Causes of Nonperforming Loans in the “Heisei Depression”

In this paper, we use panel data on city banks, long-term credit banks, trust banks, and
regional banks from 1992 to investigate empirically the causes of nonperforming loans
in the Heisei Depression. We analyze loans to borrowers in legal bankruptcy (LBB)
and past due loans (PDL), and examine not only announced outstanding nonperforming
loans but also the estimated amount newly arising. The results suggest the following.
First, the estimated amount of PDL newly arising is not reasonable, suggesting that
there is a problem either in estimating PDL or in applying the model to the amount of
PDL newly arising. Second, the Heisei Depression and bank policies in the bubble
period greatly affected the amount of nonperforming loans. Third, management policy
in the Heisei Depression did not play an important role in reducing nonperforming

loans.






