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Four key policy areas

•Managing and reducing loan distress

• Improving the legal insolvency framework

•Ensuring continued access to finance

•Managing increased levels of sovereign debt
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Various
Policy 
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in Japan
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Credit 
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and
Reduction of 
NPL
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Two kinds of firms were assisted
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Bank Failures of Japan
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Analysis of Financial Contagion: Spillover effects
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Banks’ Resolution Schemes

1, Early Warning System (FSA’s monitoring)

2, Separation of good loans and NPL

3, Bring NPL to RCC (Resolution corporation)

NPL will be resolved

4, Look for a bank that can absorb good loans 

or Bridge bank will absorb good loans

5, Criminal investigation

6, Capital injection by DIC is disclosed which can be 
returned in the future by rescued banks
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Lenders’ role in revitalization of business

1, Banks used to lend money and watch

2, Banks have to help distressed businesses

3, work together to recover their sales

4, Improvement of business activities

5, loan re-scheduling

6, Replace top management

Banks are dominated in Asian economies.

Who will supply startup finance?
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Domar Condition to check fiscal sustainability



Domar Condition of Fiscal Stability

Interest Rate (rt) > growth rate of the economy(η)   Unstable
Interest Rate (rt)< growth rate of the economy(η)   Stable

The Domar condition is often used to judge whether the budget deficit is sustainable. The 

Domar condition is obtained from the government budget constraint: 

 

where G_{t} is government spending, B_{t} is the stock of public debt, T_{t} is total tax 

revenues, and r_{t} is the interest rate for public debt. By dividing (1) by GDP Y_{t}, we 

can obtain 
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Yoshino-Mizoguchi-Hesary
(2019)
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Supply of Government Bond
Demand for Government Bond

𝜹∆𝑩𝒕

𝜹𝑩𝒕−𝟏
=

𝟏

𝟏 −
𝑩𝒕−𝟏

𝒃𝟏 + 𝒇𝟏

𝒓𝒕
𝑩∗

< 𝟎 𝟏𝟔 𝑺𝒕𝒂𝒃𝒊𝒍𝒊𝒕𝒚 𝑪𝒐𝒏𝒅𝒊𝒕𝒊𝒐𝒏

Accumulated Government bond (Bt-1)
< Interest elasticity of Demand (b1+f1)



Comparison between Greece and Japan

Global Solutions Journal (2020)

Accumulated Government bond  (Bt-1)
> Interest elasticity of Demand (b1+f1) 

Accumulated Government bond (Bt-1)
< Interest elasticity of Demand (b1+f1)
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