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Current financial crises following the collapse of the U.S. housing markets have 
substantial contagion effects, including a number of financial institutions facing 
bankruptcy and dramatic share price drops worldwide, possibly leading to a full-scale 
global recession. Japan has experienced since the late 1990s the collapse of the bubble 
economy and subsequent crisis response and economic revival. The following are lessons 
learnt from Japanese experiences on how to respond to a financial crisis, partly in 
accordance with “Study on the bubble economy and its collapse (a tentative title1)” which 
has been developed under the leadership of Minister Yosano.  
 
The Japanese government should provide lessons learnt from the Japanese experiences  
as references for world leaders in the forthcoming financial summit being scheduled on 
November 15, and should demonstrate its initiative to the full for breaking vicious cycles 
between global financial crises and deterioration in the real economy and for mitigating 
negative impacts on Asian nations.  
 

1. Current crisis response 
 
Since the fall of Lehman Brothers, Western financial institutions (1) have lost confidence 
in their clients out of concerns over their financial soundness including nonperforming 
loans, and (2) this has led to the shortage of liquidity, (3) as well as concerns over 
potentially inadequate net worth of financial institutions. In the face of these 
circumstances, many states have adopted policy measures as listed below. 
• Some national governments have started discussing the possible introduction of more 

flexibility in market-value based accounting, on the ground that they have to evaluate assets 

of which markets are no longer existent when valuating impaired loans and that prices of 

assets are now significantly deviated from their fair market prices because assets are now 
being sold below their intrinsic values. 

                                                  
1 “Japanese Economy and Macroeconomic Policy in the Last Quarter Century: From Emergence 

and Collapse of the Bubble Economy to Overcoming of Deflation,” a study now underway since 

July 2006 at Economic and Social Research Institute. 
 

 1



• The government guarantee of debts at financial institutions (deposits and inter-bank 
transactions included) is now put in place to deal with mutual mistrust between financial 
institutions. 

• To respond to liquidity shortages, central banks have been providing ample liquidity by 
expanding the coverage of security and by extending credit terms. In particular to boost 
liquidity in dollars, in accordance with swap agreements, they are supplying funds in an 
open-ended manner. 

• Public funds are being injected into financial institutions whose capital adequacy 
deteriorates.  

• Authorities have protected customers’ deposits with financial institutions, by lifting the 
deposit insurance cap or extending deposit protection to the full value of all deposits.  

 
2. Lessons we have learnt from Japanese experiences 
When considering the above listed measures now being implemented, in the light of our 
experiences in post-bubble Japan, we can make the following recommendations.  
 
A. Immediate crisis response 
(1) Valuation and purchase of impaired loans 
① Impaired loans should be valuated based on transparent assessment standards which 

respect market values, as swiftly as possible, to promptly disclose numerical 
information. It is important to remove these loans from institutions’ balance sheets as 
early as possible, by selling them in markets or to purchasing companies. 
In Japan, inadequate information disclosure by financial institutions further delayed the 
solution of the problem, making the correct understanding of the problem difficult. It is 
necessary to provide sufficient allowances for doubtful accounts even when removing 
nonperforming loans from balance sheets is impossible. 

 
② The purchasing prices of impaired loans should be determined by a highly transparent 

method that helps taxpayers to understand the assessment process.  
In Japan, thanks to Financial Services Agency’ s strict assessment and the Bank of Japan’s 
appraisals, we were able to grasp the amounts of losses and of funds to be injected, by 
applying uniform standards to all financial institutions and respecting market values. The 
complete suspension of market-price based accounting may save a bit of time, but will not 
decrease the loss. Instead it can obscure facts and raise doubts among investors and clients, 
and may eventually delay the solution of the problem.  
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(2) Injection of funds 
① The Government should inject public funds in a manner gaining as much public 

understanding as possible, only after accurately grasping the amounts of assets  
financial institutions hold.   
In 1996 the Japanese government spent government funds to expedite Jusen, the Japan 
Housing Loan Corporation, which triggered taxpayers’ backlash. Partly due to such backlash, 
the Government has been slow to arrange capital injection. In 1998 the Government also 
uniformly provided capital infusion to financially-sound banks which applied for public 
funds. However, this proved to be relatively ineffective in stabilizing the financial system 
because authorities infused funds without accurately understanding the assets held by 
financial institutions.  
On the other hand, the injection of funds in later years proved more effective because 
authorities promoted drastic disposal of nonperforming loans, by tightening assessment of 
assets and thoroughly clarifying management responsibility depending on the situation, and 
by setting bad-debts reduction targets. In addition, the fact that the government was given 
the power to close down or nationalize (for putting banks under state control) banks also 
contributed a lot in the disposal of bad loans. However, it should be noted that the banking 
business under state control took a lot of money and efforts.  

 
②  When injecting funds to financial institutions that are yet to go bankrupt, the 

Government should minimize negative effects of credit contraction.  
When injecting funds to financial institutions in Japan, the Government required banks that 
applied for governmental funds to submit management reconstruction plans to authorities 
and to give due consideration to cash flows of small and middle sized enterprises  
vulnerable to impacts of credit contraction. Much of the capital injection took the form of 
the purchase of preferred stocks, and if dividends were not paid, the Government would be 
given the right to vote.  

 
(3) Provision of liquidity 

When providing liquidity, the government is required to closely cooperate with the 
central bank which is responsible for market operation and relevant ministries and  
sections of the central bank responsible for maintaining the health of financial 
institutions, to respond to situations in a dynamic and careful manner. 
Since Sanyo Securities collapsed and defaulted in the money market in 1997, authorities in 
Japan have carefully provided substantial liquidity, including the Bank of Japan’s purchase 
of risky assets such as ABCP. 
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(4) Protection of deposited amounts 

When markets are on the verge of a panic, it is necessary to take steps to keep customers 
and depositors from demanding immediate repayment from financial institutions in 
order to maintain institutions’ financial intermediary functions. 
The Japanese government guaranteed the total amount of deposits being held in financial 
institutions from 1996 to March 2002, and up until March 2005 it also guaranteed liquid 
deposits from the standpoint that the protection for liquid deposits would be essential for 
guaranteeing safety of settlement systems2. The Japanese government has also made clear its   
commitment to protection of liabilities arising from inter-bank transactions, for example by  
then Minister of Finance Mitsuzuka’s statement in November 1997 after a series of 
bankruptcies of leading securities firms declaring “the protection of the total amount of 
deposits and other receivables” to prevent another failure in the money market. In addition, 
the Government appointed a financial reorganization administrator who would reshuffle top 
level management of a failed financial institution, and selected in advance financial 
institutions that would take over insolvent ones.  

 
(5) Purchase of shares 
○ The implementation of government measures to mitigate negative impacts of a drop in 

share prices on the financial system, such as the purchase of stocks on a temporary basis, 
may be feasible. 
Banks’ Shareholdings Purchase Corporation, established in January 2002, had made the 
purchase of shares worth 1.6 trillion yen by March 2006.  
In addition, the Bank of Japan bought stocks worth approximately 2 trillion yen for the period 
from November 2002 to September 2004, in order to mitigate price fluctuation risks of stocks 
being held by financial institutions. 

 
B. Keeping negative impact on the real economy and vicious cycles in check 
(1) To keep vicious cycles of financial destabilization and recession in check, appropriate 

financial and monetary policies must be put in place for preventing the further 
deterioration of the global economy.  

 
(2) Mere writing off of bad debts is not enough. Instead, bad debts should be disposed in 

parallel with corporate revival efforts aimed at business restructuring.  

                                                  
2 Even after April 2005, the Japanese government guarantees the total amount of “deposits in 

settlement accounts.” 
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In Japan, the Resolution and Collection Corporation purchased bad debts from financial 
institutions. At the same time Industrial Revitalization Corporation of Japan (IRCJ) purchased 
loans and debts of “companies to be revitalized” from financial institutions on a temporary 
basis in a concentrated manner, making use of debt swaps and stock swaps to restructure their 
businesses and revitalize the companies. It should be noted that bad loans are resolved only 
after both bad loans of financial institutions and excessive debts of borrowers are 

simultaneously resolved.3 
 
 

Reference 1 
Japanese responses to financial crisis 

(As of the end of September 2008, hundred million yen) 

 Amount committed Recovered amount 

Deposit Insurance Corporation of Japan4 (DIC) 

  Bad debts purchased* 

  Injection of funds 

Disposal of failed institutions (including 

protection of deposits) 

  Others (Nationalization of banks included)* 

470,603 

97,759 

124,274 

 

188,677 

59,893 

318,179 

95,960 

105,392 
 

68,2395 

48,587 

Bank of Japan’s purchase of stocks 20,180  
Sub total 490,783 318,179 
Special credit guarantee for SME 

Government guarantee for IRCJ 

289,4366 

100,0007
 

 

Grand total 880,219  
 
The balance of bad debts (of banks nationwide, loans disclosed subject to the Financial    
                                                  
3 The current global financial crisis requires much more elaborated processes because the crisis has 

stemmed mostly from the disposition of losses following the price collapses for securitization 
products. 

4 Funded from deposit insurance premiums paid by financial institutions, borrowing and bonds 
issued by DIC with government guarantee and government compensation bonds (Also refer to 
Footnote 5.) 

5 Deposit insurance premiums paid by financial institutions by the end of March 2008. 10,432.6 
billion yen was to be funded by the redemption of government compensation bonds worth 13 
trillion yen (fixed as public financial burden) 

6 Amount guaranteed. The Government established a government guarantee worth 20 trillion yen 
and another guarantee worth 10 trillion in 1998 and 1999, respectively, for which 1.45 trillion yen 
was financed from the national treasury.  

7 Government guarantee. Not financed from the national treasury. The amount of the government 
guarantee was reduced to 3 trillion yen in April 2006.  
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Revitalization Law) peaked at 43,207 billion yen as of the end of March 2002. (8.5% of the   
nominal GDP for fiscal 2002.)  
The cumulated total of bad debts disposed (of banks nationwide, the grand total for the period 
from 1992 to March 2008):  98,952.6 billion yen 

 Note:  Data as of the end of March 2008 are marked with asterisks. 
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Reference 2 
“Japanese Economy and Macroeconomic Policy in the Last Quarter Century: From 
Emergence and Collapse of the Bubble Economy to Overcoming of Deflation” Project 

 
1. Purposes of the project 
(1) What one can learn from Japanese experiences from the emergence and collapse of the 

bubble economy and “the lost decade” to the present day, which are quite unique in the 

Japanese history and the world economic history alike, is valuable enough.  

(2) Appreciating the significance of conveying lessons learnt from Japanese experiences to 

younger generations by faithfully describing a series of economic policies and by 
reviewing and evaluating them from academic viewpoints, “Study on the bubble 
economy and its collapse (a tentative title)” was launched and has been developed since 
July 2006 at Economic and Social Research Institute of the Cabinet Office, based on 
the idea of and under the leadership of Minister Kaoru Yosano, then Minister in 
charge of Economic and Fiscal Policy.  

 
2. Outline 
(1) More than 100 leading researchers both in Japan and abroad have participated in the 

study. 
① Study group 

Yutaka Kousai, special advisor of Japan Center for Economic Research, serves as the 
general manager of the study group, and the total of 10 task forces and working teams 
have been established under the study group.  
 

Study group (Yutaka Kousai, special advisor of Japan Center for Economic Research, servings 
as the general manager)） 
○Task force on the macro economy, TFP, industrial structure and IT (Chaired by Professor Kyoji 

Fukao, Hitotsumashi University)  
○Task force on monetary policies and prices (Chaired by Professor Hiroshi Yoshikawa, the 

University of Tokyo)  
○Task force on the international environment (Chaired by Professor Motoshige Itoh, the 
University of Tokyo) 
○Task force on bad debts, monetary policies and land policies (Chaired by Professor Akiyoshi 
Horiuchi, Chuo University) 
○Task force on financial policies and social security (Chaired by Professor Toshihiro Ibori, the 
University of Tokyo) 
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○ Task force on the labor market and income distribution(Chaired by Professor Yoshio Higuchi, 
Keio University)  

○Task force on deregulation and structural problems (Chaired by Professor Juro Teranishi, 
Nihon University)  

○Task force on history (Chaired by Professor Juro Teranishi, Nihon University)  
○Working group on description of history (Chaired by Professor Takao Komine, Hosei 
University) 
○Oral History Working Group (Chaired by Professor Takashi Mikuriya, the University of 
Tokyo)  

② International joint research and conferences  
A number of world-renowned scholars will take part in international joint research on 
the issue, and we will hold international conferences on the issue at Columbia University 
and at the Federal Reserve Bank of San Francisco for accumulating knowledge in the 
world.  

○ Workshop at New York was held in March 2008, at Columbia University.  
○ A conference will be held in December 2008 at the Federal Reserve Bank of San Francisco. 
 
(2) The findings from the studies will be summarized in research papers, interview records 
and relevant materials on more than 100 topics, and will be presented in or after the fall 
of 2009. The results of the conferences will be published by the MIT Press, a U.S. 
publisher. 
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Japanese experiences: Crisis responses following the collapse of the bubble economy 
financial institutions 
 
Japanese Government (including Financial Services Agency) 
 in cooperation with  
Bank of Japan 
 
Credit guarantee for SME: 29 trillion yen 
Bad debts disposed in parallel with corporate revival: Government guarantee worth 10 
trillion yen 
 
Strict assessment 
 
Setting bad-debts reduction targets (for reducing bad debt by half) 

Due consideration to cash flows of small and middle sized enterprises 
 
Provision of liquidity (including the purchase of risky assets) 
 
Purchase of stocks worth 2 trillion yen 
 
Enterprises 
Loan claims 
 
Balance of bad debts peaked at 43 trillion yen. (8.5% of the nominal GDP for fiscal 2002.)  
Cumulated total of bad debts disposed from 1992 to March 2008):  99 trillion yen 

Financial institutions 
Disclosing information on bad debts and removing bad debts from institutions’ balance sheets 
 
Deposits (Money in banks) 

 
Transparent price setting 

Purchase of impaired loans: 10 trillion yen 
 
Disposal of failed institutions: 19 trillion yen 
 
Capital injection: 12 trillion yen 
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Preventing credit contraction 
 
Depositors 
 

Protection of the full deposited amount 
 
Deposit Insurance Corporation of Japan 

Resolution and Collection Corporation 

 
Breaking vicious cycles and keeping deterioration in the real economy in check, by putting 
in place appropriate financial and monetary policies 


