dollar Or twenty oF & humdred, into a pool 
which in turn will go to each member until the associ- 
ation has run its course. At that time every member 
will have had a chance at the pool and everyone will 
have contributed in periodic installments an amount 
totaling more or less the amount of the pool. 

The turn of each member, in the simplest form of 

the tahnomoshi, is decided by lot. The more compii-— 
cated and more frequent way is to decide by a process 
of bidding whose turn it is to0 receive the pool. One 
bids by offering to pay each member a small amount of 
money. fo¥ his contribuvion to the vool- Wis maya so 
be called a deduction from the amount received from 
each person. The one whose bid is highest wins. Those 
who are anxious to receive the money in the pool be- 
cause of their need for a larger sum of money at the 
time therefore will bid high; others, willing to hold 

Hy 
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Ott, will bic tow. There 1S 4 further aspect... Once a 

member has received the pool, he is no longer entitled 

at subsequent meetings to the payment or deduction 

Otfered by the day's winning bidder, but must: pay the 

agreed upon periodic contribution. 

Thus the persons who win the pool early tend to 

pay out more than they take in, while) the: later winners 

takesam more than they pay Out. Miat- i1s;;the, eanlier 

Winners essentially pay interest On their use of the 
pool, while the later winners, who have been able to 

Walt, receive interest on the amounts they have been 

lending out. 

mie Cantonese term Jou wus ( KE ) means to 
make an organization. In Japan the term tanomosht 

( FA TE S- ) refers to mutual trust between mother and 
Ghiid. By extension, it suggests 4 mutually dependent 
relationship between a leader and his followers. One 
of the meanings of ko (“SeB) Ts Cll OF ASSCCration. 
Tanomosht-kd thus is a group of persons involved in 

mutual dependence and trust. The term tanomoshi alone 

conveys the idea of both the financial arrangements 
and the group itself and the word ko is usually 
dropped. In Hawaii tanomosht was almost invariably 
used: as a single term. 

Tanomosn in “Hawa lt 1 

In Jawaii, membership im a tanomoshi was tradi- 
tionally restricted to members of one's Own race and 
particularly to friends and well-known associates. 
Rarely did people of different racial backgrounds 
comprise the same tanomoshi group. This was later to 

Change . 

However, with the mingling of peoples in Hawaii, these 

restrictions have been broken down and now the tanomoshi 

is open to other races. This is especially so in the 

rural communities. Tanomoshis are frequently found whose 

members no longer form a close friendship circle, but are 

mere acquaintances or business associates of a foreign 

race. Of course, 'foreigners' must be of good character 

and dependable. They usually are store clerks, plantation 

overseers, school teachers and men of the upper classes. 

When a tanomoshi assumes this status, it becomes a purely 

economic organization and relationships, although flavored 

with friendship, are impersonal. The personal and friendly 

elements disappear. (Masuda, 1937:19). 
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Although the alien laborer in Hawaii was a very 
frugal and thrifty individual, there were few credit 
facilities available to him before World War II. 
Since their income was limited, few plantation 
laborers were in a position to borrow from a finan- 
Ciak institu cion. 

When a person needed money, he would go to a 
friend who was considered reputable and a respected 
member of the community. The influential friend would 
be asked, to help him- start a tanomoshi. fhe leader, 
Or cya A. ), l.e., parent, as he was called, would 

choose people who were dependable, trying to get as 
many as he could. They would all meet together and 
agree upon the rules of the tanomoshi. There could 
be any number of people and any amount in payments 
that they could agree on. The more people involved, 
the larger the tanomoshi would be. If the payment was 
too large. for one«person, he could split 1¢ with a 
friend. --Or, 2£.someone wanted to put ina larger 
amount, he:.could subscribe tO two Or. more shares. 

The oya would serve as the record keeper as he was 
the most trusted. 

In some cases, each recipient would also be asked 
to. provide two shonin or "witnesses who would act’as 
guarantors for him in the event of his inability to 
make his payments.or in the event of his demise. 1£ 
the recipient defaulted or left the: islands, the 

guarantors would be responsible. These guarantee 
arrangements were often.put in writing, normally ain 
Japanese characters, and signed by the member and his 
guarantors. The agreement now used [1971] is a 
standard guaranty form which is easily obtained from 
a credit wnion... The use of guarantors lessens the 
responsibility Gf the oya 2m the case @f deftaule:. 
The members look tO the Oya to Cover any missed pay- 
ments-.and. he,im. turn is, protected 14 he Das Lecourse 

to the .quarantors. 

The oya generally does not receive or pay any 
interest...-Phis.is because he.is cesponsibbe to see 
that all: of the money, comes in.cequlavly. _Meetings 
are usually held on Sundays when the workers can 
gather and are normally held at the home of the oya. 
"The. |oval..4S, Obligated .to.make this a social,gatier-— 
ing and has in readiness delicacies and tea for his 

friends" ..(Masuda,:. 1937218)... 1f..a payment 1s not made, 

the oya must advance the sum himself and collect from 

the delinquent or. his guarantors. No grace period is 

allowed and. due dates. (usually timed.to coincide with 
payday) ave strictly adhered to. 

"7 F ETF WOPTERT A sachibdise = « ia A aE Ea ea eas ee ——— 
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The highest of morals are expected in a tanomoshi. A 

person is bound by his honor to the group. Actually 

some people do slip out leaving their witnesses to pay 

for their shares. There is nothing that can compel a 

dishonest person [from refusing] to pay after he gets 

his share .. . There have, however, been many instances 

when a person, after drawing out his amount, quietly 

returned to Japan, leaving the unpaid burden to his 

witnesses. In such cases all friendship bonds are 

broken and the individual becomes an ‘outcast’ from 

the group thereafter. Wherever he goes, if his history 

is known, he is branded as a ‘cheat' and not worthy of 

normal associations —<~.*. I[f-a-person as¢of “good 

character' and he really cannot pay his share, he does 

not take the easiest course by running away, but will 

work the harder to meet the situation. Sometimes the 

witnesses will agree to pay for him temporarily and the 

amount is later returned to them. (Masuda, 1937:17) 

The element of risk in a tanomoshi its high. If 
the oya is not honest, all of the members can be hurt 
financially. The members who wait until the latter 
part of the tanomoshi to take their share, also take 

the most risk, since the other members before them 
may default along the way. There is not normally any 
form Of livsurance or collateral to protect them. 

While all tanomoshis operate in much the same way, 
they may vary in the number of members and the amount 
ef investment. They may also vary as to purpose. In 
his study of the Kona, Hawaii coffee farmers, Embree 
cites two tanomoshis that were started. One for $15 
was formed to buy a new automobile for the new Daishi 
priest. Another was started when one of the hotel 
keepers wished to improve his hotel. He organized.a 
tanomoshi to raise funds for this purpose (Embree, 
194 1:O)):. 

Ruth Masuda's article cites some other examples. 

A tailor finds that his business is not as prosperous as 

it should be. As a result he goes on a house-to-house 

canvass for customers. He succeeds in interesting seven 

persons to take suits from him. But a suit costs $35 and 

they cannot afford to pay him that amount at once. He 

starts the tanomoshi with his seven customers as the 

members. At the first meeting each member brings $5. 

That makes a total of $35 and the tailor is ready to make 

a suit for one of the members. Then each one writes the 

amount of his interest which is usually very small. The 

one bidding the highest gets the first suit. At the 

second meeting, the tailor gets another $35 and another 
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suit goes out. Thus, at the end of seven meetings, 

all of ‘them have their suits and the taiior as 

prosperous again. (Masuda, 1937:17) 

She also describes "another interesting tanomoshi 
[which was] started by several women who wanted wrist 
watches. They Sselicited friends and made ap a group 
of ten members, Gach agreeing tO pay 55 a -mcntn. In 
this way each received her watch eventually. Some- 
times a jeweler who wishes to increase his trade 
initiates a similar enterprise" (Masuda, 1937:16). 

A ‘store owner” in at’small plantation towne mad a 
high number of outstanding accounts receivable on his 
books, and while some of his customers made nominal 

payments, it would have been hard for them ever to 
pay off their balances. So the store owner assisted 
them in forming a tanomoshi so that he could receive 
funds from those who owed him, to liquidate their 

bills with him. This way the accounts were cleaned 
up every two years. 

When the Nisei veterans returned from Italy after 
the conelisien of World War ii, found jobs and Got 
married, there was a severe housing shortage in post- 
war Hawaii. They discovered that they could finance 
homes through the Veterans Administration, but they 
needed down payments in order to purchase homes. In 
many instances, tanomoshis served as the source of the 
down payment. 

Similarly an individual Gan Use 4 tCanomesh) for a2 
down payment ona car and the tending anstitution will 
finance the balance. Or he may have the down payment 
on the car saved but will use the tanomoshi to raise 
more money to put down on the purchase price so as to 
lower his monthly payment and interest expense at the 
lending institucion. 

A parent may want funds to finance his son or 
daughter's education on the mainland. He joins a 
tanomoshi to pay for tne whole year’s tuition, pur 
chases the plane tickets, and deposits the remaining 
funds with a bank near the college for the child to 
draw on throughout the year. in addition to education 
expenses, tanomoshis are commonly used for insurance 
premium financing, tax payments, travel expenses, 
funerals and any other emergency expenditure. The 
intended use is always confidential. 

Bank of Hawail was once approached by a Japanese 
couple with a request to finance a restaurant they 
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proposed to open. They had been employed in a military 
Gafeteria and knew the restaurant business... They had 
leased a location and had discussed their equipment 
needs wath a 2estaurant equipment firm, The. restau- 
rank supply, firm hac. agreea to finance a, portion, of 
their equipment and they applied at the bank for a 
term Loan.,to pay for inventory and provide working 
Capital. Their equity. Eunds were. to come.from .a 
tanomoshi that they had been members of for several 
months. They could get the required amount of equity 
then needed at the next meeting. Based on their pro- 
JeGtons, the loan was committed and the restaurant 
was soon opened. About a year later they approached 
the bank agaim with a request to refinance the Loan 
£Or.soOne additional funds to Gay off the restaurant 
supply house. Since their financial statements showed 
a nice profit, their request was approved. However, 
they found it was cheaper to form a tanomoshi and used 
that- anstead. 

During the Expo-70 in Osaka, Japan, Bank of Hawaii 
had a special advertising program for travel loans and 
free packets and brochures from the Japanese Tourist 
Bureau. 206 Gistribueion £€o their customers... Bank. of 
Hawaii branches were also official ticket purchasing 
offices for Expo-/0 and yen sales through. the branches 
were encouraged. Nevertheless, the travel loans were 
shunned by those who were instead using the tanomoshi 
organized through the Buddhist Mission as a means for 
financing. their trip. 

This type of tanomoshi, which accumulates the funds 
as it progresses and earns a return on the payments as 
they are made is similar to several banking services 
banks offer or have offered in the past. Bank of 
Hawaii has a Christmas Savings Club which accumulates 
twenty-five payments plus interest payable in November. 
in this’ stluation, the bank is the oya...The dis- 
advantage to this service is that it starts and ends 
at the same time each year since it is geared to 
Christmas. Bank of Hawaii used to have a service 
called "target savings" whereby one could start an 
automatic savings plan at any time for a certain num- 
ber of. payments, the bank would do the accounting. and 
Pay, @neerese Om the funds.at the end of the specified 
period. Banks also have automatic savings plans under 
which they transfer funds from a customer's checking 
accOumt to His Savings account regularly once or. twice 
a month. 

Many people are not thrifty and find that- they 
have difficulty in observing a regular periodic savings 
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plan. The tanomoshi, with its mandatory payments, is 
a popular way Of TOreing.Ssomeone GO Save. Since you 
cannot touch your money until you wit the bid, you 
will not ‘spend Tt ahead Gf time. Funds Savea ehrougn 
an automatic savings plan in a bank can always be 
withdrawn upon presentation of the passbook. The 
tanomoshi provides "forced" will power. 

At the time of ‘this research im 1969-7), analysis 
of the rate structure ofa typical tanomeshi led to 
the conclusion that the interest rates could be higher 
than at that time were allowed by usury law. 

Legal Aspects of the Tanomoshi 

According to: information provided bythe State of 
Hawaii Attorney General's Office, the legality of the 
tanomoshi scheme up to 1970 had never been considered 
by the State government. Further, there pad: never 
been any legislation affecting tanomoshis. 

The tanomoshi did receive judicial opinion, how- 
ever. The: Supreme Courts of Hawaric<an October, 1928, 

issued a.decision in a Case which involved an appeal 
of a Case’ from the.lower-coumt (Choi. Heyiiney. Shin 
Sung Yil,;-No: 1843).. =Supreme Couge Judge C.-3. Perry 
found that in a case where a suit for return .of money 
loaned and advanced by the plaintift (the oya) to the 
defendant (one of the members), evidence that the 
money was loaned in pursuance of the terms of a tano- 
moshi..of which both the plaintiz£® and Ene cetendant 
were members, will not sustain a judgement in favor 
of the plaintiff uniess there is-proof2of-the Lerms 
and conditions either of tanomoshis in general; af 
they are all alike, or of the particular tanomoshi 

in the case. 

The’ Case: involved 4 suit >for 59220 >sbelore a4 
Honolulu magistrate. In his summary, the Supreme 

Court Judge wrote; 

There was undisputed evidence tending to show that the 

plaintiff, being desirous of obtaining a loan, organized 

an enterprise known as a "tanomoshi," composed of twenty- 

one members, each of whom was to pay the sum of $20 per 

month for the period of twenty-one months; that the 

plaintift, as-promoter of boss Of. the tanomoshi, was 

to have the privilege of receiving the moneys contributed 

at the first meeting without bidding or paying any com- 

missions, interest or premium therefor, and did accordingly 

receive at the first meeting the sum of $420, contributed 
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by the twenty-one members at $20 apiece; that at each 

succeeding monthly meeting the $420 contributed was to 

be loaned to the member bidding the highest amount of 

what the members called "interest," that is to say, a 

sum of money to be paid by the successful bidder to 

each of the members who at any particular meeting had 

not yet received a loan from the association--except 

that the member who was to receive the loan at the 

twenty-first and last meeting need not offer or pay 

any "interest" or premium therefor. 

At the fourth meeting, the defendant was the highest 

bidder as to the amount to be paid to the seventeen 

members (other than himself) who had not yet received 

a loan... and at that meeting seventeen members paid 

$20 apiece and the plaintiff added $80.00 to the amount 

SO Contributed, making a total. contribution of $420 

. the defendant received $420 from the meeting and 

paid a premium or "interest" of seventeen times $5.50 

-.« . Subsequently, the defendant paid to the plaintiff 

sixteen installments of $20 each on account of the loan 

or $420 which he received . .. and furnished groceries 

to; the plaintiff an the sum of $7.95 leaving a balance of 

$92.05 "unpaid", which was the exact amount of the suit. 

It was established in the testimony that the 
plaintiff had advanced the $80 to make up the defi- 
ciency caused by the failure of four members to pay 
the required $20 each, but it was not clear "whether 
she did this as a matter of duty under the rules of 
the tanomoshi or merely as a loan to the four delin- 
quent members." 

The defendant's attorney argued that the amount 
Of interest paid: fer the loan of $420 was usurious and 
Glearly it was. {1/-x $5.50 = 393..50-interest on a. loan 
of $420—22.2 percent of the amount borrowed). How- 
ever, the judge in the Supreme Court sustained the 
appeal for the reason the plaintiff had not proved 
that the loan was from her individually to the defen- 
dant. 

The judge commented, "There is no evidence before the 

COuEL. Eending<to support a finding that the.S420. which 

the defendant received . . . was loaned to him by the 

plainiiet of a finding that the, plaintiff was trustee 

for the other persons who joined her in contributing 

the moneys which were loaned to the defendant. So far 

as we know, "tanomoshis" are enterprises peculiar to 

certain Oriental races only and were introduced in 

Hawaii only after the coming of considerable numbers 

of the people in those races. We do not know, and it 

VU0W =
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is not generally known in this community, what the precise 

terms of a tanomoshi are or whether all tanomoshis are 

necessarily alike in all their terms. Insofar as the law 

of contracts goes, the terms of the tanomoshi may not be 

the same as the terms of another tanomoshi. The courts 

cannot take judicial notice of the terms of such enter- 

prices or contracts. 

The effect of this case shows that the burden of 
proof. is upon the person who 1s trying to cet rein— 
bursement for money advanced to a tanomoshi through 
the courts... Since the rules. of. the tanomosh, are oor 
normally put in writing, and the agreements (with the 
possible exception of the guarantee agreement signed 
by co-makers) are oral, it increases the risk of those 
involved in tanomoshis. They cansot. sue in Court for 
any lossses they sustain since there is no means of 
proving..the terms Of the arrandgeweme, aud tne Court 
has held that not all tanomoshis are operated in the 
same manner. 

Tan RaAMTftearvtons 

The tanomoshi has, in the past, been investigated 
by the Internal Revenue Service. Since a tanomoshi is 
an unwritten arrangement and is often informal, the 
tax effects cannot be thoroughly enforced. En theory, 
the person who pays more into the tanomoshi than he 
receives, should be allowed to deduct the interest 
that he pays on his personal: income tax return. Con- 
versely, the individual who receives more from the 
tanomoshi than he pays in should declare it as income 
and should be liable for the income taxes on the 
interest he received. 

There was a large tanomoshi in Wailuku, Maui in the 
mid-1960s which had thirty members paying $100 per 
month; a total: monthiy collection of $2,000. Thus, in 

the course of thirty months, $90,000 oluc interest was 
involved. The amounts received and paid in interest 
were certainly considerable and the Internal Revenue 
office attempted to learn the détails of the trans= 
action. Nothing ever came of their investigation, 
however. 

The State of Hawaii has a personal income tax 
under Chapter 235 on net incomes of individuals. 
Deductions normally follow federal law, and interest 
and ‘certain “types of contributions and dues are 
deductible. There is also a General Excise tax under 
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Chapter 23/7 on gross income, gross receipts, OF gross 
proceeds of all business activities. Various business, 
occupation and nonbusiness licenses, fees and permits 
are imposed by either the state or county governments. 
M445 apparent Enat taxes, Licenses and Other Tees 
Which NOrmal Financial Institutions bay, are circum-— 
vented by the tanomoshis. Under Chapter 241, Banks 
and Other. Financial Corporations are taxed on net 
incomes, as defined, at 11.7 percent on banks, savings 

and loan associations, industrial loan companies and 
Obher financial corporations (Tax Poundation ‘Of Hawaii, 
Loy. 

While they have no published regulations or direc- 
tives concerning tanomoshis, the State of Hawaii tax 
Orrice fepvores Eat tte field ayditors in their exam- 
inations and audits of taxpayers’ records have fre- 
quently discovered undeclared income which has been 
traced to tanomoshis. By examining cash records and 
bank statements, they have been able to establish 
income from tanomoshis and,as a result have collected 
taxes due. They also disclosed instances where tax- 
payers have taken it upon themselves to declare their 
tAnomoshi income: and pay taxes on: it. The tax office 
could not recall any instance where interest paid to 
a tanomoshi was treated as a deduction for income tax 
purposes. 

Comparison with Other Financial Intermediaries 

Over time, the tanomoshi has gradually been sup- 
planted by other financial intermediaries. Most con- 
sumer savings and lending firms draw funds from 
households and business enterprises and make them 
available in turn to the same groups. In this sense, 
the tanomoshi is ja financial intermediary. A tano- 
moshi, unlike a commercial bank, does not accumulate 
earnings. It is Jimited to receipt and return: of 
funds. -1t 1S an eGconomire unit which functions pri- 
marily as a depository of short-term funds and all 
funds are paid out to its members. Its net worth 
does not increase. 

Financial intermediaries as we know them in the 
United States are essentially a creation of the nine- 
teenth century. At the start of that period, there 
were less than three dozen commercial banks in exis- 
tence &" Phe: Numerous Other tyoes of £inaneial inter— 
mediaries which we now know were not in existence and 
most of them had not even been thought of. There 
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were, for example, no savings banks, no savings and 

loan associations, no credit unions, no mortgage com- 
panies, no personal trust departments, no investment 
companies, no sales or personal finance companies, 
and no government lending institutions. The develop- 
ment of financial intermediaries during the first 
half of the nineteenth century was very slow except 
in the field of commercial banking. 

Credit Unztons 

The first credit union in North America was formed 
in Quebec, Canada in 1900, and was called the Catsse 

Populaire de levies, The: first: law permitting credit 
unions in this country was passed in Massachusetts in 
May, 19092. By. 1934-State.lawe had. degalazed eredit 
unions: ain 41. of the’ 48 states and: the District’ of 
Columbia and over 3,000 credit unions were in existence. 
In 1934 the Federal Credit Union Act was passed which 
permitted organization of a credit union anywhere in 
the country. In the next seven years, the total number 
of credit unions doubled. 

The- original. law of-1934 lamited the amount,of.an 
unsecured loan to $50.00 and the maximum maturity on 
loans was two years. Successive revisions of the law 
increased the amount of unsecured loans and the 
maturity was increased. 

In Hawaii, as in the rest of the nation, the 
spread of credit.unions made’ loan and deposit facil- 
ities more readily available to the working people. 
The credit union encourages its members to save 
regularly and to make deposits into a common pool from 
which loans are made to members for a wide range of 
consumer purposes. “Credit unions are subject to de- 
tailed state regulation and supervision and are deemed 
a safe and secure place to deposit. Members exercise 
democratic control on the basis of one vote per member. 
Capital is*derived mainly from tie savings of the 
members and loans are made only to members at reason- 
able rates Of interest. ihe organizations are non- 
profit and members have limited liability. No 
discrimination 16 made on the basis of race or 
political or religious beliers. 

Perhaps more than commercial banks, the credit 
unions in Hawaii have been influential in replacing 
tanomoshys- = Credit unions are a lot less 1isky than 
tanomoshis, but they still allow an individual to 
pool his resources directly with members of his own 

EES SEE ni nee armas nn = = Se 
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community or his fellow employees. Since credit 
unions rarely have branches and are only loosely 
associated with each other, their individual members 
are closely associated. Unlike the tanomoshi, the 
credit union is managed by a board of directors, who 
are elected by the membership, rather than being con- 
trolled by one man. They also pay and charge interest 
rates which Eluctuate very little from year to year. 
Some credit unions are federally insured, thus pro- 
viding their savers maximum security. 

Savings and Loan Assoer1ations 

The £irst savings and loan activity in Hawaii 
started in 1890; =Not-uneil the 1920s-did they begin 
to spread and enjoy wider acceptance amongst the work- 
ing people. Since their branch oOffaces are restricted 
by regulation, some of the outside isiands still {1971) 
Gid not have any Sayings and loan offices. Before World 
War 11, savings and i1Oan associalions were formed to 

Cater £O particular ethhie groups. -~ Nowadays. they 
have broad community appeal. Since they deal primar- 
ily with long-term real estate loans, they have done 
iittic to supply the small toan needs of the consumer. 
However, as a depository they provided a reasonably 
safe place for consumers to deposit their savings. 
For this reason, savings and loan associations have 
been an important factor in replacing tanomoshis. 

Consumer Finance Compantes 

By the end of World War II the pent-up effective 
demand for consumer durables was enormous—mainly due 
to depression postponements, wartime deferments, and 
greatly expanded incomes. Although consumers had 
become very large holders of cash and liquid assets, 
these resources were inadequate to finance the desired 
purchases. Recourse to consumer credit was quick and 
grew rapidly in the postwar years. 

Sales and personal finance companies arose to meet 
this demand. While they were in existence prior to 
1945, they evolved from the industrial loan companies 
and their previous emphasis was on business credit. 
The advent of Statehood in Hawaii in 1959 brought a 
flood of small finance companies which came along with 
the economic boom that Hawaii enjoyed. Many had ad- 
vertised that they were located in every state and 
now they had to add Hawaii to the list. .Normally 
formed as individual corporations for each branch 
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office, they spread into every major city and town in 
Hawaii. As secondary financial intermediaries, 
finance companies derive their funds from other 
financial intermediaries, rather than from house- 
holds and non-financial business enterprises. 

Consumer finance companies specializing in the 
smaller personal loan needs of the public became a 
popular means of obtaining credit throughout Hawaii. 
Operating small offices with low overhead, their 
strong advertising campaigns attracted many of the 
younger generation away from the tanomoshis. Since 
they offer prompt approval and flexible repayment 
terms, they became the most convenient source of con- 

sumer credit and the most prevalent source after 
banks. 

investment’ Huts and Timited Partnerships 

The hut, which is a Hawaiian word meaning “tc 
come together" and "association" (the similarity to 
the Mandarin Chinese way of saying wut is coincidental) 
is a popular form Of pooling various resources for 
speculative joint ventures. Land huis have been very 
popular, particularly amongst the Chinese in Hawaii. 
A typical hui is formed like this #etter which 
solicited membership: 

June 8, 1970 
Dear: 

We have acquired a parcel of land consisting of 20 acres 

of prime farmland located in ; ferme are Sst S00 

down with a balance of $95,450 to be paid in five equal 

annual installments of $19,090 plus interest at 7% 

simple, commencing June 15, 1971. 

Our Hui will consist of ten shareholders to each contribute 

$3,300 by: dune 20, 1970s Out of the $33,000, the dewn=pay- 

ment of $31,800 will be made, with the balance of $1,200 

held in reserve for incidental expenses such as taxes and 

closing costs. “If the property is not scold within: a year 

we will require an assessment of approximately $2,700 

each to meet the payment due June 15, 1971. 

The total cost of the property is $127,250 which breaks 

down to under 15¢ per square foot. The land is presently 

being farmed with the lease to expire on June 30th. We 

may [have] to decide to renew the lease for one year if it 

is determined that this would not impair its saleability. 

Since time is of the essence, please advise me of your 

decision as soon as possible. 

Sincerely, 
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Partners who cannot afford the full amount re- 
quired often split their share in the investment 
with a friend or business associate. The hui organ- 
izer normally acts as the leader, and is the general 
partner. The members are the limited partners. 

On the mainland, these arrangements are called 
real estate investment partnerships. The Horizontal 
Property Regime Act which in 1964 created the con- 
dominium in Hawaii became a natural investment for 
huis. The front money or seed money often comes 
from huis by providing the equity which starts a 
condominium project. The hui normally provides three 
advantages to its members: limited liability, finan- 
Cial leverage, and a tax advantage through deprecia- 
tion. 

The growth of the financial intermediaries dis- 
cussed here has tended to provide alternatives to 
tanomoshi members both for savings and investment and 
as source of borcowing funds... The prevalence, of 
these institutions and their liberal credit policies 
available to the consumer have caused a decline in 
Loanomosha aectavity. 

Banks and Tanomoshi 

Whale working £rom 1969 to 1971 in the town and 
plantation community of Lahaina, the tanomoshi was 
observed in operation. Before World War II, Bank of 
Hawaii was the only bank in Lahaina, having merged 
with the Bank of Maui in 1931. There were no other 
active credit’ unions,, Einance companies, Savings and 
loan associations Or any.other financial institutions 
located in the Lahaina area in those days. 

From the earliest time, the bank's principal 
customers were business firms, the sugar plantation, 
the manager and supervisors of the plantation, and 
certain other upper-class people in the area. Over 
half of the bank's loans and investments were made to 
accommodate business firms. Real estate loans rather 
than consumer loans were the next largest outlet of 
the bank's funds. Consumer installment credit was at 
that time stilleinats infancy. 

The alien plantation laborer was generally ex- 
cluded from the Tending policies of the bank. -His 
wages were quite low although his housing and medical 
expenses were borne by the plantation. The workers 
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were not unionized as they are now and they were 
housed in camps segregated by racial groups. The 
bank in those days was not very public relations 
minded and did not actively solicit business from 
the laborers. Since payrolls were made in cash, the 
laborer rarely had any need to come to the bank. 

Under these circumstances, it is easy to see what 
an important role the tanomoshi played in supplying 
the consumer. credit needs of the laboring section of 
the. community. lt was the only credit facility avyail- 
able to many individuals who were not able to deal 
with the bank because of their economic, social, and 
language barriers. 

With the onslaught of the great depression, the 
demand for business credit contracted sharply. Banks 
found themselves with an excess of funds available to 
invest in loans. During the late 1930s and 1940s, 
consumer installment credit loans became a popular 
bank investment. As banks, credit unions and savings 
institutions became more widespread throughout Hawaii, 

they began gradually to replace the tanomoshi. Banks 
became a more attractive medium for savings by the 
consumer. People also found financial institutions 
more willing to accommodate their credit needs. The 
Hawaiian-born generation is not as active as their 
parents in the tanomoshi. They would rather do 
business with banks which are recognized by the state 
and, are protected by the government. 

The tanomoshis began to become less popular as 
the number of financial institutions increased. 
Established financial institutions became a much more 
convenient source of credit after World War II anda 
safe place to put one's savings. The tanomoshi also 
carried a stigma since the one who started it was 
considered to be in financial distress and was some- 
times avoided by his associates. A loan froma 
finance company or a bank is a confidential way to 
borrow as well as a respected one. 

Banks as a general rule gradually relaxed their 
credit requirements for consumer loans after World 
War II and their installment lending programs have 
become more attractive to the consumer. Workers now 
earn better pay than they used.to and thus can sup 
port more installment credit. While the tanomoshi 
used to be the only available means of financing in 
certain areas, people who formerly dealt in tanomoshis 
now find that consumer finance companies, credit 
unions, and banks are much more convenient. 
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Bank Marketing Efforts 

The marketing programs of Hawaiian banks nowadays 
place a good deal of emphasis in reaching beyond 
Facial, cultural and language barriers of the people 
of Hawaii. Banks advertise in Oriental language news- 
papers, on Filipino and Japanese language radio and 
television programs, and other media which are geared 
to reach the non-English speaking people in Hawaii. 
They also have amongst their employees many members of 
these races who are bilingual. Some banks employ 
specialists in their business development departments 
who are on the road much of the time traveling in 
plantation areas where the non-English speaking people 
are Concentrated. 

In the post-World War II years, Bank of Hawaii 
had a Filipino representative who made a circuit 
periodically through the FPalipino plantation Camps. 
His results in soliciting deposit and loan business 
was very substantial and his efforts were quite 
effective. He presented what he called his "medicine 
show" where he held an evening meeting in the camps 
with free refreshments and Filipino entertainment. 
Interspersed in the activities, he lectured the 
Filipinos on the advantages of dealing with the bank, 
and encouraged them to put their savings in an in- 
stitution where it would be protected. 

Banks in Hawaii project an image of reliability 
and safety through their marketing programs and they 
try to appeal to the consumer's basic needs. They 
stress that they have people who are competent at 
their jobs and are ready and willing to serve the con- 
Sumer. it is this image through advertising that has 
made banks more popular to all groups in Hawaii. 

Summary and Conclusion 

The tanomoshi is a dying arrangement. It served 
a useful purpose in Hawaii's financial history and 
was an important means of providing consumer financing. 
Today it has been replaced by other financial inter- 
Mediaries and As becoming Oart of the past. It is now 
a memory to many people who used to rely heavily on 
i. 

The tanomoshi is a good example of a service that 
people can provide to each other in a mutual manner, 
to their mutual benefit. However, the degree of risk 
involved in a tanomoshi scheme has made it less 
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preferable to Other means of fraising money. We have 
seen that. the tanomoshi idea is not a new one and 
that its history went back for centuries. We have 
seen how it came to Hawaii and the useful purpose it 
served to the Japanese immigrant who had no financial 
institutions to go to. We have analyzed che xvisks, 
exposure, rate structure and some of the mechanics 
and variations of the tanomoshi (see Derby, 1971). 

We have also discussed its legal and tax aspects. 
But We can only conclude that, for understandaple 
reasons, the tanomoshi-is no longer as meaningful in 
the financial system GE Hawaii, as it used to be. 
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